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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 : 
various purposes . 
feel accountable. 

The Alberta Fund sets proportions of loans tha t can be made for 
A stt"ong executive off icer working under the Alberta rules would 

Mr. Fuhrmann: He doesn't feel accountable wi th respect t o the loar.s thut are in 
the soft categor y because it's been removed fcom the fund by bei ng put on the Legislature. 
He is aLcountable with r espec t to those things he has authority over. They have main­
tained th~ autonomy within the normal business environment with t"espect t o soft loans 
but t he re~µonbibility really rests with the Legislature. 

Mr . Love : Al aska seems to be a country that might have too much capital and 
would h.Lve a problem of how much capital we can absorb. Should we have a Development 
Dank Jpproach? Is tha t the best vehicl e for us i n the inves tment of the Permanent Fund ? 

Mr. McDowell: Tha t is true, but there are other issues t hat are addressed by the 
developme11t banks--inves tmenl decisions : hat a ren't made on economics alone , t hey ' re 
made on i ncome distr i bution effects, emplo}'lqent effects, environmental considera tions, 
health and social cons i derations , plus the f.conomics of the project situa t ion. 

Mr. Love : 1.Jhat a re t he mechanisms fo r evaluating whe t he r or not the l oan programs 
tha t t he s ta te enters i nto a re ac tually achieving the specific objectives being outlined ? 

Mr. McDowell: The reporting of. t he accomplishment toward this sort of ob.iertive 
jJ in the annua l reports of the i ns titutions. 

Mr. Wal dock: I have a few questions I ' d Uke to put to the Commlttce . One is , 
exactly whnt criteria was used for the selection o[ all of these differ ent financ ial 
consu l t an ts 'l 

.!..!.!:.;_9ollagher : AL t he present t ime we 've only got two under cont r act . Arthur 0 . 
Little is not under contract. We went i n sear ch of severn l fi rms who we r e knowledgeable 
in certa in a r eas nnd called nnd ta lked to the ones we thought appeared to have t11e most 
to bear on t he s ubjec t. 

Mr. Mot l ey: The Investment l\clvisory Committee , ns ml entity of the State , l $ 
subJ<!C t: to the procurement and purchas ing rules 1.md l aws of t he Stace . We hnve to keep 
t: twt i n mind . 

Mr. Wn ldock: The second question ls, "Wha t exactly arc thf' fees p11 ic.l co these 
various consul tnnts nn<l whnt ls t he length of t heii· contract?" 

Mr. Edcnso : 'L'h te rms ot t he contrnct a 1·e r,cnera J. . t hey a rc inte nded to exp l re nt 
the prescntntlon or t he compl ct lon of our t::u;k nnd then have t he Commit tee itse lf return 
co lts origina l cond l Llon nF Ler wt have prepnrcd some output Cor t he 1977 Lcgls l ntur c . 
We anticlpate comple tlnK th~ c lnaed cont r nc t s some tlm~ in Janunry of 1977 . 

Mr. Rhod e: I 1.w 1 ll!vC u 11 t he contrncts :H ' <' i dcnt:lcnl l n t hat t hey exp I r e wi t h the 
conve nlng of t he Tenth A111ak11 Legi s lature nnd ijt•1wrnlly t he cornp1.:nsn t ion l s bMH~d nt 
t heir customnry fC'C9 with n CC' ll l ng not to exceed . 

Mr. Wnldo~k: Wh i ch I s? 
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Mr . Rhode: It depends on the contract . Foi: White, Weld it is set at 
the amount of $20,000 ceiling , with allowances for actual expenses. 

Mr. Edenso: The Lesiglature p~ssed an appropriation of $185,000 and the 
Governor slashed thal to $135 , 000. netting down to the- actual contracts ; 
Bob Richards from Alaska Pacific Bank - hiG contractuaJ services are at a ceiling 
of $15,000 and $2,000 for t ravel 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 ,G00.1 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 
prvidc us specific information on fisheries and fidheries 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 i nvo l ved ·1ith the Permaner.t Fund and 
for tl1eir discretionary use a total of $30,000. We have budgeted for legal 
r esearch purposes $5 ,000; we have also budgeted for travel contractual services 
for t he State Investment Advisory Committee $3,000 in serv,ces and an additional 
travel a nd expenses of $5 , 000, for a total of $8,000. 

There is also a contingency fund o( $16 , 500. We had programmed, prior to our 
full r c11lization 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 /\rLhur D. Little 
ls very romplex and very difficult to gather. It requires some very talented people 
i.n t he El 1: l'Hl of the national economy, interpretation of that with the SL:ite economy, 
and some (!conome tric mode] ing, not techniques but t he resu L ts of a devel0ped econo­
metric mo• lcl . We have not signed this contrac t yet hut we're contemplatiPg asking 
for :i s11ppJ.ernental appropria tion to allow us to proceed with this. 

L thlnk th£1t generally gives t:R a total of $135 ,000, contrac tual servi .:cs 
of ~ 109, 500 and travel n11d expenses of $25,500. We have one other contract -­
Mr. UU.I Batko. lie woulo come under t he budget ltem of State I nvestment Adv isory 
Committee . He was recommend•!..d to us by Nr. Lo·Je. His total contractual services 
is $500 nnd travel and expenses of $1,500 . 

Mr. Waldock: Since it b one of t he r esponsibilities of the Investment 
Advisory Committee to ad vise the Conunissionc:::- of Revenue and the State of /\lnska 
on thclr selec tions of finnncial consultunts :ind since these financial consuJ tants 
prlmarily ror the help 0 11 the Perman<.' nL Funt.I hnv<: already been selected, can it 
be llS1rnrncd t hot the Investment /\dvbory Committee is not going to be held responslblt.! 
f.or ll lly l.nc.orrcct advice given by tl •t!S<' consultan ts? 

Mr. Wohl forth: I would sny yes , thnt can be nss umrd . 

Mr . Ga llngher: Tt was an elccrutlvc prc rogn tlvc. 

Mr. J::denso: l~or lhe l11fonnoL1.011 of the Committee -- /\Laska Statutes , 
Chapter 37.10.070(0 st;ltes . "The investment policy s hall 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 rE\presentation 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 tr 
economy in terms of increased housing and commercial credit, stimulated bus5.1ess 
activity , increased employment, support of the market for state and local l onds, 
increased public revenue, together with the possible inflationary effect oi 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 Alas ka." 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 taslt of estab.lishing 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 Conunittee, 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 criteria, consultants , et al. 
As a fellow member of his Committee, I think I understand what he's saying. I 
don't have any problems with the selections made, but I've taken note of his 
scrutiny of the process. 

Mr . Walc:ock: I'd like to say the same thing and not just for m~·self. I 
think everybrdy on this ConunJ.ttee should have that opportunity to have that choice 
and we m.:..gh t as well get the course of the Committee aimed in the r ight direction. 

Mr. W11lclock: The final question i s t he conflict of interest law. The law 
c11me Lnto effect Jn 1972 that anybody working in an advisory or consultant capacity 
may not act in a contro-caf)acity as an lnvestment banker, dea ler , or accountant 
due to the possib lli ty of conflic t of interest. My question is , will this also 
hold true for the Pe rmanent Fund? 

Mr. Motley: What is the statutory reference? 

Mr. Wohl.forth : The only one I ' m aware of is that proh:ibition which applies 
to tl1e s tate and local governments of hav i ng a financial advisor bid on bonds . ls 
then! another une that I'm not aware of? 

Mr. Rhode: [t doesn' t apply in thls situat ion because they're giving advlce 
on gene ml ptil)'lic issues. They' r e not structuring debt. preparing a prospectus, 
advising us on any specific type of i nvestment, nor ure there any investments for 
them to deal i n. 

Mr. Wnldock: Couldn ' t you possible seen conflict of interest in investment 
u•lv icc or d consultant tn th18 parlicular c ase because lt takes ln ~ broader aren? 
Couldn 1 t there be a llttle bH o[ conflict of interest Lf tho t individual wns tt> 
s tructure the way the Permanent Fund is to be run and then, in fact , t urned around 
nnd be i n the other end of t he operation? 

Mr. Rhode: Th Ls mnt tcr wns speciftcnll y add r ess eel. every consult:mL wns 
given n copy of t he r e l evnnl sLntutc . L'm not 11ware thnt Pr.ice Waterhouse ls 
dealing in securities . rn the cnac of Whlte Weld . t hey ' re 1.n virtually every cypc 
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of investment that is possible, all the way fr.om tax exempt s to taxab le debt. Sn 
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 i nvestment banking house that we might bring before this Committee. 

Mr. lfaldock: That's the exact point . r th i nk if t hey are us<!.c.l as con­
su l tants they should not be involved i.n the actual use of the Funds , once it ' s 
i n operation. 

Mr. Motley: I move tha t I would be happy to work w.tth Mr . Waldock and 
anybody else to d r af t the question and ask the Attorney General for his advice. 
There may be ramifications later on and perhr. ps Whi te, Weld and others would like 
to know what their ramifications are. 

Mrs. Flej.scher: I'll second it . 

Mr. Wohlfarth: 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 ge t completely off of this subject matter , I 'd like 
someone to explain what this $30,000 is fo r ? You said it was budgeted for t he 
legisJ ~ tors to use as they see fit . I happen to be a legislator. How is it being 
userl? 

Mr. Edenso: To the best of my knowledge , t t's l>eing used for expenses i ncurred 
by tlw l egislator s fo r matters relating to the Permanent Fund, for telephon,· calls ; 
for some travel , etc . 

Mr. Malone : The appropriation was made in the Executive Branch, so what 
they ' ve clone is actually set aside $30 , 000 for t he Legislature to basically make 
proposals against . It ' s t he budget fo r that $30 , 000 Lhat Senator Kerttula and 
I have worked up. The pr imary expenses are staff and office expenses . 

Mr. Love : l t is my hope t ha t one of 011r very next meetings wil l be a mee ting 
wher e t he public has an opportunity to appeur lmfo re tis and give us the ir ideas 
on what they want the permanen t f und t o do . '!'he re arc probably many other 
different approaches to the inves tment purposes for the development, many dif forent 
i deas and proposnl s that we should at least hear before we make our minds up about 
wha t t he proper direction i s . We should not be commiLted in any direction before 
we have a n opportunity to hea r from the public . 

Mr. Motley : [don ' t t h i nk anybody ls committ ed. We can ' t commit anything 
untiJ nfter the election . vniat we dld today w:1s most l y fo r enlightenment. It ' s 
probnb ly t he iniUal intellec tual cxcrclsl! to figure out what may hoppen if 
certain things do occu r. The one thing t hat changes Lhe Constitution is 1 t r;ays 
i ncome producing investment , and that ' s wher e you have to start from. There isn't 
any mention on the bollot about social benef i ts versuR social costs; t here ' s 
nothinR about subsidies, soft loans, or a11ything like t hat . We have to keep that 
in mind. 

Mrs . Fl eischer: [ ' m reluc tnnt to leave Lhc room without some <lecis lon 
on establishi ng tiu;-gon l s and object ives of t he Committee. t would like Cor us 
to dec ide to c.l o t hnt, a nd I so move. I move t hat we mnke the next order of 
buA lness n dhcw·rnion of ond deci.sion upon t he gonls nnd objectives for the 
permanent fund . 

Mr. Love: ( ' 11 second 
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Mr. Wohlforth: I L's open for discussion. 

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

Mrs . Fleischer: 
or not. 

By the next time we meet we ' 11 know whet! ~~r we have a task 

Mr. Malone : I have to ngree with Commissioner Motley. The very creation o[ 
this fund in the first place is on the ballo~ to be d0c ided November 2 by the people of 
the State, and whi l e 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 objec t ives r ela tive t o investment policies 
regardless of what happens to the permanent fund. The reason the permanent f und is 
being created is to have some mechanism to deal with anticipated surpluses of revenue; 
we ' re going t o have more revenue than the State is going to spend . 

Dr. Logsdon: Am I correct that the purpose of the standing .:"lmrnittee is to address 
itself only to the permnnent fund? 

Mr . Wohlforth: I think that's corre:ct, yes. 

Ur. Logsdon: So Lf there 1 s a "no" vote on the ballaot, this Committee automnticnlly 
goes bock to its origin:il status? 

Ir. Wohlfarth: J hadn't understood that until todriy, but I guess that ' s right. 

Dr . Logsdon: Mny r of(er .1n amendment to the motion , that 1f the voters <tpprovc 
the pe rmanenL fund before the next meeting that this issue he considered , the issue of 
objec tives of the permanent f und be considered at the next rr.eeting? 

Mr. Wohlforth : Do you consent to the amendment ? 

Mrs. Fleischer: ls that the sol.c purpose of the expanded committee? 
voters disapprove what wi.11 the C01nmittec do then? 

H the 

Dr. Logsdon: Thc11 t he CommittcC' is not going to look to the objectives of the 
permanent fund because Lhcrc won't be one. 

Mrs . Flelschcr: I accept the amendment. 

l)r . Gallngh_cr: There 1 s n hrond bnse publl.c s upport. There' arc those who believe 
ln the 11ovings nccount concept, there ' s those who believe in conununity development, nnd 
t here' s tho~c who believe In cccrnomic dlversifico tion. 

Mr 1. Flch;c hcr: You rncnn you're saying tlrnt's what the gollls are'! 

Mr . Gollnghcr : Th;it's nmong the wlcle range. There nrc 11L least those goc1ls 
In front of the public. The choice hasn't been narrowed down to nll three . 

Mr. Wohlforth: '!'lie motJon is Lo consider goals and objcc llves at the next nie1!L lng 
if lhc pe rmanent fund p.1sses. Do we have any further dtscussion? All t hose in fnvor 
Rignify hy Rflying , "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. I feel we should have spec ific quest i ons or goals to put before 
the legislature -- narrow it down a bit. We do have some real deep issues. 

Mr. Wohl forth: lluw about November 5 for lltl' next mc>c t ing and advertise iL in pJcnly 
of time to also llnve puhlJc input on that d;ite. Also have Mr. Etlenso mak0 up sped.Ol'. 
ques tions for the consullants to answer. I would entertain a motion that tl1e meating 
date be November 5, that there be time for public discussion, and that 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 motions . The meeting da t e sounds 
fine. how about the 6th also? I'll second the motion. The other one - public par t ici­
pation . I so move that .we advertise ahead of time, perhaps s tarting now before t he 
election. 

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

Mr. Love: I would say that tl1e purpose of the meeting would be for people t o come 
and address the Committee on the issue of i nves tment policy because that i s sue is still 
before us r egardless of whether we have a pe rmanent fund or not. 

Mr . Wohlfarth: Al l r ight then, i s t hat satis facto ry, that the meeting day the 
morning be devoted to public input? Then finally , a sub-commi ttee to work with the 
Commissioner o f Revenue on pi npo i nting questions, specific questions , fo r the consultants 
to answer at that meetinfl . 

Mr . Malone : If a gene ral discussion is plnnned at the next meeting ns well a s p.:irti­
cipation by t he public, I would think that the concept of s ub-commit tees might be more 
valuable after some of those thlngs are hammered out , the s ub-committees after tl1e 
charge, 

Mr. Wo h l fo rth: Sc ratch t he i dea of: the s ub-committee for now. I ' 11 ente r tain n 
motion for adjournment. 

Mr . Love : I woul d like to i ntroduce Mr . Bill Batko . He ' s been doing some work whl cl1 
we s ubmitted t o t he board i n shor t papers havi ng t o do wi t h different typci:; of not s uch 
gigantic, but smal l er developmen t corporRtions . For pe rsonal services he 'll be Auh­
mltting some pnpers af t e r he gets back to Vermont and t hi.nks a bout 1111 the dlscussions 
thnc went on here. 

Mr. Edcnso : would ;1l so I tke to l n troducc Nr . Ke n Jensen from Ar t hu r D. Ll tt lC! 
at San Francisco . We havu u tent ati.vc contract with them to provj~le us wlth some nut 101w I 
economy q11est i ons , given t he poL1!nt laJ size of the permanent fund .1nd the nature r f 
AlaRkn ' s economy nncl whn t Alnskn's economy might look l:tke in the f uture . Thi.A wll I 
provide the Commit t ee i11 ro n11nt'lo11 whicl. rela te.s directly to potentia.I 'Lnvestment poli cy . 

Mr . Motley: Wi th t ha t Jn mlnd then, you ' re nski ng for t he Conunit Lcc ' s <lpprovnl. 
L'd l i ke to r avlew t hat contr:1ct to mak e s ure thut we avoid ony klnd o f duplic:1tion on 
t he other efforts t ha t :tt'e 1nvolv0.d i n estnbllshing thut for the Sta t e . l would wl t h­
ho ld t ha t until I 've hnd n r huncc t o review t ha t contrac L. 

Mr. Wohl forth : Ts Lhe r e any further bus fo ess? Do l h ·11 r A motJon t.:o nclj o urn ? 

Mr. Mo t ley : Yes , su move . 

Meeting Hdjonrn ecJ nt 5: l '' p.111. 
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STATE INVESTMENT ADVI SORY COMMITTEE 
MINUTES 

November 5 and 6, 1976 
Anchorage, Alaska 

Chairman Eric Wohlforth called the meeting to order a t approximatP.ly 9:00 a.m. 
en Friday, November 1976 in Room 406, State Courthouse Building, Anchorage, Alaska. 
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Senator John Butrovich, Fairbanks 
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Mr . Sterling Gallagher, Commiss ioner, Dcpart:nu.~nt of Revenue , Juneau 

Others present were: 

Mr. Bob Richards , AluskA Paclflc !lank 
Mr. Frank Murkowski, Alaska Bankers Assoc!ation 
Mr. Don Dickey, Alaska State Chamber of Commer ce 
Mr. Bill Scott , Chamber of Conuncrce 
Mr. Phil Daniel, United Fishermen of Alaska 
Mr. Robert Smith , Central Alaska Utilit i es 
Mr. Dwight Bowden , Home Federal Suving~ & Loan 
Mr. Paul Kapansky , Home Federal Savings & Loan 
Mr. Dan Regis, Price Waterhounc & Co . 
Mr . Al Fleetwood , Alaska Bankers AssocJat Jon 
Mr. Charlea Fuhrmann , White Wold '~ Co. 
Mr. T~d Swick, White We ld & Co . 
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11INUTES: 

Mr. ~ohlforth: In Bob McFarland ' 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 th~ last two meetings where the structure of t1e Permanent 
Fund and testimony has been ta~en a~ 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 struc,ture of operation , what kind of organization , 
what sort of use of monits fat income producing investments is appropriate to recommend 
to the Legislature and legislative ~ittees when tqey start their work in January. 
We' 11 briefly go through the agen~a . This morning h , set as;i.de for a public hearing , 
This a.fternoon, Mr. Bob Butler ·w:tll give a report oo p.ossible uses of the Permanent 
Fund to leverage investment. Mr ~ · ~iphard~ will sp4k on the Alaska banking system 
and various kinds of investments that might be contemplated for the Permanent Fund . 
Tomorrow, Price Waterhouse will have someone report on ma~g0.ment governing boards 
and problems encountered in both, ~~e. operati9n of other pe.fIWlnent funds and in the 
operation of development loan s~tua~ions else~ne~e :in ~pe ,iio*ld In other words, how 

.. . '· 1 . ,· .,, 
can we avoid sC111e of the mistake,s .• tltat have been ·made elsewhere. '.Ulen we -will have a 
work session unaer the general tti~ic of structural an.d organizatio{lal considerat:1.ons . . . ' 

Mr. Phil Dan.lel: I 'm with Unic:ed Fishermen of Alaska. I would like to speak in 
rather general term~ abou~ the prese~t situation in the fisheries as it might relate 
to the Permanent Fund. The Ala~ka fisheries at this point is rather archaic in structure 
and scope. We are prosently harvesting about four stocks; gourmet items, and neglecting 
things that could be done . There ·ts fio doubt but ~hat in the future1we will have to 
rely on renewable rt>isources, such as,. 1tourism, f i~heri~s, timber, and things of this type. 
So it tnight be worth considering what the Pe~anent Fund could do to stirQulate the 
fisheries industry by way of investment, and certainly the movement into the bottom fish . 

Our salmon fisheries are in great difficulties . We have only about a third of our 
salmon stock remaining. I don't want to go into de t ail on gravel incubators except to 
say they pr.oduce a very healthy smolt and at a much lesser cost than the so-called 
conventional hatcheries that have been employed for years in the northwes t ern part of 
the United States. I could see the Permanent Fund acting as a st~u1ant to the industry 
moving into the bottom f ishery.; acting as a stimulant to the hatchery; prod~ction 
situation. I can certainly see a very significant role that could 'oe played by the 
Permanent Fund to stimulate the industry and hopefully provide an econpmic base that 
we can turn to when other avenues have exhuusted themselves . 

Mr . Motley : What you are really saying is there is no domestic marke t fo r the 
5 . 1 billion pounds of f i sh. Wouldn't you think :Lt i s a logical assumption that given 
a 200 mile limit that the peopl.e who have been us ed Lo eating fish aren't going to stop 
eating them. So what Wc.?'re really t(llk:tngabout is a change in the relationship or 
t he process in which they' re caught and process ed within the 200 mile limit, 1. e., the 
exclusion of foreign fishing rather than necessarily disrupting t he total market? 
You would envision the Permanen t Fund to be a vehicle to possibly replace the Japanese 
mother ships with Amer ican mother ships or on-shore processing facilities? 

Mr. Daniel: I t hink 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 produc t. We ~houtd broaden the 
market in the Lower 48 by convincing people Lhet good f ish i s really a des irable produce. 

Mr. Motley: With regat'd to the fish hatcheries program under the Constitutional 
change , that they would be a more apt vehicle for this investment as opposed to a State­
operated hatchery program? 

-2-



Mr. Daniel: I really think they can do it more cheaply as far as the 
capital investment, the initial . investment. They are going to hav~ to have good 
biologists and they've got to ·have a good business manager. 

Mr. Gallagher: 
in American dollars? 

Those mother ships or a l ike vehicle, how· mucb would they run 
A million and a half 1 

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

Mr . Love: What effe1::t would all this off-shore operation hav.e? 

Mr. Daniel: There i13 real nervousness among the f isheqnen . '!'here have been 
reports by the Nat:ional .Fbhery Service that indicate vulneri.t.bil.'ity of crab and shrimp 

I \ • ' 

loss one part per million Df oil actually dis solved into the 'wat~r . They don ' t 
really know what that meant> but ft doesn ' t sound good. So th~t.e ~si real ap.P:r~hension 
about ocs. I've Sl;lgg~sted to t~e oil companies that they take a:' group of ' fieherlnen 
to the Gulf of Mexico and allow those fisherm E:n to talk to ~~~i·r · co~i;iterpar'ta. Tl}at 
way they would re'alize the~7 could live with OCS dev.elopment andi"I tihink it wbuld go 
f~r ther to solve the problem than anything else. 

Mr. Lo,re: How much :lnvestment capi tal d<' 

Mr. Da1tiel : I really can't answer tha t 
private industry into it we~ ~ould do it some1< 
c. eveloping markets '. and stitQUlat~ng the harvE 
figures on that. 

le would '.be achrisable' 

J fu l ly. I believe i f we got 
·I ier than th~" State. As f ar as 

f Jottom f ish, l really don 't have 

Mr. Love: I just wanted to point out i n e n~ 11terest of future del iberations 
that it would be useful to have some figures. Also if you see the need for an 
investment i n the area of hatcheries and in bui.lding boats or in processi~g facilities . 

Mr . Daniel: Well, I can see i t in t he boat building if you're moving into 
dif ferent fi sheries. If you're using a boat f or other purposes besides salmqn 
it is justifiable. If you're looking at moving into these botto~ fisher-ies, very 
definitely we could use State money. The burden right now for :th·e fisherman who wants 
to devel op a new technique or move into something is entirely up'OJl that fisherman. I 
don't know cf any experimental monies t hat ar e availabl,e exc~t . perhaps a very small 
amount. I see it certainly in t he ha tchery s i t ua tion, ~ut 1 want to emphasize that what 
~e are r eally interested io. is the loan program where th~ State gete its money back. 
Simply a loan that is repa jd out of the sale of surpl us fish at the ·ha tchery racks 
and repaying these assessments on the f isher men. 

Mr. Love: You think the big pact of lt is ha t cheries . 

Mr. Dani el: The bottom fi sh could be t remendously valuabie. 

Mrs . Fleischer: How renewable a r e bot t om fi sh? You are np~ talking about 
ha tcheries when you mention bottom fish. 

Mr. Daniel: No . Hatcheries only apply to t he salmon. Bottom fish is a more 
f rustra ting situa tion. Our halibut s t ocks ar e in big t rouble . B~ttom fish can be 
r enewed but only by not fishing them for awh:lle . 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 ther..e is always the 
question whether our State Department l s Roing t o show any courage. 
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Dr. Logsdon: What is the existing capability of Alaeka fiehe~en to take 
bottom fish? 

Mr. J)aniel: I would say that some of the crab fishing boats could be substantial 
in size and could be converted fai.rly easily but it would , cost in th.e neighborhood of 
$45, 000. The gear capability. is ~u1other 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 be,e·ause part of the e-riteria of the' Permanent Fu.nd 
money is it has to have a re furn tor the investors. · 

Mr. Daniel: No, I woul~ say 
be carefully looked into--whcther 
industry or whether yo~ let it 1 go 
attractive cost benefit ratio. 

there isn't probably much being done there. Xt should 
you let the money .,' go in the direction of private 
into any departmeµit as to whether or not you $et ~n 

t ' I 

Mr. Wohlfarth: This subject is one that woul~ · take weeks of testimony before we 
get finished with it. Hoo~ful~~· people like Mr. : D~niel will wo~ closely with . us and 
the legislature ot1 this ,., .coblem ~ .r 

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 spec'ific suggestions as to whe're 
the funds might be invested but more to speak to the point of r: :te goals, the objectives 
and the structure that we see might be helpful. 

I think the permanent F~nd is an excit:l.ng concept, PJ'."Operly used can brin& untold 
benefits to the wide cross-section of Alaskans. I think it has also the possibilities 
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 tirst . He is past 
president of the Alaska State Chamber of Comm~!:'ce and ;is Alaska ma~aging partner of 
the accounting firm of Peat, Marwick & Mitchell . 

Mr. Scott: It seems to me that the structure of the Fund itself needs strong . r 
management and leadership. The Fund needs to be in a separate State-~reated corpo-
ration or entity t~at would be answerable to the Le~s~ature. Bec~~e the Legislature 
will set many of the guidelines. I believe t~e Fun~ a~ould · hav~ ~~'tant atd on-going 
review, not only from the q.nancial transaction stap'dp,6in~ but a.Le<?;~rora e.n operational 
analysis standpoint, so that programs can be contio\a.lly eval~ated~ 'Frank MurY..owski 
will have comments on more specific investment are~~· 

Mr. Murkowski: The statement that the Fund is to be used for :j.ncome producing 
investment is one of the things I wish to talk about. I don't fee).- ·the State can 
realis tically involve itself in very broad loan programs ( or the bene'fit of the public 
as a whole in a general way because of the politids' t1.4t enters iqto these pro3rame 
once they are established and the lack of independence that a State ~ency has in 

I• 

loaning funds. The political pressures resul~ in~ad. loans an9 .severe losaes, some-
times. I would suggest that the area to look ~nto 'initidlly are ~q~ of the broad 
guarantee concep ts. There is on the books at the present titn.e the .'ilfsµ State 
Industrial Corporation which allows the State to use its tax ex~t status. The concept 
has never been used because there has been a relucJ:ancy in the ad~fttration 'CO allow 
the State's credit t~ be on the line in the concept of a guarant.~~ ·. ·, It has an appli­
cation from the standpoint of providing the de~elopment of indus't~~~ i~~a~ are of high 
potential but yet high risk from the atandpo1~t of oth~r adequ~t~ ~t),<e~~ in the State. 
As an example, the cement business in Alaska ~d~y. We cartninly"~~ . a~l the reaourcee 
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to develop a cement manufacturing process but it is questionable whether the markets 
are here. But a guarantee program wherP. 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 25% participation from the 
lending institution, then the policing is done by the lending institution that is 
direct l y involved in the credit. Agriculture is another area that the Permanent 
Fund could be involved in by developing and clearing the land. 

I 'll leave you with the warning, if the program does get into an area where it is 
a broad loaning function , then poli t ics is 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. Murkowski : No , I specifically stated that the Veterans program was an excellent 
program. It is 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 becauae it ' s a housing loan? 

Mr . Murkowski: That is one of the reasons. It has specific guidelines and 
collateral value . It t akes reasonable discretion out because you've got specifics. But 
you get into areas where you're pro1ecting what the cash flow of a new business is 
going to be and you ' ve got to bf: 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 fac t or is i mportant? 

Mr. Murkowski: There is no relationship. The real estat e loan stands on lts own . 
You've got guidelines and you loan a per centage to the value, you know what the value 
is and you look to the credit worthiness of the borr ower . 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 bu!liness loan doesn't fall into vnlue. 
Usually the individual wants t o start a business. He's an unknown entity and hns no 
operating experience . He wants to borrow for the collateral, he has no equity . But he 
might have a great idea. 

Mr. Gallagher: When r was ln r.he banking system , we reviewed our rese rve for bad 
debts and 89% of our charge-of fa were commerc lnl loans, 2% in real estate , and 9% i n 
installment loans . We took all of our losses in commercial loans . 

Mr. Murkowski: There is no politics i n the Vet e rans program. 

Mr. Gruening : I ' m interested i n why you can' t insulate some of the politics f rom 
the business loan situation? Why can ' t we make t he people that a re administering it 
responsible? 

Mr. Murkowski: It's a different type of poljtlcs. The banker is going to go broke 

or he •s ROing to ent his bad loans, but with the gover nment it doesn't work that way. 1 
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think the people are responsible, it's the p~essures they get. And I don ' t have any 
suggestions . 

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

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

Mr . Murkowski: If you keep the banks in enougi1 and don't let them off with 5% or 
10%. 

Hr. 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 . Sco t t: 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 i t creates a better 
economy and new jobs, that sod.al impact will be good under all the guidelines we go by. 
1 don't believe the social impact should be the prime considera tion on a loan made froru 
the Permanent Fund, or anybody else. 

Mr. Love : 
PermanentFUnd 
and whether or 
should we work 

Do you think the social impact should be the principal 
or do you think that we should look to standa rds of the 
not certain types of development arc necessarily good . 
for: 

goal of the 
quality of life 
Which direction 

Mr. Scott: \n1y can't we hove both? Every goal T ever had in my life was toward 
the bettering of: the quality of my lif:c and in the process of everybody else.' s that I 

dealt wlth . 

Mr. Love: There :tre going to be times when these can be best achieved through 
increased economic growth and times when it would adversely af Cect t hese . 

Mr. Scott: That hao to he the Legislature ' s decislon an<l not the nclminlti trnt:or s 
of a loan program. The two should be Heparnte and don't directly affect one ano ther 

except incidentally. 

Mr. Edcnso : Whal do you t hink ml1~ht be rcnson;:i hlc Lc rms fo r o small l oan program , 
whether it should hnve 10 yeori , 20 , or 5, nr whethe r or not i t Rhnuld have 11 fixed 
interest rate or should t he i nterest r ate be tied to some kind of: market rate of interent' 

Mr. Murkowski: I cnn'l co111e up with n hlnnkct 1mggestion. I would co1M1cnt that 
t he borrower n ecd~i' 10 ycnrs lnsl'end of f J.ve . The longer you put it out the more risk 
you have in euhsid;lzing lntcrest rntcs . rs t hat in the best lnterest of the State? 
From the privnte sector, ( don ' t like t h1~ word "subs ldy" because of whn t 1.t lmpl t.es. 
l don't think the State l oan pronrnma should be subsldy programs from the Rtnndpoint 
of the applicncton of Lhe word subsJ.dy . You have to establisl1 the priority thnt the 
Perman cot Fund is going to upp ly itselC to. llow broad you wnnt to gee , if and when or, 
if you get in to a lonn prop,rnm on an expanded basls . Should you only come into those 
ur~as that t he private sector can't serve adequntly . Who makes t he decision whether 
the private secto!' l s servfo~ the public adequntely. 

Hr. Edcnso : Do you aee Rnv problem with the State Jonn!nB, say , $1 million for 
15 or 20 years? 

Mr. Murkowski: Yes, v~ry dcf~1iLcJy. J f ch. Scace gets into loons of that nature 
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they are just one step away from a welfare state. State loan programs change with 
administration and you'd never be able to col:~rol the politics 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 st~ong desire to participat~ 
in a Permanent Fund, would you see the banks as well participing in this: kind of a 
development or lending activity? 

Mr. Murkowski: 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 
available for whatever they have in mind . 

Mr. Wohlfarth: Part of the work session this afternoon deals with the structure 
of the Board or whatever it is 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 .!lo come back later and talk ·spedfically on that. We 
will have some suggestions that I hope will be useful. 

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

Mrs . Fleischer: I don't understand the dividing line on subsidy. I sn't guaranteeing 
loans for a high risk cement industry wi th public money a form of subsidy? Or, if \'; e 

use public money or bonds to build roads or hydroelectric pl ants, to help the mining, 
manufacturing industry, isn't that a fo rm of subAidy? Or is that a different kin~ of 
subsidy? 

Mr. Murkowski: It ' s inpterpretation , obviously. If the mine can't be developed 
without lt and then the road is built t heore tically to open the mine, it provides jobs , 
it provides o tax base for the State , etc. So i t is returned . 

Mrs . Flei scher : Theoretically, wouldn't there also be a return ot1 other forms of 
subs id :f.es 'l 

Mr. Scott: You can build a return into any progr am. 
provide a percentage rate in exchange for t he guarantee. 
of money to justify a rate of r eturn. 

A guaranteed program could 
It doesn't have to be a loan 

Mr. Wohlfa r t h: Mr. Smith, Central Alaska Utilities , would like to speak now. 

Mr . Smith : t r epresent two entities . I am pr esident and general manager of 
Central Alaska Utilities , a water ut llity s upplying t he suburban area of Anchorage. t 
nm also president of t he Alas ka Utilities Association, an association of r egula t ed 
ut:ili tfoa throughout Alaska consisting of water, gaa 1 telephone , electric, refuse 
and various o ther utilities t h3t are regulated by t he Ala~k.a Public Utilities Commiss ion. 

One primary difficulty tha t we ' ve all focc.d, not jus t in the State of Alaska, but 
nationally as well, is i n obtaining lot1g range finoncing fo r the development of these 
fucilit les. Appnrently facJllt jes such ns r eservoirs, t ransmission lines, extens ions 
to serve new areas and source facil i t l cs s uch as wel ls and treatment plants are not 
.:- ttract:ive as an investment to the banking or f inanci.ng community. However, these 
utilities are one of Lhe most s~abl c operations anywher e in tl1e country . Our product 
is absolutely essential to t he ma:f.n tenance 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 vehicl'= whereby funding is made available to utilities which are v:Ltal to the 
existem:i<? of the economy, health and hap}:'iness to the people of the ·state of Alaska 
and which are essentially not now availabl e . 

Mr. Ga l lagher: 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 t he consumer through the rate making p~ocess? 

Mr. Smith: That is correct. The cost of doing business is paid for by the 
cus tomer 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 Jnterebt is what we' re 
sugges ting. 

Nr. Love: tfuat is a reasonable rate of interest ? 

Mr. Smith: 3%; 9% I believe is the ceiling on the existing funds now . However, 
t he pr oblem is the t erm, not the !.nterest rate. 

Dr . Lo~~sdon : Are you suggesting that the Permanent Fund should be subdivided 
into categories? 

Mr. Smith : I think that would be helpl:ul. Then the utiltties or wha tever would 
know wha t t hey h3d to work with and keep within that goal. 

Mr, Gnlla :1er: What is your own capitni. need? 

Mr. Smith : Roughly a million dollars a y.~ar . [t gocf> out very easily and faat . 
The wa'.:er comes .free , the reservoirs are roughly on the order of $750 , 000 each . 
One pir ting word - - the money is to be spent e~tirely within Alaskan indus try and the 
service that we provide is entir ely to AlaRkans. 

Mr. Crawford : Wlrnt is the breakdown as far as water utilities and electricnl 
utili ties as compared to REA? 

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

Mr. Edenso : 
Alaskiili'tilities 1 

Wha t is the average or normal turnover rate for long t erm debt in 
How long is the average long term debt kept on the books? 

Mr. Smith : Except in extreme or unusual cases , long term debt has not been 
availabl e for t he utilities . 

Mr. Edcmso: Would $JO mill i on be adeq11ntc 1f yon huvc an average life of long 
term debt of 30 yea r s? 

Mr. Smith: There or e a number of (actors that wll.l govern ther. One , t 11e rate 
of expans iongl.ven (or a particular nren . The Publlc Utilities Comrrdss ioner would 
have specific figures on all of th Ls. Every utility la required to file an unnuul 
report t o the ConunisAioner . 
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Mr . Wohlforth: Two gent l emen from the Home FeJeral Savings & Loan have b'een 
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 Ka·pansky is here as president of Home Feder al 
Savings & Loan. 

We feel one of the excellent uses of the Permanent Fund would be as a secondary 
market f or residential home loans or multi-family housing loans in thF State of Alaska. 
We feel this is an area the Permanent Fund could get into at fair'ly 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 cr eate 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 toge ther 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 buyer. 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 is going to be priced 'in the range 
that more people can afford than a s ingle family home on its own lot because of the 
high cost of land and the high cos t of developing thPt land. 

Mr. Love: There is going to be a big move to have the Permanent Fund get involved 
ln housing. Hnusing is a real tough !tern 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 i s that we cannot collat:eralize deposits . 
So that in most i nstances we can only bid on $100,000 i n increments. 

Mr. Gallagher: The Department of Revenue put out of the pension fund large 
quant ities of money i nto housing. Is that n successful program? Has it satisfied 
that ma rket, or is the market quite a bit bigger? 

Mr. Kapansky: We have utilized every nickel and the market is quite a bi t bigger 
than you have funds to utilize. The money is essentiall y for low income people . 

Mr . Wohlfa rth: Arc there any other quest ions ? IC not, Mr. Fleetwood would like 
to say n few words. 

Mr . Fleetwood: I'm Al Fl~etwood, Scc retary-Treos urer of the Alaska Bankers 
Association . In particular , we are pleased t o support the creation of a Permanent 
Fund. We feel the Fund can be used as an economic stabilizer . It should be structured 
and maintained AS a Trust for the lasting benefit of the citizens of the State of 
Alaska . As su~h . nll objectives, investment policieR Rnd guidelines should be 
established within the context of the " reasonable or prudent-man" investment principle . 
We feel the Fund can be a tremendous asset for the Stt)te in t erms of both a cap ital 
source for future development and a c11ahion Co~ a possible per iod of inadequate 
State revenues. 
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Mr. Love: Will the Asso1!iation try to have some specific suggestions on how to 
deal with some of the problema that have been brought up? 

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

Mr. Wohlfarth: Thank you . Any furtn2r questions? If 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 1ve been asked to speak on the use 
of leverage in the Permanent 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 dec'ision taken as to whether or not leverage 
is appropriate for the Fund. It is appropriate , however, for the Committee members 
t o be awate of the possibilities of leverage so they can focus on those decisions. 

The Fund itself is going to have a pool of funds and a future cash flow. Leverage 
should he a means of magnifying the influence and maximizing the economic impact of 
the Fund. There ar~ various ways of doing that; one is by direct borrowing of the 
Fund, either tax exempt br rrowings or straight debt issues in either the public or 
private capital markr.~ts \.\oere the Fund was the borrower. 

Among the various c~vclopment 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 . nnother 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, y>u could extend guarantees of other people's securities to an extent 
much greater than the assets you have. The value o[ the guarantee would be based on 
the amount CJf leverage you cr?ated and the form of t he colla t eral behind the guarantee. 
A third means of leverag1.ng the Fund or at least maximizing the economic impact, is 
the form of the participation or financial participation you take in a project ' s 
financial st ructure. Encourage and facilitate the participation of private capital 
because they come from behind that capital and create a sense of security and minimize 
the risk to tha t capital. I n this way you have t he means of expanding the size of 
the projects you can participate in without having to be the total lender. 

Mr. Swick: Let's taJk about tax exemption for a bit . lt isn' t always clear just 
what tax exemption meane;. 'l'l;e acisets of the Fund itself nnd the source from which they 
come has no bearing on whether or not your activities can be tax exempt. The only 
r estric tion that I s ee based on Federal sta tutes , i s that if you were using the 
proceeds of a bond 'issue issued by the Fund or an appropriate underlying entity that 
might be created, tl1at those bond proceeds from that specific tax exempt issue could 
not be usud for the benefi t of a private person. That would include either individ11ols or 
corporations. 

I don't whether the re has been any decision on the tax exempt subjec t. 
ff nancing possibil:Lt ies nod the use of the Fund can be found when you decide 
want t o do. I thl.nk t he er.onom!c ! mpnct can be very pl easing as to what you 
to accomplish. 

The 
what you 
are trying 

Mr. Gallagher: Could you elAborotc on public purpose in tax exempt financing , j ust 
what nre the limits of pub lic purpose? 

Mr. Swick: The definition hns been ~treLched beyond r eason, particularly when yr u 
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talk about industrial aid anJ len<ling credit to private persons. One rece•t development 
is wht~e the IRS took ~ ~iew of a public purpose is when they declared the handling 
of garbage 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 w:f.th 
t~at money. If you do go into the borrowing market and expand the capiLal base in 
t ha t mannPr, there should be legal documents to have that money segregated and just 
Ltace i · ~hrough so it doesn't end up in an industrial private per~on's hands. 

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

Mr . Swick : Inv .~stor-owned utilities, the an::iwer is no. They have entered into 
the tax e1~t!mpt 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 et~vironmental protection laws. Traditionally, the 
services you expect from your to\,'Tl, cou.1try, borough, or State such as schools, roads, 
sew~rs, 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 thaL we mj~~t 
be able l'o utili:>:e through the Permanent Fund -- bond issues of local communities ? 

Mr. Swick: Yes, I thin'.~ those techniques can be applied to this corporation mu. 

Mr. Fuhrmann: There isn ' t much difference between a guarantee and a.1 ·nsurance 
program . With a guarantee program the Fund could get a fee for providing tl1e 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 t he guarantee fee 
and the earni ngs on ~he put-as ide assets may be consider ed an att ractive investment 
nlternative. 

Mr. Crawford : What is the point spr ead between Lux exempt 11 n<l non-tAx ~xernpt 
bonds? 

Mr. Swick: It fluctuates and chnngcs wLLh maturi.ty. 

Mr . Wohlfa rth: We wil 1 need some expert udvice perhaps f r om the Attorney C:ener.il' ~ 
office on some of these questions like what ls lncomc-producing investments and what 
can they invest it ln . The concept of Jcvcraglng. It may be that tho Legislature wHJ 
consider that we will continue to borrow for publJc improvements and hove the Fund 
provide n substantial reserve :iga1.nst the rimo11nt that ls borrowed . 

I think we ought to consider ea rly whether or not, lf we use a reserve fund 
concept for public borrowing , 1.f we can do other t han borrowing for so- called income 
produc lng luvestments . whirh a schoo l obviously doesn't qualify for. Does t h<' fac t 
that ultinwtcly the monles mny be pnl.d back to t he reserve fund us n loan, docs that; 
qualify it as an Jnc:ome producin~ inves tment? 

Mr. Fuhrmann: At noon today I wa:=1 asked, "Whn t hnppcns If the Fund wants to \'Ct 
lnto research and development or [ront-end money or something chat would l eun to 01 1 

income produc ing sltuat ion" . My answer wns that if Lit t! Fund is lncome produclng that 
another form of leverage -- t\ sense of multiplying your Cl!onomlc impact and t he ability 
to pledge futu re funds that w1J l be coming 1.uto the Fund ns opposed to current funds , 
you can provl<le a long term takeo11t: Lo n bunk so Llic bunk is actunlly 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 righ t away to encourage projects that are not 
initiall y income producing . The other al t ernative is having interest holidays until 
the project gets going , but that may not be consistent with the income producing concept . 

_Mr_. ~ohlJ:..orth : Mr. R:1 chnrds, Al as kn Pacific Bank. 

Mr. Richards: My discussion today will really have two parts . The first part will 
be lnstitutional in nature, comments on describing the Alaska Banking System. The 
other pa~t is 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 offi ces - - in Alaska than in all of the other west<.. 
states . That, of course, includes commercial banks , savings banks, and scvings and 
L >an associations. 

I think the most important el ement o f the :~1 '\ska banking system in terms of the 
Permanent Fund is the role which Alaska banks have 1)layed as a condui t for channeling 
funds from large, long-term investors to Alaska ' s families and businesses. They 
also serve as conduits throt1gh loan pnrticipatlon with Outside banks . The relevance 
of all this, is that the Alaska banki ng system is s truc tured 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 is allocated t owa rd l oans to consumers, families and 
Alaska busi nes ses and organiza tions, then i t would mnke sense to do tl1ls through an 
e ffici ent sys t em of financial institutions a heady set up t o perform this function. 

Mr. _Gnllaghe r: I s ee a need fo r an ins titution[l l change . The tendency of the 
commerc ial banks in t l e State to send ou t relativel y young and inexperi enced managers 
t o the smnll rural bra1.ches . Since t hey are young and lnexpericnced they s eem to be 
1111wl.Ll lng t o take risks or do any new sort of program. \.That sort of i nstitutional 
d1a n1~e or emphasis could be accompl i shed ln orde r to mak" them more r esponR'lve t o 
Lh;it probl t>m? 

Mr . IU.chnrds : [don't necessa ril y concur \'11th your thes i s . 
to know what t ack 111e ' r e headed for. Are we <.I i scus s lng t he A 1.a ska 
Pc- rmont.?nt Fund , or the relntlonship be tween t he two? 

(t would be he lp ful 
Banki nK Sys t em, the 

~fr. Gal.lashe r : The rura l a reas n re not ge t t i ng t he 10;111 s t hat the Anchorngc 
111tt.I F111rhanks communlt los nr c . The bnnk managers nr c: us uL11 l y not aw;1rc of the loans 
11111 t c1111 be made. 

Mr . J~.~ : I t hi nk Lt wo uld he helpful to t he Conun lL Lee Lo h.ivc aome lnd h:nt l on 
from t he hank1;1 wh~rc t he Pe rmanent Fund mihh t f il I go ps t hn t n r e not QLherw i se met 
rmd I wou l.d Ii ke ln (orma t ion on how we cnn bf.! tter in ter fa ce wi. th Savings and Loans 
and c redi t 1111 fo tHL AIRo , befor e we st;i rt mak ing o Ju t Cl f° p.lnnn for the Perrn:ment Fund 
Wf' need Lo kn ow \-1hn t t he needs a re in t he State and whu t we: ' r e J.ook lng o t ln t e r:ms 
of th i R money. HO\.i do the banks f l L 1.n wi th the Pc rmnnent Fund? 

~t r . W;i l~h2~ \Vital ·Is the l engLb uf a shor t te rm Jonn and whnt ls the l ength of 
your I o n~ t c•rm J.o::i ns'! ln other wo rd s , what the commerc i 11J bm1k A nre doing ver sus whnt 
you Lhlnk the Permanent Fund ti liuul rl be doinR i n regards t o t ~n ~th o( time . 

Mr. IUchard i:; : 
gcncrnted by locil 
l ong 1u1 t c 11 y~n rR . 

menL cypc or lunn . 

T thlnk the /\l11 s k 11 b nk.lng sys t em l s sc L up to 1;1kc care of r redit' ij 
Al :w ka hus incs8cs ancl fnmillea . They mnk~ consumer l oans fo r os 
The Pe rmo nent Fund ahoul.d he or i en Ced mor · town i:d economic develop-
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Mr. Wohlfarth: Is 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. Crawford: I notice on the agenda tomorrow we get into the structure. We 
still haven1 t decided what our goals p re. I think we continue to put the cart bel ore 
the horse. We should decide what the objectives of the Fund are and what direction we 
want t o go. 

Mr. Wohlfarth : Do the members feel we are making any progress in our thinking? 
In the dbcuasions we've had are the areas sharpened in your minds, the issues thnt 
the legi.slature has to face in determining the goals and the areas whe re the Fund can 
be effect ivc? 

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

Mr. . Wohl fo rth: It ls frustrating fo r any group to be thrust with the job of 
f ind1ng the goals. It is only through n process o( discussion of t he segments of 
lending activities or capital needs ln the State . At lenst we can be nwarc of some 
of the positive things that have hnppencd e l sewhere nnd that is what we wan t to avoJd 
und we can trnnsmit that to the legislatu re . 

Mr. EdcnAo : Our task befor e 11H right now .Ls to aclrlrcs!'l what kj nd of struc ture 
and organ:l.7.ation we may have. 1( we tnke ll l.11 the> con i;cxt that we do want to provid e 
some kind of soc. lnl servtce or soc:I a L good , or Lf you clo w.!m t to provide Rorne cconom:f c 
dt:!vclopmcnt ncti.vity or if you do wnnt to prov Lel e Rome connumity development 11ctivJ ty 
t hen you can hegin to talk about struc turu, oq;:i.ntzat1.on and management. We ca11' t 
go alon~ between now and January and not come up wl th n product. I fully intenu to 
sec thnt th is Comn11ttec has some kind or product before the leg isla tive body in 
Janunry. 

We have three mn,l or catcgor l es . one ls whnt .1rc t·he r,ool!J and ob.Jectlvcs . T don ' r 
beJ I eve we hnvc clthcr the r:lmc or the money ,1vnlJnblc to us hl!twecn now and J11nuurv 
to nnRwer t:hat. The second is . what klnd of oq~un lzntinn, whut kind of s tructure. 
how docs Lhnt relnte to the genernl puuJ le , how d Ol!S IL n : l11tc to t he l.?~l1-1lntive body 
<111d Lo the udmitnlstration. I think we cnn nddn• 1-11:1 l11111. . Aud (lnally, you hnvc A 

problem or wha t do you cto wlth the income of Lhc 11 u 11nn11cnl Fund. lfow do you d1strlhutc 
thnt co direc tly benefit Alaska. So Lomorrow, 1 thlnk we should nddr ess Lhnt problem 
Cirst, do we want n dual bonrd system or don't w~ ? 

Mr . Wohlfarth: We will recess th1 11 mecll n~ and r cH wne at 9:00 tomorrow. 
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MINUTES of NOVEMBER 6, 1976 

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

Mr. Regis: This is the second report of Price Waterhouse & Co. Qe will addreRs 
three Rpecific questions today . First, we ' ll take a look at the problems associ-
ated with development banks. The only notorious and w:i.dely-known case c;f a develop­
ment bank failure occurred with the development bank of Ethiopia. The problems 
probably began as a result of a split between the agr icultural and industrial 
sections of their charter. Originally it was a multi-faceted in;titution, Subse­
quently the agriculture was retained and the industrial section 1as put in a separate 
development bank. There was to~ much concentration in the agricultural sector of 
the economy . There was not adequate diversification to protect the por t folio as a 
whole when crop failure or whatever, hit . Also the loans were much too smal l to bP 
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 r evised when it went to a small 
operation. These problems were recogni2ed with the Ethiopian bank and it was remerged 
into tile industrial bank and it appears now to be operating s uccessfully. 

The main reasons for failure of a development bank or finance deve lopment company 
ls : lncompetent management , unusual o r 11ndue political influence , and lack of a c lear 
operating mandate, and also too ambitious a program. A summary of l essons which could 
be learned from these experiences would be first of all that the operating management 
must be ve ry capable as must the floa rd . Tile appointment power must be removed r,enerally 
from the political influence so that ope ra ting 1n11nagement Cfln exer cise prudent 
decisions . The charter of the inst:f.tution must cl early define the objectives. [mpos­
s lble objectives s hould not be set . Finally , government influence must be reasonably 
control.J ed so as not to dilute the fodepcndencc of the institution. 

The second issue had to dcaJ wiLh 111ens11r~ment techniques . The World Bank has a 
~cction cssentJ.a lly for eva l.uating t l1 c results of par ticular programs which at'e undet"-­
taken. At the completion o[ eve ry proj ect there is n de tailed proj ect completion report 
submitted by the various sections involved in making the loan . Evaluation ls really 
n :-hrce-fold process . The primary t hrus t is a comparison of: actual to plan as it was 
orlgtnally proposed when the pro.1 cct w11 s brought to the World Bank. 

There are a whole series of specif-Le things whi ch arc compn;·ed i.n th ls actual plan 
whic h lncludc lmplementn t ion, Just how quick ly Lt was rlone , if it was done i n the same 
Lime aR proposed, hos a serious lmpoct of u l1ost of the benefits intended . Compliance, 
dtd the borrower and the government assocfot:ed meet the loan covenants, clc. Did the 
CUl\RUlllCr perform US expected. Whu t l s t he rtnnneinl p~ rformoncc of t he borrower. What 
lti Chu economk impact to the l!Xtt•nt that it ran he measured. £fftciency on the part 
of t he lending institution . Could or shou ld otht!r pro.1<!c ts of this like be offered 
nnd can Lt be done in a more expedltio11f! mnnner? 

'J'he Hacond t hrust is 11 macr o view of the im pncL 0 11 the economy of t he country 
or urell , wha tever wa s intended at\d thls would be cum11l nc·lvP 11s oppos~cl to Individua l. 
The mut:ro view :l.s des igned to see whether yoll help emp l oyment, income r edistributl.on , 
whntever else was intended in thcit pnrtJ culclr country , hns t lw s t andard of I lvlng 
Jnc renacd, etc. 

And, flnnlly , can we do n better job? Was tl1e performance of the bnnk nctuu I J y 



appropriate to the circumstances presented to it? Was the diagnosis of the borrower's 
needs appropriate? 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 detrimental? 
The purpose of all this is to restructure activities in future efforts . 

The next one is Crganization . The question essentially is, what is the appro­
priate organizatim.1al structure at the policy level for the Permanent Fund institution 
as~uming that developi~ent financing is a significant part of the activities? Our 
conclusion is essent~ .. 11ly it should be a dual board structure. The objectives of the 
dual board structur~ 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 organization preserves the operating 
management's prerogatives ordinarily associated with management exercise. 

The dual board structure should be composed of a board of citize~s 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 Aiaska 
and voice 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. They 
would not be compensated except to the extent of expenses and essentially they would 
b~ representatives in what might be termed Alaska, Inc . We f eel 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 life 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. 

Our view of the board of directors is 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 its input. 
The board of directors would essentially be n policy making board . It receives and 
acts on the issues presented to it by manage111ent but does not intervene in management 
in the sense that it does not present specific loans, it does not suggest geographic 
redistribution emphasis. Its purpose is to set policy and to react to input provided 
by the staff, 

The president of the Alaska Permanent Fund should be appointed by the board of 
directors. He should have the power to conduct all the ordinary busi ness of the corpo­
ration, hire, fi're, be responsible only to the board in the sense of what is normal 
prerogatives of management. He would serve also as ex-officio as chairman of the board 
of directors but would have no vote . 

Mr. Gallagher: How could that large board and the board of citizens be more 
responsive than a body thnt is already elected every two years called the legislature? 
Why would that be more responsive to the Permanent Fund? 

Mr. Regis: It would be more responsive because it would have only one issue to 
deal with. 

Mr. Wohlforth: How far down in policy does the board of citizens go and where is 
the split between that board and the board of direc tors? 
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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 corporati on under the Articles 
of Incorporation or the bylaws associated therewith . 

Mr. Wohlforth: You also state that the board of directorP would be explicitly 
prohibited f r om sug~esting or recommending any particular fin~ncing operation to be 
considered or made by the board. But it would have the power to decide on loans or 
equity inves t ments proposed to i t by the staff. What do you mean by particular 
fiancin~ oper aton? Are you t alking of the actual industry to which a loan woul d be 
made :c the borr ower? 

Mr . Regis: The board woul d decide on issues prese~ted 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 seeklng out particular areAs of loans other 
tha:i 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 accountarle to the board of citizens or the electorate itself. Also 
you want to b1 able to change the direction of the Permanent Fund if circumstances 
themoelves 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, 'ilia they could get contributions erom . I can see basically 
the recipients of a potential loan being very heavy contributors to the people who are 
running for office to decide where these loans are allocated. 

Mr . _Hegis: You must make sure there is not undue influence from any one sector . 
To make unusual contribut ions to a member of the board of citizens , your prospects of 
achieving n loan under t he protection built i n to this organization is not greAt. 

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

Dr . Logsdon: One observation might be that the citizens board might be un 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 citizens group . 

Mr. Regis: That is right . We are suggesting this as entirely separate f rom t he 
legislature. 

Mr . Barnes: The function of a citizens board is like stockholders. They have an 
aunual meeting and would certainly not: pnss 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 its input through the board of directors instead of as 
contr olllng, as it would be under that method. 

Hr. !Menso: A good many of the residents of Alaska perceived the Permanent 
Fund as n means of i nsulating government from the legislative body. 
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Mr. Gallagher: The purpose was to insulate' it f rom undue political influence, 
not necessarily from the legislators. You need the propRr political input. 

Mr. Edenso : The Permanent Fund is viewed as a savings account or separate fund 
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 . Wohlfarth: I think we must distinguish between policy and influence. 

Mr . LeResche : I'm s till unclear as to where the line between policy and operation 
is . 

Mr. Regis : The board of directors will overall de~ide 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 is with the board of citizens. 

Mr. Regis: That is correct. 

Dr. Logsdon: What you are talking about is essentially establishing a separate 
corporatjon to hand le the Permanent Fund. The stockholders of that corporation are 
all the citizens of t he State of Alaska. In order to have a stockholders meeting and 
you cAn't f 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 i s separated in this 
sense from the Legislature is because you've got a separate corporation. It's really 
two separa te functions. 

Mr. Regis: That is right. It is a Seate instrumentality so consequent ly you do 
have to pu t State input in it. 

Mr. Motley: Who are the president and th:l s board of dir1?c tors directly answerable 
to? Who could Ure the president and t he bourd of director.:i? 

Mr. Regis: The President can be fired by the board. The board - - either their 
term expires or they can be fi r ed by the legislature and t he governor . 

Mrs. Fleischer: How is the fu nd to be structured if this is a development bank? 
I don't really see a use for the board of citizens. It would be a useless board if 
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 dld have power and they didn't have power. I 
don't think it is realistic to think they can change t he bylaws, especially if it has 
to go through the legislature, and if they did it would take them a long time. If the 
Fund were a savings account, i f a dec ision were made to invest money and then put the 
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" 
" ' entirely different. Then the legis-

the money would be spent because they would 
the General 

...... .. _.; 

Mr . Regis : I don't think this particul~r organization would fit those circum­
stances . If you ' re going to have a,~ftvings 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 if you make this decision it will then be 
structured thts way. We could lay out the choices so it would be really clear to all 
concerned. 

Mr. Gal l agher : I 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. Gsuening: I think your point is that ultimately the goals will have to be 
es tablis hed 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 saviugs account concept is a good one for a number of years. 

Mr. Wohlfarth: We can approac this from the point of view, does there have to 
l>e an economic study of just where we re, and a long term economic study of how 
effective our capital markets are. and wha t sort of projects are ready to he 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 worti1y of 
consideration. 

Mr . EdenRo: 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 
studying the nature of the capital marke t in Alaska and we would find on an actual 
hasis as the price of oil fluctuates the capital market, Alnskn so fluctuates . We 
would be a little remiss in waiting for some period of t ime to try to establish the 
st ructure 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 organization. 

Mr. LeResche: The legialacure certainly wi l l have to deal with this, but our 
expert witnesses and consultants say the s truc ture wil l vary acco rding to the objec tives 
we set 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: It i s quite clear that the legislature iR not going to reco111roend thnt 
the Fund be turned over entirely to construct buildings at the University of Alaaka. 
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There are three major areas of activity for the Fund . Given those broad goals, we 
expect this Conuuittee to state its recommendations and preferences, but also to off er 
alternatives to the legislature. 

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 ~ill 
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 current 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 t he money in conventional money markets for a period of tjme 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. r think we should take the total amo unt 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 las t for the next ten ye3rs in the first part of the legislative session. 
Th<y might wish to just buy current investments for a time until they have a chance 
to reall} think aLout it more. 

Mr. Edenso : This meeting wasn't intended to come out witll something that would 
be our rPcommendation to the legislature for a s tructure and organization. It lR n 
first ~(for t at considering various s truc tures thut ~re available and gettlng some 
mennfogful dialogue in t rying to put j t: rill together. 

Mr. Gruening: Let ' s take the savings account AH nectand if there 
that should exist in the structure to admtnlster t hnt kind oE policy. 

' might you consider as an interim structure . 

arc any dlf (crcnces 
What structu re 

Mr . Ferguson: I'd go along withe t he bourclof trustees -- 7 members appulntcd by 
the governor and confirmed by Lhe legisloturl" t o tnke cnr e of the 11dminlstrntion of the 
investments in the Permanent Fund for x amount of yeurs. The fi r st ': hln~ we hnvc to 
do iH at leaut recommend that we hove a fltructurc set up t o ndminisccr the investments 
of the funds as they come in until we nctunlty sec how much money we have . 

Mr . Gallagher : I t.iould like to nccompllsh at th . poillt n mnnagcment Atr11cturc. 
Tf we agree that the t\:rec gonl~1 are snvingH account, community development, und 
economic divers lfication, come up w1 th .'.l mo nngcmeni- s tructure nt the next sc~Aion . 
That we spend the i n terim between that session ond the [o tl owlng thinking nbout the 
Htrategles oR to how to accomplish those thinss. 111 those nrens we nccl! n lot of 
onnlysifl Ln hcusing, whnt ore some o( the lnstitutionnl things that we hnvc to 
go through, wherP. are the housing needs tn t he State? The s<1mc wny wic:h flshcrien, Ot' 

any oth~r sector . In the following scss lon, when we h~ve $200 million probably in t l1e 
Permanent Fund, then we have those policies established. Tl1c legislature hos then had 
two years to work on the problem and nL that point you c;u1 s tnrt accomplishing something. 
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Mr. Rhode: Representative Malone has always expected that a temporary statute 
would be necessary to provide [or 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 noL ~ave to be 
done under a crisis footing, it may well be a process that involves the 1978 session 
or beyond . This committee ought to be able by session time or in the earl y 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 first 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 alternativestructur es would be to 
simply perform a function of very conservative investment the firs t year . Secondly, 
maybeprovid~ some information and advice on the administration during that first 
period of time, planning for the second year . I would like to know how that structure 
wo'lld differ from the s tructure that i s before us now. 

Mr. Regis: My r eac tion i s that probably the citi zens board woul d not be required 
at all although you mi~ht want to have it provided for a t a future point, at least 
in concept. 

Mr.. Love : One of the maj or recommendations we can make l s the i nit ial management 
structure for the Pe1manent Fund toward doing certain types o f planning j obs , certain 
types of economic planni ng jobs. The types of analysis that we think a re very important. 
Maybe t ha t is more lrnportant a job in t he first yea r than maktng loans . 

i\fr. Barnes: I think we should decide nnd mnke a motion t hat the l egis lature should 
make Lemporary legislution and then if they want to give us their goals and objectives . 
we can certninly work out t he alternatives fo r t hem. 

Mr . Gruening: I think thot is u good ~uggcstion , but l et ' s go further . We mi gh t 
sugges t to t he l egislature something they could conoidcr tn terms of s truc t ure on a more 
permanent baAis -- on a s tructure and or ganizational basis. 

~fr . Gallagher : One of the t hin&$ l would like to accompllsh now is , l.f WC! want t o 
La lk HOout savings accoun t objectl ves , what sort of mun.1gcmcnt structure the Corrunit tee 
would see. To me, t here nre t wo obv ious thing 1:1 . One, you can either l eave it in the 
Depar t ment of Revenue -- if your goal i s only savings nccoun t , nnd have the~ manage it 
Just like any other Cuncl. That's the most inexpcns'lve. Or , tht! other alternntive 
l8 to have some sor t oC 1:1mnll bourd overview that activi t y bu t s t ill have it accountable 
to on<! mnnnger . If that is your goal, the savings nccount, whnt docs the Committee 
t hink o f thosu two nlternnt tvcs? 

Mr. Wohlforth: 1 don't thJnk Lt makes :my sense to hnve ~lll o1H?rational l>0nrd . 
You need one manager who s hou.ld be t:he Stat.:: Treasurer , or ln thi.s cnse , t he Oepurtment 
of Revenue . I hope there wlll be on investment statute on the books by t he time there 
is money i n the Fund. 

Mr. Gruen·!.!!8.: l move tlmt Lhu Committee direct ComrnlHHi.one r Gallagher to draft foi: 

consideration u t the nt!xt Hchedu l e<.l meeti ng of t hl:; Connnltrce a temporary 1:1tatute 
which nuthorizes management of the Permanent: Fund moni ea .J. n H mnnner 1' imilar to the 
Department of Revenue ' s presc:1t: adminlsL rnc:ion of surp lus f unds . 

Mr. Love: I 'll second tt. 
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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 one wi11 
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 funda. 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 life 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 
going 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 d .. aft 
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. 

Or. Logsdon: I might suggest that the re be a clause in the statute permitting the 
Commissioner 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 following session und er a strategy 
bill, the Commissioner of Revenue should phase out o( it. 

Mr. Gruening: The constitutional amendment itself establishes the Fund. There 
is nothing we have to do further to es tablish the Fund. Money is going to accumulate 
as of an effective date of 120 days after the certification of the lest election . 
What we are talking about is a recommendation from this cormnittee which would 
author fac somebody to handle those funds in some manner, a very conservative manner. 

Mr. Motley: Whac do you visualize as fac as the objectives of the C'Jmmisaioner 
of Revenue? Can he invest in equities. invest just in savings acccunts, or to 
deposits to banks? 

Mr. Wohlfarth : The quest Lons hns been called . The motion ;:.s that it is the 
dircc.tion of the Commissioner of Hcvenue to draw up a statute for presentation to t he 
next meeting, which would authorize him to invest the Permanent Fund !n a manner 
similar to other State funds. Included ln the mction was some provision. some time 
limitRtion on that authority. Is that correct or no t? 

Mr. Gruening: 
means investment. 
of investments the 
as n surplus fund. 

Mr. Gallaghei:,: 

I would use the l mguage, ''authorizcfl management" althQu~h it 
T t hink the publlc needs ... o knew thC' diatiartion between the kind 
Fund will get Jn to ln the future a nd the need to manage the Fund 

I want it: ver y obvious that: it is very tempora.ry. 
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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 Conunittee the statute which 
authorizes management of Permanent Fund monies in a manner similar to the Department 
of Revenue's present administration of surplus funds . 

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

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

Mt. 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 m~ 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 ove7all and see how the 
committee reacts to them. 

Mr. Love: I would like to hear if there ar e alternative ideas on the ways to do 
management. Maybe we should look at diff~rent 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 centra lized fund. 

Mr. Gallagher: Why don't we put the four dif ferent tilings we've been talking 
nbout in front of us : Savings account. Economic diversification. Community Develop­
ment. Smorgasbord. 

First , the savings account: area . The Commissioner of Revenue can :lnvest it under 
8ome sort of surplus, or you could have a separate institution do it. With the 
savings account you could just liave 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 o 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 
thut a re income producing . You may make a decision that the money markets, which are 
not perfect or not adequate, are serving some very profitable a nd sound investments 
within the State of Alaska. Mortgage 1011ns nnd areas outside of conventional neigh­
borhoodR. 

Mr. Gallagher: Are you suggi:!s ting something like they do in the retirement fund, 
invest in the highes t and best return. T. do 1.nvest in morl:gages . 

Dr . J,ogsdon: What do you consider n lil\vings nccount'l 

Mr. Gallagher: In my mind we mean government corporates and fixed income. You 
can also buy private placements and CD;s. 
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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. Fleischer.: Would that include mortgage investments, secondary markets? If 
it is then could you also tie that to some decision to invest in home mortgages in 
the villages? 

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

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

Mr. Gallagher: That is an importan~ structural question. 
try to fill the unfilled need in the Stat 

The retirement funds 

Mr. LeResche: Could we establish the , inciple that the savings account objective 
would require the simplest of all the manag~~ ent struc tures? Is the board agreed on 
that'? 

Mr. Wohlforth: Yes. 

Mr. Crawford: Possibly under options there, we should lis t 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 Rogional 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. I 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 Lanr. Claims Se ttlement Act is mandated 
by law to provide in fee simple title , mainly land dis tribution to the 12 ragional 
Corporations and to provide monetary distribution to the 12 corporations . It also 
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It 

identifies specifically who the beneficiaries are under the Act. 

Mr . Gruening : Decentralization of TIV\nagement is maybe a better term. I think 
that is 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 thin1' we should be operuninded about all possibilities. It may be that 
you would want 6 Jr 12 lifferent management structures competing against each ot her. 

Mr . Gruening: I t~ink 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 t nvestors who want to move into a 
region for development. 

Mr . Edenso : I thi nk one of the things that was addressed by centralization, 
decentralization concepts was the idea submitted by Price Waterhouse and the recom­
mendation for a board thatwouldbe composed from all the various election dis tricts 
in the State. That would very definitely give you input on a regionalized bnsis as to 
how you would structure and possibly make decisions concerning either savi ngs , 
development or community development types of activity . So far we haven't had any~hig 
to do with structural organization . 

Mr. Wohlfarth: We could divide the decision making by regions and this raises 
the issue would there be some sort of subsidiary governinp, board by regions or does 
~epresentation on the citizens board meet t hat problem? Central and regional boards 
might be better than funds. 

Mr. Motley: If you dec· ~ ntralized this and went into v<!rious regions, le t 1 s 
assume, for example, a genuine need for elect ricity and a particular individual in 
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 d ~sastrous t hing, 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 i s for energy, maybe thennal energy is a better 
answer than a hydroelectric darn. 

Mr. Edenso: I think, central boards is desc riptive of possiblymore 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 over to the Depart­
ment of Economic Development and rnnke 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! l .:-igisla ture 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 power 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 delegat ion is permissible by the legislature to aid 
the board? What does income producing mean? Can the legislature appoint members of the 
board directly, or sit as members of the board? 

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

Mr. Wohlfarth: 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 either the Attorney 
General or a private attorney , wh:f.chever has the time pri.or to t he next meeting. 

Mr. Ga.llagher: The Attorney GeneraJ has a s taff of 35 attorneys . 

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

Mr. Gallagher: Tl1erc are a whole r ange or possibilities in community loans . 

Mr. Love: We should call it communi ty development. 

Mr. Edenso: Bob, do you have any ! deus on struc tural organization? 

~r. Barnes: I think the model that t>r:f ce Wnterliouse came out with :ts basically 
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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 . Edenso: Do you have ideas 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 tha t 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 approach, 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 
decentralized decision making about what the 
as far as development in those communities. 
management of the actual development but you 
they want developed decentralized. 

deal with whether or not you want to have 
priorities are in different communities 
You will s til l be able to have central ized 
may want the decisions made about what 

Mr . Barnes: I would say the citizen board concept answer s that quest i on. You 
have the inpu:- , that 's what they ar e ther e for. If you pu t this decision out all over 
the State you're going to get nothing done . 

Mr. ~otley: ~int I would like to see basically , is a structure to manage the 
Permanent Fund. It does not have any objective goals or anything else , but nt leas t 
establishes a centralized managerial group . The objectives will have to be settled 
by what the legislature soys . I 'll wai t for my comments until we get to talking about 
the combination of these t hings . 

Mrs . Fleischer: I don 't unde rs tand l1ow you' ll get regiona l decisions reflected 
under community development. 1 t hink the people will have some priori ties in their 
own communlt:i.es that have to be reflected. 

Mr . Rhode: They would apprnach the existing State agency to put a loan together 
and offer it to che Pernmncnt Fund. 

Mr. Crowford: Do you feel t hl.s recomrnendntion ls applicable to the four a lter­
natlves t hat we 1ve had? Ts it n management system that can be accepted? 

Mr. Waldock: We tried to approach as n businessman's decision. You could have 
them decentralized to t he point where yo11 1 d 11ever ge t anything done. So starting here 
we 've used t he Depar t ment of Revenue , hecauflc the Department of Revenue has already 
got shor.t te rm vehicles i n charge of handling money for t he Sta te cf Alaska. Then 
there ' s n totally separate group or people , sta rting Croo1 the top Chairman of the 
Board, president, vlce president, etc ., t he same str uctut:e as t he hanks. Over here 
and t otally separa t e from ony other entity, we have n s ta ff of people, fo r example, 
you decide to go .Just into H savings nccount, you mighl have one person i nvesting the 
money , nnd rhey should have a board of direc tors. We selec ted, and this i s open for 
discuss i on, L£ people. The 12 people are broken down Jn to groups of three. The top 
group would be in power for four years , t he next group ls J years , 2 years, and 1 year . 
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,) 
The board of directors will he 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 
beeause the people of the State of Alaska or the legislature will have to decide what 
kind of vehicle they are going to went. If they want a combination of savings account, 
general development or community development. That is something the legislature itself 
is going 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 t ake over the responsibility . 

Mr. Barnes: I think you will need a tie-breaker on your board, say 11 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 f ull time paid employees? 

Mr. Waldock: Our suggestion i a that the governor would s elect six p9ople, one 
from each sect lcn of the state . 'l'he same with the legislative people, they would choose 
one person from elch sec~ion of the state so that t he whole state would be represented. 

Hr. Freer: A: e they voluntary or are t hey pa:l.d? 

~r. Waldock: We bel:l.eve they should be on a voluntary basis. The working board of 
directors are going to be paid very handsome amounts of money . The people would be 
supervising to make sure that your policies are carried out. lf it isn't carried out 
you r emove the board of direc tor6 and put in a new board of directors. 

Mr. Gallagher: The third week in December is the next meeting. 

Mr. Waldock: Is there a poss ibility to move it forward one week? 

Mr. Edenso: Jim Rhodes and I have t·alked at some .length nbout the next meeting. 
Due to trnvel schedules and lime of t he year, it looks as though the third week of 
December is probably the best - - and probably have anot l1er two day meeting. 

Mr. W~ldock : Would it conflict witl1 the Department of Revenue if we had Lt 
sometime between the 6th and the 10th, whlch :LR the second week in December'! 

Mr. f denso: If we're going to hol d a meetinR that soon I would llke an idea of 
what we 1rc going to discuss. 

Mr. Love: l would l ike to tulk about t he two things mentioned previously. Dis­
tribution of earnings from the Fund and the effect of the investment policies. 
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Mr. Rhode: I wiil 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 
development 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 f r om the Attorney General 
so far as the constitutional questions . 

Mr. Waldock: How about the 3rd artd 4th of December for a full meetit1g? 

Mr. Wohlfarth: If no objection, so ordered. 

Mr. Wohlfarth: 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 . 

- 28-



CERTIFICATION 

T ~ l.M EDENSO, Executive Secretary of the Alaska State Investment 

Advisory Gommittee, hereby certify that the fo r egoing Minutes of the 

November 5 and 6, 1976 meeting of said Commit _ee duly called and held at 

An1:.hor08e, Al r. ~, Ka, on said dates, are a substantial vet"batim extract of 

the recording of the proceedings of said meeting with deletion c.f insub-

stantial matter and changed o~ly to clarify the statement. 

~-en-1-:..::::Z&::........_~---~-~;;.___ 
Executive Secretary 



STATE INVESTMENT ADVISORY COMMITTEE 
MINUTES 

December 16 and 17, 1976 
Anchorage , Alaska 

Chairman Erle Woh lfarth called the meeting to order at approximately 9:00 a.m. 
on Thursday, December 16, 1976 in Room 402, Superior Court Building, 303 K Street , 
Anchorage , Alaska. 

Members present were: 

Mr. Eric Wohlfarth, Attorney at Law, P.nchorage 
Mr. Jamie Love, Alaska Public Intere~t Research Group, Anchorage 
Mr. James Crawford, Coordinator , Alaska Offices , Anchorage 
Mr. Jim Edenso , Deputy Commissi oner of Revenue, Juneau 
Mrs. Lanie Fl eischer, 1bchorage 
Dr. Dona Lehr, Policy Development and Planning, Juneau 
Mr . Clark Gruening, Alaska State Representative 
Mr. Robert Thorstenson, Petersburg Fisheries, Inc. 
Mr . L:rnghorne A. Motley , Co1amissioner of Commerce and Economic Development, Juneau 
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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 
minutes of the last State Investment Advisory Committee meeting. The next item is a 
report on existing State loan programs given by Mr. Motley . 

Mr. _!IE._tlcY.: There are some thirteen loan programs now existing in the State; ten 
or them in the Department of Commerce and Economic Development including pi·.blic 
corporations, Alaska State Development Corporations, Small Business Develoµment 
Corporations, Alaska Housing Finance Corporation, and Veterans ~ffairs. Generally , 
the loan programs were conceived to fill a void in private money markets, a~ determined 
by the lcgisJature. They generally charv '.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 speaklng about the Permanent Fund and these loan programs - - the most important 
wor.<ls are "income producing" and "permanent." We need to define those words. I think 
a proper legi.slativc definition of permanent fund and income producing is paramount. 
Thnt will guide the rest of it , setting up the mechanism, whether you have elec.ted 
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 talklng 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. Gal.l.agher: \~hat investments do you know of that keep up with the rate of 
lnf ln t ion? The only thing I know of i s commodities , and maybe oil . 

Dr. Logsdon: l t hink ther e ' s two points of issue here . One is the legal require­
ments or thn Constitution which says the permanent funds will have the same dollar 
flguru, at Jeas t at the encl. You can meet the criteria even though the purchasing power 
lo eroded to where it doesn' t amount to very much. What we are talking about is whnt 
cu11sidcrations we should do to try to protect it . As far as the legislature ls concerned 
l 'm not s11rc they will build ln this kind of procection unless it's spec:f.ficall.y stated 
t hut they should account f:o r an inflation figure. 

Mr. J_'.!:h)_: [ think the. two polnt:s that Tony has identified are the two renl 
kf'V l s AucH. Permanence of the fund and what is income pt"oducing. 

!_)r. l.t!11r: H 011e of t he goull:1 of the loan programs, say the business lonn progrnms, 
LR lo encou rage cconomh~ dt:vclopmcnt, do you have any information on the effectiveness? 

t~:_Mo~JE1: 'l'hnt's one o f the gaps in the program. tn some of them we do. When 
we dcrt l with Small Uuslness Admlnstrat.lon, they have to show for every loan t.hey 111ake, 
how mnny jobs ore crenced, primary, secondnry; each loon fund states that lt will do 
thiR, tlwt, and the other, but wc 'v•~ never done an analysis on them . 

Mr~_._l~J~ l. th ink 1f there are eventually spncific ob.1 cct lvcs seL up fo1 the 
pc nnnncnt fund, the mcnsuremcnt or the f und' s success ln achieving those obj ectives 
ls t1n lmportnnt part of the procesR. 
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M ... . Motley: I'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 j.nvestments and keep up with inflation but to define where the 
permanent fund can be spent; the i<lea 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 fo r inflation so that you establish a test for the 1n~nagers. 

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 
each loan program, the gross and net yield of each program, the goals and criteria for 
each program, an<l the management structure of each program. I think we should do a 
better job in setting out specifically what we think these loan progrnms should be 
nccomplishin~ r.:n we can later evalua l"e. 

Mr. Barnes: I agree that t~e issue of ne~dlng a legislative definition is critical, 
but I don 1 t think this committee ~an do anything about it. That ' s up to t11e legislature. 
We have agreed tha t it is a trust fund, the principal should be protected and therefore 
the prudent mnn theory comes into effect, therefore the strur. ture J.s relatively simple. 
I f they envlsion it as something more than that, then the income producing is defined 
as social benefits, then I think you are into a development bank and a very complex 
structure wl th all kinds of sector analysis and staff. 

Mr. Wohlfarth : lt' s got to be something of a new ball game for investment advisors, 
and certainly t he dramat ic rate of inflation over the past three or four years hns put 
thn t science or art into a whole new configuration. 

Mr. Rhodes : The legislature ' s phrase ''income producing" me:mt at the least that 
louns must bear some interest , there would be no transfer to communities or indus trles , 
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 mu ch 
a purticulnr investment might hold out. lt' s not iust simply t he yields but nlso t he 
in<l!rcct b •nefits in terms of new i ncome, new jobs, e t c . Those a r e real dollar effects 
that don't ~how up on t he plus sheet of the permanent f und, but they do beneflt the 
economy of Al aska . 

Mr. Motley.: Nohody l s tal king nbou t an ironcl<id rule. Whnt \v'C'rc Lnlld11g :ibouL lH 
lnfl11tlon. 

Mr. Liur,;;!!: l'm Rodney Burgh . Ulrcc tor of the Alas ka BnnkerH Assoc intlon. ThlA I.a 
11 prclimjnary presentutiori on behalf .:>f the Alnska Bankers Associati.on, rcpreqen tl11~ 

our pt:CHc'!nt pos l rlon; LL Js :intlc 'lpoted wn wHl desire to meet wtth you Ml future 
<.I eve lo pm en t " tw ~· u r. 

A I.rust type fiduc-1.llry responHll>ilJty or the fund's manngcrs to the peopl e o f 
/\lusl<n I s Jnhe rent in t he decision of Lh c.: populace to set usl<lc a portion of non-cux 
rcRou1.·r.c r cvenucH. 'l'ha tenor of the tlmt!s indicates that t he di"~ 1!1 lon wnH mot I vn t cd hy 
11 dcs'Lre to control LhtJ !-l pcndlng o( revenues which de rive from cxhnuatlhl c reiw11rces . 
1f A.Jn1o1kt111H had fnvorcd larAe capiti.ll sp !nding pr.ogrnms by t he St.ntt! tlH.1rc! would hnvc hncn 
no reason to c rf:!ate the fund. 'l' huH the fund hA S been crentcd Lo nccun111l11t1! rcvcnul~H 
which cnn bL• conserved for use J.n the future . 

A typlcul trus c function .ls the preservntlon of capitol. Jt undertakas Lo pro Let.: L 
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cite 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 eli.minates the consideration of high d.sk ventures. 
Generally speaking, the larger the dollar volume involved, the more complex is 
t he 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 er oded by the cos ts of investment analysis and other administrative expenses. 
More importantly, such investments are not likely to be within a risk category 
which ls complimentary to the trust r~lationship mentioned earlier. Therefore, 
the best course of action seems to be for the permanent fund to place its funds i n 
national money markets where risk analysis is performed in the most efficient manner 
by professionals and where a multitude of investment options is available. 

Inasmuch as there is a trust relationship between the Eund'e management and the 
people o[ Alaska, it is critical that Alaskans be given a timely reporting of invest­
ment results . The most effecttve method of reporting would be through a direct 
economic return to the people. Such a return provides the most efficient incentive 
f:o r Alaskans to gauge the performance of those persons who arc tasked with fund 
management. An economic incentive can take many forms, for example , direct cash 
divldend, reduction in taxes, profi t sharing plan with a vesting schedule, or other 
forms of pension plans. Our position calls for the creation of a trust relationship 
nr legal Rtanding which wil l incorporate the goals of preservation of capital , 
mol11tenance of real value, and reasonable and prudent capital appreciation. We feel 
1t ls ngnlnst the lnterests of the people as represented in such n rclllt1onsh'lp to 
lncur ;1dmlnistratlvc costs assoc iated with i n-house investment risk analysis. 

Mr. Allen: You nddrcssed the situation of disbursing curr ent dividends . lt' .-:, 
my thi nk ingctsat the makeup of the permanent fund ls for future use, not cunent us1:? . 

Mr. Buq~l-i_:_ There ' s nothing in it that says the 'lncome is also supposed to become 
pc.·rmoncnt; it 1 s on Ly the pr Lnd.pnl. You wou.Ld preserve the pr tnc:tpal but the income 
1:011.l ti he 1rncd for other purposes. 

Mr. lfohHorth: I t ;1kc lt thl! general position is, let's invest In high qualtty 
l•11H.ru111ent R, clther !'lhorL Lerrn o r corporate bonds of corporntlonA whkh nre ln 
AL·rnl<.11. First , lA p:irt ·lc lpatton in ony sort of developme11t lonn concP.pt - - ln pt.1rti­
c lpHtlnn w:lth pi:iv:i t l' borrowers. Ts thnt the hnnka' correct position? 

Mr . -'~11~: Yr- s , we Jon ' L f:c!cl that Lhe pcrm11 11cnt fund la intended to be a risk 
f t111d. 

M1·. WohJforth: fldinlt:Ledl y r vcry J.nvcs tmcnt hal'l a risk quotien';, hut you're 
trnyln~it1t• rli;k quo tfe11t Hhould he o h~wlutcly ml11J11111m. Do you have nny tho11shtH 
Oil Ll11.• f1·~l ::f11Lfvu Hll"llC! Lllr<', o f who ' s t: cs rorrnihl c fo r hanclJ.lng lnveA tm~llt!'l ? 

M_r. l~llfJ~~ : would pr1'suin<; rllot s 11ml' 1l1h.' wJth 1. lt c S lnl~ I H ~olnn Lo hnve 1rnme 
art·u of rl'HponHihlJlly for IL . 

Mr. \.JnhJ.lor t h: Arc yo11 rN·o1ru11cndin~ t hlll' Lnvcs t mcnt udvl 1rn ra or t'11nJ manllgors 
IH' i1pf7°ol11Ld rc)rc.hl :1 r111wtton '! 

Mr..:.~J.1~ 1: Yrr-1. l\:oplt! wl rh lnvci:; LnH!l\L expet'Llsc. . 

l·!r_.: __ 1~;!!2 : llll fl you.- group conti idl' r '1d nny ldnds nf proR :·.1ms t hnt wo11Jd provide 
Lon~ Lcrm c11pit11l for ccono111tc deve l opml!nL purpo~cs ? 

Mr. llur~: MoAt of th l.! lo11A t: c rin c: nplt:lll provlulon thnt: wt~ g<1t LA rron1 outside 
lnvcstorn thnt work Ln LIH' I on ~ t e rm 1nvtJs t mt:!nl. fie ld. 

- ·1-



Mr . Edenso: Would you think that wjthout the ready long term capical there 
would be adequate amounts for development within the State? 

Mr. llur~: 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 pernianent 
fun·:! itself. You should try to get the best protection and best y~eld from the 
permanent fund. The yield we get from that can then be invested in other programs. 
Utilir.ing the principal of the permanent fund for providing lon~ term capital 
inves tments in the State is not a prime objective of the permenent fund. Possibly 
some diversification would include some. 

Mr. McFarland: I think we should ask the Bank~rs Assoc j ation to bring in what 
statistics they can on overlying. This is an area t hat the :tate could very well 
get good interest from. The banks ar e regulated and are only allowed cer t ain limits, 
s o reul.ly the Outside banking institutions are taking the cream off the i nteres t . 
We s hould have some idea what the potential is if instea<l 1e)f using a corresponding 
bank, use the State . 

Mr. Uurgh: I think most of the banks , when reporting, do show the amount of 
servicing they arc doing , which indlcntes funds have flowed through the bank from 
other lnRtitutJons. It's quite sheable in relationship to our own portfolio. 

Mr. Allen : Your requeJt for participatlon ls because of your legal limit or 
because o[ the term? 

Mr . IJurgh: Both. Cf it's a wo rking Joan it ' s because of the legal limit. If 
you're talking about Jong term loans Jt: ' s bec ctusc of the term. Housing for example , 
the bank cannot afford to keep a lot of thirty year loons in its portfolio or it 
would Roon not hove money for other purposes. 

Mr. Allc1t: As Che years go by the cupitnl Rta rt a incrensing -- the availability 
to meet their dt•m1rnds us far as dollars arc concernc<.l, is increased. l would like! 
to know l f you r committee has suggested us making lonns on the income , n higher risk 
l oa n from the income , whnr gaps can we f ltl? 

Mr. Burgh: W{• don ' t hava any particular rt?comrncnd11tio 11t1. I. cnn say that wf! 
huve some loans ou t: thnt Are many t1mes our lending l:lmit nnd we ' ve not had any 
prublcrn~1 like co rresponding bAnks to participate with us. 

~~I Len: The corrctiponding r e lati.ons h lps a rc gctt lng Lhl' Lntcreat wh en the 
t•urningfl Rhould he here withi.n our State . 

Mr. Wohlfarth: Thnnk you, Mr. llurgh. Next on Lhe agcn<l11 l i:: IUc hnr<l /llcxnndcr , 
lnventinont Officer, Olvialon of TrcaRut·y . 

Mr. Alcxondl!r: I 'vt' been OHkcd to desc1·lbe th~ State ' :-1 Jou n programs nnd their 
rl'latlonHhipa t o the general fund , and a l so other l oun progrnrna with i n the Dcpurtmcnt 
of Revenut.'. Our genc-rn l (und has been clt.>crcmiinA for t he past severnl years and 
ill. the Frnrnl' timc the State ' s mortga~c portfolio has been inc r ensing rapidly. It hns 
lwrom<' 01w of the largest Jnvl:!Rtrnerts lit the fond. /\lRo , our mortgage n<'t lvlty with­
in Lhe two rC'tlrement funds has t1,crens ed substnntlo lly In the lnet few y~.'\ rs. 

ThPrn oro 101111s t hnt nrc required to be purc hoscll by the general fund; Vcte rana, 
S111111J l\11 a lncfrn, Piahing, and Tourlarn l <>ans. The Ve tenins Lonns nre by f ar the lur~cs t 

hold ing with .In the fund. The rate of return on these lonns 1N 7- l/ 2r.. The Small 
lhrnin :.so Joans .-1 rc presently e3rninR 8%; Commerc ial Fis hlng lonns earn 7% ; and 



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 inacth.! . 
Alaska Housing Finance Corporation is another type of loan within which we have 
various type notes for a total of $9.:1 million. We also have Alaska State Housing 
Author:i.ty not: es 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 
interes t rate of 9-1/2%. The next category is Native corporations -- we're almost 
through with that as they will all be paid off by June. The last is entitled 
Municipa l lL-anfl in which we have $3.4 ml.lion 5% note for the University of Alaska 
Activity Center. Tl' · remainder is made up of Alaska State Development Corporation 
Bonds, City of Nera a ~chool Bonds, City of Palmer Industrial Park Revenue Bonds. 
all total lng 2t ou ~_million. We also have $.5 million in Agricultural loans. 

The Retiret . Funds are au thorized to purchase FHA, VA, Federal Small Business 
guarantee loans, conveutional residential and commercial mortgages . At the present 
tlme ••· ~ have over $9 million invested at an average rate of return or about 9%. 
Approximately 32% o f these funds are invested in mortgages at the present time. 
We are comm:f.tted tu purchase another $50 million by the end of March at rates from 
9- 1/2 to 10- 1/2%. 

We buy mortgages for the f unds mainl y because of the high rate available but 
nlso t o 11clp Alaskans obtain loans that might not be made if we were not i n the 
ma rket . We concentrate i n areas that ar e not readily marketable Outside. For 
example, Fanny MAe will not pt1rchas~ a mortgage over $87,500; we try to pick up that 
slack. The cos t of housing in Alaska i.s pretty high and there are m.:iny mortgages 
over t l1At doll ar mark. Another example are commercial loans under $. 5 million. 
Ruye rA Outside seem to want the l oans over that amount. We 've bought mortgages 
from ult bnnks and savings i nst i t11tlons within the St ate . We look for special 
s ituations s urh .'.lS the Community Hosp:ftaJ in Fairbanks. On that loan we receive 
10-1/ Zt.: . 

M_r_. _c;1iJ_!~..s.!.!..e..r...:. We ' ve 10 t Joans from Dill lngham, Glenna llen ancl Kod LFtk. 

Mr. l./ohHorth: l have .:idded up the State Loan program including hou s ln!~ financing 
ond T ffod n f tgure of $1117, 694, which is a pret ty healthy ftgure . Next on t he 
ogcnd11 :1n· r epresentat ives of 'Ahlte , We ld on structura l nl t e rn;i tiveA fo r the permanent 
fund, le v1• n 1glnA, C'L c . 

Mr. F111trmnn11 : My tn I k t odny w l 11 lH! mostly on wtw t the ~roup did nod ta.I ked 
about 1n their trip tn Al.bl'!rta, N~w Yo r k nnd Washi ngton a short tlme ago . So 1 111 
poss out· :i bookle t llbC:>ut Lhe tri p and l et yLJ u read it rather t han spend a lot of t i me 
on J t todny. At t he work session tomorrow l'll s pend time on the organizut i on~1l 
Rtruct urc :111d vnrlo11 s nlt:crnnttves . n ·Id everyone get 11 copy of the book'? lf not 
~hore nrc more avnllnblc . 

k!r·. Woh L fo r th.: T 'm Lntc r cstcd tn Lhc I ever aging scctlo11. !lave you conslclered 
LIH' fund heing n I ender to estobl 1.sh r Pscrve f unds of loco ] government or agencies 
ot' t he S1·nte? l 'm t hfo:· lng of reserve fund s of 20 or 30 pc>r ccnt of wha t eve r t s 
n .. 11 Ly 11 C'l' c.1 e d to enhnncc t ht' c r ed Lt wor t hiness of suc h 11n ngenc:y . So on n loon 

hnH LH 1·111· debt o f the rlRC • cy would be r etired before the fund would recc l.vc the 
pr inc ip11 l lrnck. 

Mr. Puhrman : Ostens ibly making it appcnr RS t hough Lt we re equ.lty 111 there to 
1mprova tlw cred it ra tinR? 
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Mr. Wohlforth : Right. 

Mr. Fuhrman : Definitely. It was also discussed with the credit agencies . 
They wanted to focus more on what the def inition of permanent fund was in income­
producing and di stribution of income . 

Jtm Rhode : At our discussion with Standard and Poors and Moody's, they wanted 
to know what woul d 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 f.rom income from taxation? 

Mr . Fuhrmann: The amendment states that at least 25% of a combined pool o.E oil, 
or resource related revenue will go to the permanent fund, which has an implication 
chat 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. is clearly no, the legislature had a chance to take it back down again , but 
not below the 25%. 

Mr . Love: What i s the relevance of this material to the rest of the material? 
Does l.fhite, W<!~ d make any r ecommendat ions i n terms of structure? 

Mr. F11hrmann: All of this was material being used by various people in our fi rm 
for the purposes of their presentations t o this delegation and has to do with the 
tentative organizational structure . We have been asked to propose al ternative~, but 
we hnvc not r ecommended nnything. 

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

Mr . Edenso : That' s a good question. We i ntended to go to the various cities, 
flrstto meet with tlte Albe rta He r icage Fund people and discuss with them the character­
i s tics of the Heritage Fund as to its l egal structure and t he legislation t haL 
eRtablished i t, its f undi ng and mRnagement c haract eristics , some of the goa ls and 
objcctiVC'f; t hat they have established. We found a number of interesting points and 
l!Olnments concerning that. 1 1 11 try to cover some of them . 

Fl r st, in Albe rtawe met with tl1e counte rpar ts to our Department of Revenue to 
di scuss the structure , t he organizat ion, and t he management of the U berta Heritage 
Fund . l t ' s inter esting that their Herituge Fund is managed by the equivalent of our 
Department of; Revenue . The dec:i.sions of the <lny to day activities nre carried out 
by the cq11lv11J cnt of Commissioner Gallaghe r, myself , or i nves tment officers . They 
ulso have a committee which determines and passes decisions on whether or not t:o ma ke 
a partlcul:ir investment. The r e are limitations or constraints in the arenR of invest­
ment but I. don ' t beJ'Lcvc the r e is a 11.mitation on the size of inves tments . Secondly, 
they hnv~ A program whj cl1 ca l ls for provid i ng capital fo r socin l programs or social 
Lyp eE.1 o( lnvN1trnL•nts which do not necessarily t ie into incomc-produc tn~ as 1Jur 
conf!tltu t innttl. nmr.ndmcnt cn ll s for . We ulso dlacuased some or t he concerns we had 
nhout ~uhsidy f lnancing. 

f.t WM'I ln tcrestln~ to note t hat where t hey are subsidizlng an interest rate they 
accunll y Kt> to t hclr pnrl iomentnry body to obtain the subsidy from their general fund 
which st:<it f' H pubUcJy nnd exposes publicly, t he fn ct that there is a subsidy program 
going on . id how many dol1a ni are involved wlth lt and for what i t ' s t o be used . That 
:l.R somcthinA t ha t we in t he Permanent Fund Stnte Advisory Investment Conuni.ttec hove 
not r en lly cons ldPr r d. 

Mrs. Fl.e lRc: hcr: You hnven ' t consider ed making it public? 
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Mr. Edenso: We haven't considered public exposure of any subsidy that we 
under .. ake. 

Mrs. Fleischer: How do they do it? 

Mr. I.Menso: You go with an appropriation bill and say, "Well here's how many 
dollar~ we want and here' s why we want lt, and here's what we are going t o 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 
diversif y the economy of Alberta enough to replace oil revenues with taxation on new 
priva te business, but they saw the fund as a way of closing or reducing future 
d0 ficits 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 . ThiL<lly, a project with three oil companies to 
develop technology for recovering oil from oil sands . About 85% of the money they 
nre loaning out in three ways. Home l oan subsidies for middl e income and lower, 
nls o i n Joans t o their municipal authorities. The subsidies for the home loans 
nnd t he subsi dies for the l ocal government are laid out plainly as a matter of public 
r c•cord -- who is getting H , when they are getting i t, how much. The subsidies 
have to be voted on by Parliament. There are no concea l ed or under the table sub­
s iclies nt s peciAl preferred interest rates to this group of homeowners or that group 
of t owns . The reason they make J.oans to their local governments direc tly is they 
don't have the ta" exempt privilege for their local governments. They borrow from 
taxRble rntes , which of course would be considerably higher than our local governments . 

The third use i s that i t makes loans t o i ts utilit i es, and ther e you have to 
knuw t ha t the profits of the phone sys t em and most of the elec trical generation is 
passed through the Parliament. That' s pre t t y much how the f und is laid out, 

The ~overnm~\':t 0 tll1e day runs the f und . It doesn' t have its own staff. The 
Treas ut j' people t akt: cu r e of the Heritage Fund in their spare time. 

The high point from New York was expl or1.ng the dif f erent ways the fund could be 
lcvcrngecl. It seems that us ing t he f und t o guarantee this or that private corpo­
ration, or any othPr number of choi ces would be superior to having the f und make 
lo:ms d i r ec tly f rom its asse t s . Among t he ar guments advanced fo r using guarantees 
nre thnt t hey are con t ingen t liabiJ tties , not di.rect liabili ties . All things being 
cquol, t he fund would I.Jc able to uo mor e guaranteeing than it would borrowing and 
lending. The credi t ra ting can be be tter fo r any given amoun t of guaranteeing t ha11 
it con for a like amoun t of borrowing. 1be point being tha t y~u get to keep your 
money wl1 i l e you are making guarantees in i nves tment gr ade secur ities which arc the 
very l owest risk. 

111 Wtrnhington it was poin t ed out tha t i f you leave even n c r Ack in the door open 
Ln the fund t o l end f i nanc ial Assistance t o t he publlc s ec tor, t he fund will have an 
lnevltnblc bios because it' s a lso a public entity and it wil l favor public s ector 
proposal s t hat crone to i t. The experience of mos t devel opment fund s i s that the 
pri.vAte sec tor i s ver y rapidly crowded out . 

Mr. McDowell: Ther e 's two ways this can happen. The Int ernational Development 
llank hiiF fu ll authority to l end to priva t e enterprise and the public sector. The 
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World Bank has has in its charter full authority to lend to private enter~rise. 
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 
Author:ity 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 
Government of the Sudan. In its first two years of existence the Government of the 
Su<lan 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 
r.elates to its government, now half the money is gone from its original purpose. 

Mr . Rltodes: 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
mediar.ics. 

Mr. McDowell: This report has ueen prepared in response to four specific que~tions 
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 dirertors, 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. 
l've selected 29 different things which I consider to be generally the substantive 
matters thnt are nonnally covered in a charter, at least in a general way. There are 
many other items covered in charters, but most of them ere technical, legal matters . 
These are pretty much nll of the substantive matters that you might find in a ch:irter. 

The terminology "development institution" as I'"e used it is an institution 
which provldes longe r term investment capital as opposed to operating or working 
capltal, through i.ntc.rmed iaries 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 tha t sort, but 
thi.s mntc>rlal is based on the assumption that it will. 

111e 29 items I've broken up into general i tems. Every one has a general 
Htatement of purpose and function. Sometimes t hey 'r mixed, sometimes they're separated. 
Thr operating philosophy is usually given . Legal personalities and capacities have 
to be there . Sectoral covc>rs , if any , if any distinctions ar e made in terms of both 
economic secto rs and slz~ sectors. Geogrnpl1ic coverage. Genernl criteria to be 
nppllccl l i the selection of cap:l 1::-1 .investments is normally given. The kinds of 
capitn l to be provid ed ; <:quity , d".rec t loans , loan guurantees 1 convertible debentures. 
There's uAually something about the general relationship of foterest rates to market 
rotes . Hclntlonships with the private sector; relationships with governments; relntion­
shipH with othe r sources of capital, with recipients of investment capital , particularly 
with reg;;ird tQ ldentifying inves tment opportuni ties and providing technical assistance. 
HclAtionshjp to capital markets ; many of these are set up ln order to encourage local 
capital mHrketa. Organizationol matters: tltQ general powers and parliamentary rules 
of tl10 board or hoards are always included i n the charter . The general powers of 
manag~ment are laid out . The composition, qualifications, methods of selection, and 
terms or tlte hoard' s management and staf:f ore referenced. There is some designation 
of the: organbrntlonnl levels wlth responsibility fo r relRtions with governments, the 
genernJ pubUc, the financial community, prospective recipients of investment: capitol. 
There are also conflic t of interest polici es 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, i f any. Sources of funds 
to pay for operating expenses, including general long-range economic and investment 
research. The disposition of nee. income from operations. Accountability. General 
requi rements for independent audit and public reporting. Occasional ly the general 
requirements for operational evaluations. This techn:f.que is relatively new and 
moat 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 con f identiai data you obtain from your clients will remain confidential. You've 
got to say some thing about it in the charter because you may not get any private 
borrowers if they realizi: tha t wha t they considertheir competitive inf ormation is 
going to ue divulged. 

For s pecific examples. In a charter there is a general absence of ~bsolute 

quantities and percentages . Wha t do you do with a fishing loan if it is o:ily a 
hun<lr.ed thounnd a n<l a boat costs a million? Why put yourself i n a pos ition of going 
out of b11 Ainess i n a particular sector, two , three, or five years from now by 
puttlng a 11umber in the chor. ter. Because the charter of that loan program has a 
ccillng built ln which appears t o be getting unrealistic, thecharter will have to be 
changed. 

Mr. Gruening.: Are you r eferring to the to tal loi\:-. amounts or the total category? 

Mr. McOnwcll : Generally , the specific absolute quant ities are not s pecified fo r 
any f und. A char ter, usually , ls a document that will wi ths t and the test of t ime. 
~1at is lmportont today may be totally un i mpor tant in the f uture . 

tfr. Grue!_1 in_g: But our char t er here is t he constitu tion. Goa.1.s would be the 
types of loans . l was thinking maybe che legislature might want to write a safeguard 
in it nsRum ing one of t he rnnjor mo tives of the f und was a savings nspect. You 
wouldn't wan t to oll0w t he entity to make loans i n an area tha t ' s committed f or u long 
term bus ls at a cer t ain amount of risk as opposed to having it i n liquid fo rm where 
1f you d0c ided you wanted to change t he emphasis from community development to 
<llvcr siflcntlon, you could do so if t here was a por tion of it set us lde RS savi ngs . 
Otherwise , T t hink the legiRJ.aturemight be worrJ.ed t hat the managers might <.!<> nunit 
the• funu wi t hJn il short period o f time . 

Mr. MC'Oowe l I. : Once you appoint n bonrcl, t he board will establish the poJicl~s. 

A poll<.:y ca n be c·hangcd l"y the board t he ne xt yeu r or five years from now. As long 
1rn the policy r emulns in accordance with the char ter, t hen the charter docsn' t 
need any l egJslation to change i t. 

The purposes of thc::ll1 lns titutions nearly all ore stated : to support and 
HL lmu l:at(• t he <!s t abl l shmcnt of. new private enterpris e nnd the cxpans1on and mod ernJ.­
~ntion of ~xJR ting private enterprises . The second purpose iR to encourngc and 
nas l s L. The t h ird purpose J a t:o encourage, promote, und ussis l t hP. secur1t t es 
market . The lndus trlal Plnoncc Corporati :m oC I nd io 1.s t o mnkc medium nnd l ong 
tP.rm <T l•dltR more rend I l y availabl e t o lndustrtal concerns , par t l culndy where t hey 
C.'111

1 
I r.~ t 1.L from /1 bnnk llnd there i s no c<.i,pitnl marke t to take 11 :itc~c k i ssue. The 

next orw, ta rry on the business of ass l s t i11g industriul cntcrpr lf1es within the prlvo te 
sector . That says it ' s got to be i n t he private Rector, :l.t ' s R0 1.n g t o be i ndus tr i a l. 
It ' R going to aAaist in tl1c creation, expnnsion 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 
s~onsor and underwrite new issues of shares and securities; guarantee loans from 
other private investment sources; make funds available; revolve their funds as 
rapidly as prudent, and furnish managerial, technical, anJ administrative advice 
and tec.hnical assistance. 

/\nol'her. example ls the enter-American Development Bank. This 1.s a fairly 
r ecent institution, so it could have incorporated some of the lessons learned by 
World Dank and others who were in business before this . But they're going to 
contribute to the process of economic and social development, individually and 
collectlvely. 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 gene ral wording has been expressed in their charter. They can nlso promote 
thl~ Investment o[ 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 
c.ontri.bute most effectively to their. economic growth. That's a constraint on them. 
It t el ls them they have t:o deal with priority matters. They're s upposed to cncournge 
privntc investment and supplement private investment when private capital is not 
ava:f. lable on reasonable terms nn<l concitions. 

They wi.11 have three categories of operation - their t erm for loan. They wll'I 
make loans from ordinary funds into r egional resource funds and the f unds for special 
opernti.ons, that 1.s the fund to subsidi?.c interest rates. The bas :k pd.nciplc 
of separntlon is tha t these thrl!e sources of money w:lll be kept separate at al l. 
times. Under no cir cums tances will they be used to pay off the obliga tions of t he 
other. 

Linder Orgnnizntion nnd Management. The char ter stnteR th1•y :;hall have u board 
Of ~0Vl!TTlOr8 1 il board Of executive cllroctors , 11 pres1dcnt, an <.! XCCutive vlee president, 
a vl c:c\ preRldent jn cha rge of t he l'und. Thnt i.s the fund f:or s pecial ope rntiona, 
fo r H11lrn ld l.eR of interest rates , And such ot he r off i cers and staff as rnny be con­
~'ltll'reu ll l'l' cssa ry. They de1c1l with the hoard of governors , how they get appointed or 
e l ec t ed, how 'tong t hey serve, who ch11Jrr-i t he meeting, whn t p0wcrs they must retain 
unto thcm~clves, or specify t he other po1wrs that t hey dulc~ntcd a ACnera1 statement 
of what they have delegated , how often they should meet , what a quorum for a 
mcet in1~ lA. 

'l'h l' board of govcr:nors nnd ollwr hou r<l t-i n r l! 111 cf f e ·t he l d 11c c· nun t11 hlc for doing 
t ltini:tl4 tlt n t nrc n ect~sAnry or nppropr .lnLc. The r e nrc two boardu, two diffe rent sets 
of peqplu. The hoard o( cllrccto rs s lt<tll d cc t 11 president who 1-1 ltnll nor he :1 governor 
or Tiil 1•X<:C'11tlv£t dlrC' c: tor or nlternnt<! fnr cllltl!r . lie hns n !'IL• h1·,,wk ing vote on 
tltr hoard of executive cllrcc tors. The r.onfl let of Interest s t nLL!nwnts , " t ho 
Prc i'!ldent , offl ccrn, 11nd staff or the Bnnk , l n L:he dlscharge of thC'.ir nf f i.ccs. l)WC 

lh l' lr d111y c11tlrc- l y to th(.' Drink nnd HlwJJ n .:cugn Jzc no othe r 1111lho rlty. Eurh member 
' • t lu• ll1111k shnl. I r espect t. he lntcrnn t101wl chnrocter of their duty. " 'l'hls l» Htty.lng 
n1J mn tl l'r whn t country you nre from you work ror the bank lndc p<'ndl"nt:l y of t l11• pollt.lc A 
o( your O Wll h tl <' kg r OUllU , 

Fl1111 I ly, lht!tt! ls 11 co1u1·ol s11ying, "tlw C.:o rporuti on 1~ hn 11 ~WC!k to 11111 l1H11 l u 11 

n·11Hm1:1hlt1 dlvC'rslf.l c11 t lo11 ln itR invr! s tmc nl H. 11 T t hink t hul ls HOmr:thtng you cou l c.J 
t111y 111 y1111r •' lrnrtPr. l vh'w 1.t FIA n f lnnnc lnl control thnL any nrrvrnl znli•)n ~ho ulcl 
h11 vc•. 

'l'ltc: I nll· rp reU.tL Lon of tht.• t. hnrtcr shoulJ be n <.lynum:l.c proc '81'! t:hnt k ct:pl:l r~curr lng , 
nnd that (unction l s nonnolly cll!tegntcd 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 represented by the board of 
governorA - n two thirds vote. 

Mr . Motley: Do they get involved i n 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 
diversifkation 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 i nternal economic return and/or the benefit cost ratio. I used the World Bank 
example because their charter ls simpler than the rest . It really just says that 
loans should be made prudently for highes t priority development projects on the 
boRit of economic considerations. 

AY you cnn see , all these questions aren't just economic situations . The board 
Ltself over e period of time has had the flexibility to adopt new techniques such as 
cn~ t/benef lt nnalysis which wafln 1 t t here when the bank was set up. New criteria, 
s uch a t> health and env ironmental considerations which weren't important when it was 
established . They've done this by board policy because they had input from their 
utoff , lnput from t hei r borrowers to stockholders, and other people working in the 
11r.en or development finance. They have to Hsten to their stockhold ers and be 
resronA1.vc to lt. lf the president and his staff are not responsive to what the 
hon rd of execut lve di.rectors wants, they fire him and ge t a new one . nut they don't 
pu t the r esponsib ility for any particular func t ion at any higher level t han it's 
supposed Lo be, the accountability goes Lip a step at a time. 'rhe fact is, the 
munogcme11t is accountable to t he board. If t~e board says you urc not following our 
poJ.icie!i, then they ge t a new manager. 

t!.!: f.ruening: The World Bank provides fo r two boards? 

Mr. McDowell : Yes. 

t!_r. Gcul!ning: The exccut'i.ve cllre<:tors, what Arc their qualifications, nre t hey 
f lnnnc lnl types or do t hey try t o get somebody with broad backgrounds? 

Mr. McDowell : They tend to be out of Lhe Ministries o( Finuncc . 

~Crucnlng : So they have pol1tic1 nnd all sort8 of background, not RtrlctJ y 
f lnnnc I 11 l 'f 

Mr . Md)owc l l: They rirc not strictly b1\nke rs . Should lnterc,..t r n tes he set 
in Llt~-,;n·rtcr-~;rby the board? In most cnsos, Lnterest ra tes nre required by charter 
to bu npproprlatc or to npproximate prevatli 1~R mnrket rat es. ]( t hey ' re lust to be 
nppropt'ltlt t• , then t hey pick and choose out of t hclr funds whetht'r they should mnke 
a subsldy or not, or to charge a higher rate. But they do ch11rgc rates which ovc·rall 
will come 11p with the prof it for the institution every financinl report ing p0r Jod . 
They dcmontitrn te thnt they have protected their cap ital by not d i pping into I t ond 
olso pald tl1eir opcrntlng expenses And perhnps even made u contribution agains t 
Lnfladou, against the erosion of capital. So any project that can't pay back a t 
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market rates doesn't meet a market 
policies . The World Bank sets it 
subsidies are normally, separately 

test . In practice the are usually set by board 
by formula which is passed by the board. Any 
appropriated. 

c:e t ting 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 
constituents of the person that you elect . That is the pros of it. The cons , well , 
if you elect part of the board I think you create too marv classes of directors, 
which is an intense degree of evil in itself . If you elet t all members of a rela­
tively small ~oard, you ~ould have equal directors, but y~u probably wouldn't 
include all r epresentatives o t all the significant minorities within the State . 
~here Just aren't enough positions t o go around . Finally , election support is 
campaign financing , which could result in ebcted members being subject to undue 
influence by special interest groups. 

Sugges tions on alternate s tructures of: modifications . The proposal as it currently 
slands do<' s tend to strike a reasonable balance among the three groups, citizen, 
.legiaJ.,th·c , and executive influence and involvement. The operation of the fund is 
ROing to be: under the supervision of a board, which will be made up mostly of private 
ci.ti7.e11 s 1 nnd proposed and confi r med by the executive and legislature. The board 
will he nccountable to three parties and eventually also will be the power to amend 
Che ('h:i rl e r . 

'l'hl! i..mportan t thing about the two board proposal ls that they provide an importunt 
8ep:1rn t lnn of r esponsibili ties for policy and operation . This is an essential pre­
requisite fo r nccou~tabi li ty fo r freedom f rom undue and improper political and special 
lntereHt pressures. I f you establ ish a pol icy board that does no t have responsi­
l>jlt ty for operational decisions on s pecific loans and investments, you ' ve got an 
or Rn11 lzaLlonal level that you can dedicate t o being responsive to political , economic 
and soc lnl considerntions as well as the vtews of individuals or groups. lf you 
del.cgn te the respons ibillty for specific investments to the investment committe , it 
provides the pol j cy board with i nsulation from dealing with a specific projec t. Also, 
if you specify that the policy board is the only appropriate forum for all this 
Input, then you insu.late the investment commJ.ttec from undue presRures as well. 

Som<! suggestions for the powe rs rmd responsibilities for the policy hoard, 
Llw m(l11rtgcment bo:ud, or i nves tment committee , and the chief executive officer. 
'rhc fun ction of the pollcy board should be nn annual review and approval of long­
r1111gc opera ting plans which :f.nc ludc an lnve::itment program based on sectornl anulysis 
of t he i\l.aHka economy , wh ich include the. budget fo r the fo rthcoming year and t he 
f inane I 11 l plun fo r t he f ollowinn number of yea rR . I would not suggest that the 
poJ lcy bollrd Just r eview the budge t for ,, year, that ' s too short t erm function fo r 
11 ho:trd member ' s level tu be dealing wilh . T would also suggest that t he management 
bonrd hove so le power t o approve ul l luveR l mcnts rather t han allocating part of t hat 
power L11 anoLher body . The c hic( cx~c·uLlvC' of fice r should be r espons ible o r 
,1cco1111 L:1 h lc fo r everything thnt ' s done Ho LhnL ln the mlndi; o( the legislature , the 
cxccutlvc• , :inti t he publi..c , that one indJvldu.i l will carry more accountAbility t han 
unyonc 1..: l sc tn the lnsLi tution. 

ttr . C: ·uening: Who selects t he chief ~xccut ivc oCficcr, the manAgemcnt or 
policy hoard? 

Mr. McDowe ll: Lt was proposed Lhu t t he poli cy board woul d select: all flve mcmb<:!rs 
of t he "'· nngemcnt boo rd, including the chie f executive of:f lcer . I think you :nust 
hnvc · '• ' pv 1 icy board select 1-111 of Lhose peop 1.e to get that stop by st iap account­
nbili1 y. I would r ecommend t hRt he be non-voting ;rnd to choir t he policy bonrd. 
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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 if these people are going to be full time or not; the policy board probably 
isn't and they may be unpaid. On the oth~r hand, the management board is making the 
loan dedsions, 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 ner.essarily 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. Wohlfarth: 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 decisiono they are 
empowered to do. 

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

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

Mr.. Wohlfar t h cnlled the meeting to orde r at 9 : 30 a.m., December l7, 1976. 

Mr. Gallagher: Ar t Peterson ls wi th us today. He is the Attorney Genera l 
responsible for drafting tl1e legislntion. He is here t o hear what people soy 
directly so he cnn interpolate it and put it in the s tatute . 

Mn.; . Fleischer: Before we go to t:he nctual l egis lation. Will there be a 
provfadon snying that if the part lcu lnr community ob.1ects to a pa rticulllr develop­
ment , It would not be done? 

Mr. McDowell: One of the mecllfJnisms that exist: is the zoning . 

Mrs. Fleischer: A l arge part of Alaska 1s not zoned . 

Mr . Wohlfarth: r think jt' s a major issue . lL appears in order to proceed 
on thi~ i n this way , by listing major CJUCstions, and t put it, "Consent of c:olTUllunJ.­
tics Lo enterpriRe Jocat:Lon? Another questlon would be whe ther or not the enabling 
leg lHlaLion should specify n dollar or other type of division be t ween so cu l led 
public; Recto r activities , support or local government bonds and local borrowinf, 
and prl.vntc ::;ect o r net lvities. Should t her e be a definition in the charte r "·• to 
the ;1mo11n t of funds Lo AO into each orea? 

Mr. Allen: Specif led by a dollar amount or by percentnges? 

Mr. Wohforth: Oollar amoun t or other fo rmula . Should t he chnt" ter attempt t o 
dcvlsc a formula to div'lde the fu nd ' s act:lvlties into public and private sucto r ? 
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Mr. McDowell: I believe the question is very important. Just on the basis of 
the experience of the various institutions has indicated that if you do want to 
lnveat ln 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 lid on the public sector portion, and the housing portion if it's 
separate. Those are the two needs wl1ich generally tend to become Lnsatinble in 
tenns of having a hlgher political priority than the productive private enterprise. 

Mr. Gallagher: We have to go through two bills . Could we complete the one 
easy bill first. Is this the tlme to list questions? 

Hr. Peterson: I suggest , lf we keep it to major que3tions and then use the bill 
as a catalyst foi traditional questions and then get into t~e specific questions. 
Not every question is going to be major policy type question~. Maybe llst thoHe 
and then go over the bill . 

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

Mr. Crawford: I think it should be add ressed as to whether or not inflation 
is AOlng to be part of the charter, part of the bill, or some provision for 
inflation. 

Mr. Barnes : ls that setting a minimum return on any inves tment? 

Mr. Crawford: Charter recogni tion of inflation, t erms of minimum fund return . 

tir. Gallftgher: How do you distinguish between t he soft and hard loan programs? 
Muybc the charter has a preference for guarantees over direct lending . Also the 
abil i.ty of the fund to borrow. 

Mr. Wohlforth: Should the charter encourage l everage? 

Mr. l'lhl: The point of levernge ls where l had a question . Would the f.'und 
he able to Lssuc. its bonds to flnance t he pipeline, fina nce the tankers, or finance 
the g111:1 pipeline. I ' m not advocatlng State ownership but using the fund as a vehicle 
for f lnnncing. Using this leverage and having a much lower foterest rate chargeable 
to the wellhead vnlue. 

Mr . Ga llagher: The wellhead on the gus situation ls Lnfluenced by transportation 
costs . 

Mr. Wohlfarth: L can see the Legislature, with this f und in existence , all of D 

1:1udden r ccognl:.:ing that there ;ire dJffcrent proj ectA , gas pipeline , petrochemical, 
clc. , IL s hould be given n pre feren ce . So the question would be whethe r the churter 
:ihoull.I J~l'L Lnlo cletnil, preference detn i.J of s pecif le proj ects of financeH. Ln other 
words, how much wou ld the leg1s111tur<' be willin~ t o dclegnLe n board ln terms of 
s pcc Jfl r pre ference? 

Mr . McFarland: lt i,;hnuld include the r ight for lcgialnt1on whether It's ever 
~xcr~ l s ~d or not. 

Mr. lla rnes: Another quest i on s hould be about the direction nf the lncome . 
Sho11.ld the incom• go to Lhc general fund or should it be dirt?cted to other projects 
or Rhou ld it be returned to the f und 1Lself? 



Mr. Wohlfarth: In the private sector should participation be mandated by 
charter? 

Mr. Fuhrman: It seems to me that the two draft bills we were reading last 
night bring up a couple of potential qu~o tions, one being what the compensation 
of the members of the var ious boards or committees or staff people might be, or 
how determined, and a lso whether there should be any language dealing with the 
quaJ.Hications of those board member!:!. Geographic or professional expertise or 
educatlon or r.ace, party affiliation? 

Mrs. Lehr: I think there should be s pecification of membership. We talked 
before about t~10 members o f the Governor's cabinet and those have been specif ied 
in the bill. Another area that 1 think should be discussed i s the budget procedures. 
It doesn't indicate whether it will be subject to the Executive Budget Act. 

Mr. Peterson: My assumption when drafting t he 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 bud6et and r eserve for bad debts? 
That's r eally a profess ional judgment. 1. would like the board people to make that 
decision and not have to go for a supplemental . 

Mr. Wohlfarth: The question here is whethe r the fund i s going Lo be pe rmitted 
to live of f its income to a certain extent or not. 

Mr. Rhode : [ hnve dlscussed this formerly with a number of legisl ntors, and 
one prob Jem ln bringing t he operating budget o f the f und be fore the lcgisl ntu r e ls 
thut at the very least it will affec t the i ndependence of t he f und to set !ts own 
r ates to pay compensat i on. The legislature will ~e able to reach i n and rip out 
$10 thousand on a salary they don't like. In the extreme case , lt c:ould very we ll 
jeopardize the action of the fund. 

Mr. McDowell : You transfer nccountabilit:y to t li e legislature 1f ycm do 
that . Tf you want the l egislature t o be nccountablc , fin e . If you don't then you 
can't give them any contro l of the bUO);CC . 

Mr . Wohlfor th: Should the charter prohibit or pennit equity -- private sector 
pnr Licipntion o r sho11ld t here be deht only '? Shoul d the Ac t he s pecif i c i n t erms o f 
outl in.Lng the fens lbility wo rk that the bn11ks sho11ld unde rtnke hefo r C! financ lng n 
privnc0 tiCCtor projec t ? 

Mrs . Fl ci schcr : Sho11 ld t he charter SpC' C I f y Lhnt tht' produt• t ive •n terpris<' 
Hhould bC! (innnced nt marke t r:-1tes so t htt t: we urc not ln t hl' bus i ness of suhsidJzing? 

Mr. Wu ltl fort h: T.r:L mC' run through Lh cs c (jll l.' St to11fl. (1) Llw c·o1uw11L of tlh• 
communil y t.n cnt:crprJsc l ocation, a ho ul<l t ha t h In t h e: chnr tc r ? (2) divJs l on of 
tu11d , wh e the r the ~hartrr Ahould spec ify the dlvtslon of fund nc t.:lvlty htilwt•i: n 
puhJ1c nnd privurr sector. (3) Rhoulcl Lhc char te r rcrognt zc r:hc effect o f Ln f l nllon 
in t c rmN o( m1n1inum fund return? (/1) should the char ter dcul with the q11 eat:icn o f 
soft: a nd hnrd ln111w nnd the 1mbs ldy reco~ni t ion '/ (5) should the c hur lur cncournge 
l l.'vC rll~c f l111uu.: lnK ur lH' tH'ut'rn l ? (6 ) ahould the chAr ter spC'r l ( y spcrl f ·l c 1n·o jcc tA 
Lo bu flnonccd ? (7) dl.n•l·L'lon of t he fund i ncome to till' gener.:il f1111d fo r it:; o Lhe r 
UHlHI . (8 ) uhoul<l t he c hnrt.cr reco11.ni:t. c nny mccha nlcR fo r dlv1 R Ion of 11 c t.: Jv!.Ly 
hccwcrn regions o f the S tnte? 'i {9) wher e th· f und Rhould he J ocn t a ll: (1 0 ) shoul d 
tlw c hart er mandate pnr LJ c i pAt:ion in the pr l vnte aec t or? (1l) whn l 111 Lh E: compcm­
s at.lon o f the bon rda nnd s tnff nod how 1.mu ld t i1n 1· hC' detc.r mint!r\ and whnl arC? t he 
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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 
Jf return on investments? 

Or. Logsdon: How about segregation by industry? 

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

Mr8. 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 . McDowell : What ' s a wilderness? You ~an't consume it . 

Mr. Wohlfort11: I. mean by renewable r esource a reusable conunodity , like timber. 

Mr. All.en: There should illso be audit procedures and powers and authority of 
the chief executive off leer . 

Mr. Gal lagher : We s hould liave a strong def inition of what post nudit l s t on . 

Mr . Love: There should be somu ~~y of cvoluating the fund ' s effectiveness ln 
achicvJng the pnrticulnr goal. 

Mr. Wnhlforth: All rig hl. Estnblishml'llt of nudit prorcdures a nti performa nce 
cvnlua l lon. 

Mr. Love: Tla t• charter shoul d 11lso Atu Le wh<'thcr t he fund is go.lop, Lo hove Ln 
ochll!vc Aome klnd of income dlRL ributl on . 

Mr. Gnllagher: That involvcH I.he s 11bRldy <iucst lon. 

Mr . Love: Not entlrc Jy u quest ion of t111hRldy. 

Mr. Md';ir I and: I unde r s t ood when tfl lklllA about· the llc rl t:ngc Fund lhn L l he 
Pnrl.LnnH!nt could dln.!c L the subn ldy . Do t hey have to c om0 out of t he gencrul. fund 
wJ th t:ht• mo1wy tu p Lek up thl' j.\np '/ 

Mr. C.::illaghc r: Yes. 

Mr . rU-; '.ldcs : IJon'L t h C!y touch on whnr 1
H go ln~ to hnr1w11 t n Lhe rent pe r <·11pLL11 

Income? 

Mr. Mc nowel I: An c x11mpl c or 11 " " A'' WC lllt' llt1 nned yc ~H1•rtlny . 'l'hu chnrL er Rr1ys 
the det'J HlonH Ahoultl lw lrn Hcd on t'co 11om l c co11s idcri1Lions . IL 1111.;o 1rny11 it s hotlcl 
not he> h1urnd on po l LLl t· nl co11 aldcrnt l nn ~1 . Thi• hon rd of dlrccLor B t•11 n m11kc> pol Icy 
Ht :1ceml' lll 8 tlrnt cconum l t.· cona l dc>r.1 tlons hn vc• 10 Inc lude dl u trlhullon of l r c o111c , 
nm.I then Lhc uLn ff proc ccd 11 Lo lmplcmcnt ll. So tlu~ pro j t•c t 11n•11 Is n Rtntcmcnt 
not n pro.I •c l in ltscd f. A stntemenL of wltlll the projuct wLJ I do. lL would addrc8a 
rhc Issues of hcnlth und envlronmenL. 
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Mrs . Fleischer : The charter should address thP issue of goals and ~urpose of 
the fund . 

Mr. Fuhrman : The r eal issue wc uld seem to be how far do you go int .> those 
;1reas in the legislation a nd what portions of it a re the r esponsibilitv of the policy 
board and what portions are the responsibility of staff and management of the f und . 

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

Mr. Fuhrman: It seems like the appropriate thing is that more detailed state­
mf':1ts fall out as you go farther down the line , so very general statements would be 
at the top. 

Mrs . f' lcischcr: Economic..: cons lderntions should be defined to include l?mployment, 
income distribution, environment , health and socfal issues . 

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

Mr. Edcnso : We're talking about c riteria for makinA investments . You could 
specify that er ltcria ln the c harLc r or you could allow the policy board to specify 
It, o r you <:ould nJJow the l egislntlve body to s pec ify it in legislntion . Some of 
t he crllerlo arc Lhe 1:r edit;1billty o( nny particular investment, whether or not the 
proposctl investment fnlls witbln some kind of acceptnbl.c environmental impac t state­
ment , whether o r not nn lnvestmenL fnJ.l~ w1thin some k.ind of soc ially stated criteria , 
and flna] ly whethf'r or not it f11Us within some klnd of ncccptable income terms. 
Those arc rcnlJy Lhc brand cntegorl es we ' ve been t r ying to address . 

Mr. McDoweJl: I wou1.<l s trongly s u1rnest that you put that langugngc in Lhc 
with t he nddition o(, "and oLher conRJdcrntions ." A very real potenLinl future 
<'onsJderatlon would be how docs this projec t o r this investment program flt 'in with 
Lhf! llnitcd Stntes Notlon:tl EconomJc Pinn? 

t!.!.:__GalJnghc r: We ' r e not ;1ccompl l s hlnp, muc h t h.ls way. What· I wo ,1.ld Hke is 
fnr uA to get the 29 pol nm c nver ·d now so thut at the next meeting \·rn con hnve J 

<'Ulllpl cl t' hlll to louk 11t - wh kh we can clanngc t i en ;r desired . We c ould ndcl to 1t 
ur take IL ouL nL that time , but w • wou l<l 11 compJcre blll tu Jook nt . 

Mr. Pcler!'lon: l.Jh11t Lcrmlnn l ogy do WL' use? Either Lhe C'har ter nnd mean 
JcglAl.'.lt11re , or c a·J I It Lhe hllJ 1111d ll11•n d11rlfy LL. 

Ml'- Woh I forll a: 'l'h · duHte r I H l lac h 11 l. 

!'.'>. I'.<·L!..:_r~_nn_: l'vl' l <'n r J IL 11 ned .11.Lernnt l vcJy , l t!L 1
H p11l Lt Jn t he C' h{lrter 

ur lt't' ~ lt! I tl11• l1•>•.l f: l. 1L111 P la11ndl c It. 

~!_r. c:11ll11•;her: W1· ' ve lalket.l 11IH1ut It ln very broad gorwrnl ouLJlncs wh<! re 
sm11l I corumunlty <l cvelo pm1• nL <lo some L'conomlc cl Jvc r sif.knclun .ind c: r ente n savings 
t ll! t'Ounl l o h• used In llw futun" Thu l ' s ]usL t he ~enc rnl ln11~unge we wlll use for 
number 1lllc f L1•m . 

Mr. Mcl>owl·I I: Aru you uHs lsLJn~ r1>m.n1111lt y clevc l op111ent? Stimul11t l11g cconoml c 
ti I versTf"1c nLTo1t? 

Mr. C:n l l oghe r: And provfdln~ 11 Hi\v l 11gs :recoun t fur th <.' 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 
Lhc procedure ls o philosophical statement of what the permanent fund should 
.iccompl lsh. We have a charte r which is <lguideline for how it should accomplish it . 
l think the overall charter specifies in broad terms , the guidelines the permanent 
fund s hould function under. A preamble or a pi1ilosophical statement specifies in 
gener.~t J terms what you want to accomplish wiLh that permanent fund . 

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

Mr. Fuhrmnn: They say, "Whereas substantial revenues are being received by the 
Provlnce in the sale of non-renewable resources; whereas there is a limited supply of 
non-ren~wablc resources , and the r efore revenues will ultimately be reduced; whereas 
it woul.d be improvident to s pend all such revenues aF they are received; whereas the 
Lcgtsl:1ture considers it appropriate that a substant~~l portion of those revenues 
be set nside and invested Eor the benefit of the people of Alberta in future years; 
therefore, lier Majesty , by and with the advice and consent of the Legislative assembly 
enacts ns follows:" 

Mr. c:.11laghcr: Sounds grC!ut. 

Mr . Peterson : We c:in embody thnt substance ln the purpose clause without all 
the "whereas" . 

. Mr.. (:nlJ aghcr: We' vc pretty well covered number. one. \ s a general operating 
run cl: Ion, I see the permanent fund as a wholesale institutlon. Soft loan programs 
t1hou ld be tlone through Lhe Department of Commerce . Otherwise you are de:1ling with 
f ln:rnl' I :i I I 11 termed lu rics, or the p raj ec t is such a size you have r es ldcnt experts 
i 11-h1JUsc tn h:rnc.llc It, or. you ore ln the money market. r really see ll as a wholc-
1mJ.e l1rnt:lt11tton. 

Mr . Wohl fort:h: You ;night explaln what you mean by thnt term. 

Mr.. Gallagher : Who 1 csn I c ve r s us r e tall. Retail ls making direct loans under 
n cl.!rt11ln 1 lm!t and wcirklnp, wHh the lndlvldunl borrower. Whol.esnJ e banking gctH 
Into l11rK~r loonH clthcr direct or in combinat ion wi t h other fin11nclnl l nst-Ltut1ons . 
Tht!y would hu loans sold to the fund, not necessarily init lnted. 

Mr . ThorstcnHon: don ' t think we should preclude ourscJ vcs 1.11 the ch:1rtc r 
from lw lng Lnvolved ln some of t he business t ha t t he banks cons ider t he-Lr own . It 
1·ould \..'t• l I be n pollcy whe n there comes ;1 time we don ' t feel thnt Lht! banks n r t> 
fulf ll 11 n~ thcl r role and we mny W.J l\ t s ome of that huslneas . 

Mr. Wohl forLh: The question iA then , the Lcglalature s hl1ulu pi c k up ch.~ s ubsidy -
Lill• sul;-:o;;Tc.ly tnterc11t rnt c -- what sort of ope rating phlloAophy clo we hove then? 

~·: c;nlloghcr: You cnn break il down two wnys. Firs t t he l crn n evnJuntJon 
you neve r t'vn luntc f 1 l ofin In terms of 1wbs ldy. When you mn kc a Lonn l'v:1luntlon you 
rcqulr 1.• In t hP. chnr l t•r thtll. lt lA <lone 11t economic lntcreaL rates, 110L nl subs ldl7.cd 
l11turP1H rates. And t:wo , you s hould only subsidize ln areas where Lhc consumer wfLl 
x·L thl! Jlrcct benefit. Also you should never subsidlze bel ow long term r ate or 
Inf Ln L I on . 
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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 WP. have to go to the legislature to appropriate 
the di.f ference from the general fund. 

Mr. Fuhrman: Is the word "subsidy" a correct word to use? Your cap.ltal 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 canafford to pay the interest rate they're prepared to pay as long 
as the legislature is making up the difference? 

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

Mr. Fuhrman: My reason f.or asking is I'm trying to think how the credit insti­
tutions will perceive the f und if they feel that you ' ve taken on a capital risk 
despite 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 o judgment that 
the capital is not at risk. 

Mr . McFnrland: I think the crux of this is who initiates the subsidy programs. 

Mr. Love: T. 've got a suggested language to cover this whole section number two. 
Six points whi.ch l've written down are : (1) promote market re turns; (2) promote 
rcncwabJ e resource lndustrieH; (3) diversify the economy ; (4) promote equitable 
distribu t lon of the State's wealth; (5) protect the environment ; (6) provide com­
munJ Ly development. 

Mr. Wohlfarth: What you stated are already within 011r goals. We were talking 
about ~tructural treatment of subsidy loans and we 've completed the methodology of 
strUt:tur.nl treatment of these loans. l see a r eal constitutional problem with the 
legtslnturr! commi.tttng to pay a portion of a rate of interest on a privnte loAn . 

Mr . l·:cl<!11so : Some phrases t took from one of the charters while we were in 
W<.rnhi,ng ton , D. C. Loans s hould be made on terms and conditions and only obtained 
hy pr lv11Lc Lnvcs t orR fo r similnr fin<ln cing. Here we would have the lAnguage , 
"And 111 Lhl' event that any loan ls to be made below market rates of interest , t he. 
<llffcrcnce slwJl be suh.icct to legislative appropriat i ons ." t think the word 
11 RubR Lcly'' is u r ed hcrr lng. 

Mr. McDowell : Lt would be a policy decision to provide an incentive for n 
lo:in In 1.1 pnrtlcular secto r. The legislature would make that policy decision. 

Mr. McFa rland: Lt seems to me the greatest contribution we can make here is 
t o ge t t.he ll'i ghest yield we can on themoney and give it to the general fund :rnd 
let the l egiRlaturc toke cnre of the s ubs:ldy programs, whatever they want t o do 
l n Lit t.! 1·wci11l nrea. The socinl areu ls political, believe it or not. 

Mr. Wohlforth: I. like thr. idea, it has a lot of political advantages. We have 
faced t he subsldy issue alld when the bil 1 1 s drnf ted it will be seen by the Lcgis­
la turt..! right off, Nex t, how can the legislature take the position that the fund 
itself s hould be the s ubsldy lender 1n fa c t of whnt we believe the people voted fur. 
Thlrd 1 t hey can't arr.ue their prerogatives are being defeated because we've said if 
tl1ere nre subsidies it Js their prerogrative to make and appropria te funds for them. 
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Mr. McDowell: It's probably the only way that you can be r~sponsive to a 
need by the public and that the fund retain its integr ity and credit value. 

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

!'1r_. Gallagher: I would like to do them through t he Alaska Municipal Bond Bank 
as gunrantces so the permanent fund doesn ' t get into :Jaking loans to political 
entitles for day to day operations , they may have to get into the business of 
municipal utj.lities, but you would have to differentiate between the business and 
socinl areas of municipalities . 

Mr. McDowell: The choices ar e: the fund will use its capital t o make direct 
Junn8 wlllch wi ll not have guarantee authority, that it can make no more than 20% of 
its JonnR to one sector . Another choice is t o give guarantee au thority -- capital 
will b0 used for direct loans to productive private enterprise. 

Mr. Fuhrman: It is a way of maximizing the income on a secure investment by 
using thnt investment as collateral or pledge behind the guarantee . It has the 
e (fcct of reducing the cost of capital for the person you are guaranteeing, and you 
get o gu::irnntee fee which is added to the i ncome you are making on your underlying 
investmen t , which may be a government security, a federal governmen t security of 
some k ind . 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 y0ur percentage 
o[ purtlclpation is in a sector. 

Mr. Love: I ' m afraid there ' s going to be a tendency of t '.~ 1;>ermanent fund 
to make nll public i nves Lments unless there is some requir ...... ent that they make u 
certain percentage to pr ivate enterprise . 

Mr. Edenso: Why would you want to limit your guaranteeing j ust to pol lticnl 
HubcJ1~Ts Lons0r to such ;:is the municipal bond. Why not make it to private enterprise 
as well? 

Mr. Cr:iwfo rd: J thl.nk we 've got to deflne those terms. Wha t is ''public 
i;cc.:Lo?°'nnd"pri.va te sec tor?" 

Mr. Wohl f~: For a working def in ltion, can you say t lwt a municipali.ty or 
puhl ic ni.;cnc:y of the State is public sector and the rest is pdvate sector? The~ 

LRS has 11 0 trouble defininy it. They know l!Xactly wha t is public and what is 
prlvnte. We 've talked ubout Lhe ~ues tion of percentages, now let's get back to 
whethe r Lhere shou I 1l be a mandated percentage for either one or no t . 

Mr. Fuhrmnn : l have the impression there wil l be Jnves tmcnts in money market 
lnstrumt'nLs or short te rm instrumcntA; Lhat may he a permanent event or j ust n plac<' 
where you p1.t funds whtl.P they wait to be put somewher e else, but that will be go ing 
un. J wo:J ld 11ssumc the ch;1rter would nl I ow for that to go on and there shoultln' t be 
nny muxlmum on Lhat kind of i nvolvement . The re would also be a statement abouL 
lnveHt111ent g- adc RCc11ritles which 1 define as beJng money market i nstruments , and 
some longer term corpor;1te securitieti , government securities , or utilities secur ities . 
'l'h.1L woul<l p1uuably be t he only ctttcRory that you would consider putting a minimum 
011 , L e ., nt least a blank percent of the fund will be i n these securi ties . 

Willi r eH pcct to pd >llc s ector f I nnnce , nn<l by that r 'm eliminnting fede ral gover11-
n1C!n t pnpcr which would be i n the category of investment gr ade secut·ii:ies 1 .1us t <lis­
c11Hue<l. The private sec t or you would never want t o consider AL any poin t having a 

- 20-



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 op1'ortunity to 
i.nvcR t in n good loan at that particular time · That is why we would say · up to" 
rather than "at leas t" , in those categories. 

Remember that you're not going to be i nvesting in tax exempt securities which 
some o( 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. Pleischer: If we are in t he 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. Wohlfarth :_ Fine , we' re making progress. "At :~ast" 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 raise the 
issue of this, just briefly. You're talking about carving up a pot which has three 
elements i.n it. You've got the 25% that is your capital. If you allow the fund 
to borrow, you've got the borrow in terest, and if you allow the fund to guarantee 
you've got the guarantee authority. This is the money that you would or could make 
lircct loans with. That implies an operating philosophy and organ izat ion structure. 

1 .•at's not a direct loan; somebody else made the loan, somebody else appraised it, 
somebody 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 nn organization, someone else does all the work. 

Mr. Puhrman: The <JUP.S tion is if you have to call on your cnpitalizatfon , how 
do you determine what per centage of what is what? 

Mr. McDowell: The guarantee authorit) cannot be part of your capitalization. 
I t's a part of your financing ability . 

Mr. Eden so: The guanmtee authority only inhibits the amount of capital you have 
on hand, i t restricts it. lt states that you will hold aside so many dolla rs to 
guara11tee somebody else ' s debt. 

Mr. Fuhrman: What we're renlly trying to determine, lf. you denl with per­
centages, what the defi.nitton of the makeup of t hat per centng l? ls. Percentase of t he 
total c:1pJ tallzation. ls it the percentage of the total capitaliu1t:f.on plus the 
guaruntl'C' author ity, or what is it'! 

Mr. Mc Vnrland: Suppos~ you set a JO% figure . 
reserves t hat has t o fall within that 30% figure. 
reserves for more than one thing. 

1 think if you have set up 
I don't think you can commit your 

Mr. Edenso.: I would say if you' r e going to have a guarantee , Lt would be best 
t o taJk to your roccr~, Moody's or Standard and Poors, and find out what t l1ey think, 
because they are the ones who are really going to be the most Interested in how 
you sel up a contingent liobllity and the effect it might have on your rat i ng. 

Mr . Mc_Dowel_!: Thnt ' s t he issue. lf you set aside a third and invest in inves t ­
ment grade securities and that's where it stays, how much guarantee authority do you 
think we ought to have'! 
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Mr. McFarland ; I think if we set a figure I would recommend that the figure 
not exceed 30% 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 t o the 
municipalities , everything else be consicered private including co- op , utilities, etc. 

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

Mr. Gallagher : I agree with you , but there are certain things I would like to 
weed 011 t :lt the start , like school loans. 

Mr. Wo h.lforth : Your feeling is not so much against fund assis t ance to munici­
palltles but through vehicles other than direct loans, is that it? 

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

Mr. Fuhrman : Wh~- not put a low percentage f igure in and let the policy board 
dccltlcwl1ot to do with Lt. 

Mr. Thorstenson: We're get ting too specific for t he charter. We ' ve got a 
pol l9 committee that will be sitting that will determine policies. 

~1E!_l'..!:..awford : If we ' re talking ln the savings account concept of investing 
ln mortgai.;es for the Sta te , then what are we talking about as far as the private 
sector? 

MrR. Flclscl1cr : What ' s wrong with Raying at least 40% or 50% of t he money to 
KO lnLo lnvnstment grode securities. 

Mr. Jo'uhrmnn : The definit ions c11n be bullt i. nto the Jnn~unge . 

Mr. GnJlagher: Why don't we just leave thnt whole quest:ion until the next 
me1• t1 ng? 

Mr . Fuhrman: Why not l eave t he pl!rcrintagc blank until t he actual wr iting of 
t he blJ l when you could expand on Lt? 

Mr. Gallagher: There is one othe r operating philosophy that has been brought 
up, how much can you loan to any one bor rower . 

Mr. Khotles: That ' s nddresscd tn the ques tions. 

Mr. McDowell: Most of the char te rs <lon' t do this but Lhere r:.hould bent leaHt 
11 gencrn I stntcmcnt fo r adding approprintc controls o( various l~in1ts . Di.vursHJ ­
cnt lon 111 t he thinA to control in an fnst1.tuti.on l Lkc this . 

Mr. Wohlfarth: 

Mr. McDowe l l: 

Mr._ Cn llaghcr : 
mnn ru Ll' . 

ts there o pcrccn togc limitation '! 

No , i t ' s n prude nt man test. 

The onl y other general operating phllosophy is maybe the prud .mt 
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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. 
It ' s j ust 25% of certain levies. 

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

Mr. Harnes : T think a limitation is really a policy board decision . 

Mr. Fuhrman: If you leave it there, it's easier to chRnne it and it can be 
more r esponsive to the levels of the fund ' s earnings. 

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

Mr . Wohlfarth : We had a suggestion of 30% previously . 

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

Mr. WohHorth: Again , what do you mean by public sector? What kind of involve­
ment Ls t here golni to be? Involved in a leveraging capacity, with loans to eH t ablish 
reserve funds for borr owing , or would it be a direct loan? 

Mr . McDowell: No matter how you provide finnncing , it is n public Hector ne •J 
that LH being flnanced . T .1ust want to raise t he question of total magnitude , U; 
whateve r ls going to wind upin this fund so significant that Lt has to go to publlc 
Rector needs? 

Mr. Woh l forth : Should we move on to legal personality? 
be given n judlc:lal identity . 

The board needs to 

Mr.. Edenso: lL ' A got to have :1 corpornte identity to protect the monagers of: 
the fund . 

Mr . Petcrnon: There nre some bnRl c ones llke ASllA and development corporat.lon!'l 
Lhnt Tikc to sue nncl be sued in t heir own numc . Is it clear t hat the committee w11nts 
t o take Lhnt 1-1ppronch , and not simply treat t his ns n St11te agency like the Loan 
pro8rnms that Tony Motley always hand Les. Most oC t hem nre not of: this separntl! 
cnrporntC' lcll!nt lty type. 

Mr. Q:-!.!_! .!}_~.r. : We wont scpurnte cor porate l <lcntlty. 

Mr. Pct<•rnon: Ls that the ge 11on1 I feeling? 

Mr. GnJ lnghcr : Yes . 

Mr. \fohlforth : The llst goes next to scctorul covcrns;c In terms o r both economic· 
and :-dZl' f11c lor. We hove t.le.i.lt with thnt ROn>ewha t 11lrcndy 1 pnrticularly wl th whoL 
chartC'rn trny on t he 8Ub,;ect , tr onythlng . 

Mr . McDowell: You tlon't Ree much more t han the split between public iin<l private , 
or the excluslon of one or the other aa far as economic sectors are concerned . Some 
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institutions are set up as an agricultural development bank. It just says you 
will. lnvest 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 :i.nvestment planning 
policy stntcmcnt. 

Mr. Peterson: Would you want any sort of bill statement to the effect that 
till' p-;;l.i. 1~ y b°Z>ard could give consideration to the various other economic sectors , or 
just some general statement like that or just leave it blank'! 

Mr. Wohl.forth : You've got to be a little realistic there. I think that 
n number o( .Lcgis.Lrs tors teel that the r enewable resource field is the one that 
Bhould be promoted. 

Mr. Mc Fuh rman: It ' s in the self interest of the fund to consider investments 
1n the nun-renewoblc's t hat are currently not being exploited .:!Swell because it 
wlll have the benefit of. producing additional revenues to whic h the fund may drnw -­
from wh Leh th e; fund may draw. 

Mr. McDowell: The policy board would not approve an investment program unless 
ln their view it ag r eed with what they are henring from executive , legislative, 
publ.k , ::;pedal lnterest groups , regional groups , etc . That ' s why they should he 
the r cc lpfcnt ln a forum ot these views . The structur e provide s the authority fo r 
them Ln 1·omc up with a program that is acceptable to the people Jn Alnsku. 

Mr . Woh I fo rth: Whnt do you meun by geor,raph:l.c covcrngc."l 

~r.:.....McU~!J.: !Jo these investments h~vc to be physically loca ted ln AJ.1ska? 
Thnt ' s nnc question of geographical coverage'. Another ques tion ls , should the 
lns t l t11t.fons seek to promo te i nvestment or emrloyment Jn certaJn kinds of nreaH 
withLn the Stale'/ ThoHe are the two l ssucs. Do you l lmit it to the Stnt·e a nd do 
you 1wuk to vmphAs lzo certain pnr.t s of the S'to te? 

Mr:~.-~J.!11.ll!Bher: l think you should do Lt by economic secto r rather t han gco-
graphl c:a I scct:or. Plshlng ls pretty we ll coll,L.ll nnd mln'lny, L:;; pretty much i ntertor . 

Mr. Mc Dowell: UtU ltlcs could be anywl.crc. 

tJr..: _M~D'.?~ : you might wont to con f ln•! , :lt least some of the expund i.Lurcs , tu 
Lakt' plac•e Just withln the Stale of Alaska. 

~r_._ <:~·~-~~: All of the loan progrnnu; should only r.o to the SL11te of AL:rnku. 

Mr. _Edcn:oi!!. : You mi ght want to reconsider Lhnt, d ependlnA on wh3t your economll' H 
Lc..d I you. We miRh i: wa nt to I end to somebody who ia going to const rue t son11.: thing 0 11 t 
of SL11tc L11nt is going to help nn lndusLr.y Ln Lhc State. 

Mr . \./ohlforth: C:cnernl c: riterln t:o be 11ppllcd to the selection of copital. 
lnvaHtmc·11Lt1. 

Mr. Plhl.: [su't that n pol:fcy board matted 

~!".:. Gul lngher: \~h ot t s cons ld crccl cnpltu l inveA tments? 



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. 1-'uhrman: At one o( these mt'Nlngs 1 read a 11.st or all Lhe crlterfo thfll 
had been used . Some of the .languugt! used W<!rc: "not re;idl Ly u va:f l;1b1 e r rom other 
Hourct~H - commerclal liability - imp.1ct on economy - satisfactory return - tt!rms 
consistent with rfak - fixed rates no greater than private - only to gover11ment or 
government guarantee - only for productive purposes - prudent - diver.sifir.atlon of 
cqu.lty . . . " Those are al) the kinds of criteria for judging loans by various parties. 
When you hav~ a structure that is being proposed here, a charter , a policy board, an 
invstment committee, and a professional staff, that needs to be partlcularly specific 
at the first level, are not as great. 

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

Mr. Edenso: Wouldn't that be more in the area of guidelines that a management 
or investment conunlttee would be utilizing to determine decisions on investments? 

Mr. Wohlforth: Yes, but the que~1tion is do we put some general luinguage like that 
in the charter? 

t!.~'P.n3q_: What I' m trying to determine is nre Wt' getting .\own t•:> the staff 
level or arl! 1e golng to stay at some upper management level? 

Mrs. Fleisc-her: I accept the question as: Is this the aren where the '" neral 
crlt:er la is deClnetl'l 

Mr . McDowell: The charter says that loans should be mode on the basls of 
priority considernllons priority and econ0mic considerations . 

t-.!!.·_._!...!h..:!_:_ 1 think w._ should go down the llst of 29 itl!m6 and key the items as 
eithe r charter items or policy board Hems, and t hen concentr ate on the charter ltem~. 
I would J lka to move that we appol.nt a drafting committee compo!-:ecl or Eric Wohlfarth, 
Sterlin~ r.Allagher, .Jim Edenso, Peter McDowell and Art Peterson. For t he rest of 
the d11y l~t 's llmlt our djscussion to the charter items first and then Lr we have 
more time go on . But let ' s talk nbout the charter items and leave the <lrnftlng 
commlrtce to c.omc bnck with a product. 

Mr. Edenso : 'l'h:tt mak~s a lot of sense . T would suggest thnt Mr. McOowel.L be 
asked to be av~ilnblcto wurk witl1 the committee to draft the proposed bill and get 
It re11dy for a m1.wtlng sometime ln enrly January. 

Mr. \fohlfurLh : I 'm tnklng n two week vncAtfon from the 27th to tht' 12th of 
.Ju nuar·y .-·-l'u nsk that Jim Rhodes be n member of thnt committee ln my pla1·1'. 

tt r. Love:. When this subcommittee meets there should he some way of r.l!cording the 
~act I ons they arc toklng and that those meetings ol1'o be for the publlc for nnyone 
whu w11nt!'l to attend . These are very important deliberation:; . 

Mrs. FJcl~chcr: Ooes il mattc·r that thare's no non-starr pt!rson on 1hc drafting 
comm It. l ee'? 

Mr. WohHorth: Arc you ready fo r the questlon? 

Mr. ~know~l 1: r can't be on the sub comm Lt tee as a memhc r, if you want to 
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rephrase the motion to consultant to the subcommittee, that's fine . 

Mr. Wohlfarth: Any more discussion? Any objections? 

Mr. Love: I would register an objection. 

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

Mr. Wohlfarth : Motion carries. Objections noted. I assume the time and 
place wlll be ..• 

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

Mr . McDowell: This coming Monday? 

Mr. Love: The nex t working d,y . 

Mr . Edenso: I would suppose i t would take more than one day. 

Mr. Gallagher: Well, Monday and as many other days as it takes unti l it ' s done. 

Mr. Woh.tforth: Ar.e we through with number six? I 'm not sure whether we 
decided on general language in terms of investment criteria or not. 

Mr. Love: What about the requirement - the criteria tha t says , "And that 
economic C() n!'d.derat ions should be defined to include e::mployment, income distribution, 
environment, hea lth and social considerations." We were going to acid "and others." 

Mr. McDowell: You might add another phrase in the begi nning of it, use invest­
ments where it says "loons". It's not defined yet what an investment will be, hut 
could rend, "that i nvestments be made in a prudent manner for h'.l.gh priority projects 
on the basis of economic considerations which a r e defined as .•• '' 

Mr. Gnll.agher.: I ' m not sure l want to include employment . I ' d r a the r have 
cnpital in intensive industries that require very little employment. 

MrR. Fleischer: l ' d rather hnve employment than lAbor. 

Mr-~~: Th is sentence completely ignores anything to do with income and the 
enrning of income, which ls che primary charge o[ the constitutional amendment . 

Mrs . Lehr: It ls def:lncd to i nclude ; :Lt doesn ' t exclude anything with the 
"and other s." 

t1.!:..:.J:'...rnwfor<;!_: ln the clause "environment, health and social cosidcrntions" 
docs Lhat mean we have to have an EIS for every lonn that is being considered'! Why 
Jn a l 1rnn program do we put the manugement for this enti ty under that type of 
unalyslR? They should deal with the financia l end and not the environment issue . 

Mr . Edcnso : We arc cons i dering item number six , the general c r.lteria to be 
nrpl{~d to the selection of capital i nvestments and then we i;ay , " economic con-
ti Jdera t inns and " Thls completely ignores anything to do wJth earning i ncome 
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 , maximizir.5 income. 

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

Mei;. Fleischer : I believe that the people in the State would like to know that 
whatever Lnvestment decisions are 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 build it. 

Mr. Crawford : The Department of Environmental Quali t y has veto power of water 
.. ischurges ar.d will not issue the permit for that plant if it is going to be harmful. 

Mrs. Fleischer : Then it should be in here. 

Mr. Crawford: Why duplicate it? 

Mrs. Fleischer : Why duplicat\' anything then. Many of our departments should 
be involved. I think they should all be considered. 

Mr . WohlCorth : 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 llas no ndverse 
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 . f'leischer: Even though they are negative impacts? 

Mr . Wohlfarth: I'm just t;il.king about grammar and English. 

ME..:__Lovc : It costs a lot of money to finance health and social considerations; 
it costR money to repair the environment that ' s damaged. I'm not so sure l would go 
along with such a stri t definition. 

Mr. HhodcB: 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 if lt costs money , then it turns out cos ting more money in 
the long run. 

~~.lcDowcll: What you ' re really trying to define in t he charter ls what con­
Rlclcr~tiuns s hould be included. You might say the group now is looking at the con­
slderatlons t hot shoulJ be included ln evaluating an investment are economics, und 
the other Ust , 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.:. 

Nr. Wohlfarth : Thls kind of statement should recognize that they can't ignore , 
there arc conditions to consider , but the prime thrust is economic in the trad:l.tional 
sense. I'm saying that t11ose costs , which are social costs , have to be weighed. 

Mr. Love : Part of the problem is these things are not appt.Jpriate to any of the 
Jtems we've discussed so fur, so 1ust where do they fit into the charter? 
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Mr. Wohlfarth: You can give all six equal weight, employment, income , environ­
ment, health, social , you may have a project that is 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 
elsewhere in the charter. 

Mr. PLl1J : 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 
go1ng 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 
wetght? Which way are we going to say it? 

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

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

Mrs. Fleischer : -------- Yes , let ' s do. 

Mr. Crnwford : Could we go down these and decide which is charter and which is 
po] I cy lw:i rJ? 

t!_~ l'ihl_: Items one, two, and three are charter items, and four , fivE!, six, and 
seven arc policy board items . 

Mr. Love : All of these things be included in the charter es general statements . 

What should be charter acts and what should be policy board ucts? 

Mr. McDowell: This is a list of general statements which provide the framework 
Car the eA tAblishment of policies by the hoard in the f ollowing areas of concern. 
The charr0 r will address at least these 29 points pl.us other matters which nre 
vury Sltbstontive, like where the headquarter s arc. It might be politically important 
but not i;uhstantive in terms of what H is going to do . t would suggest that the 
charter lnclucic a reference to each oi these items , in general tenns. 

Mr. l'lhl: [ though;: a general statement on prudence would cover a ll that. 

Mn: . Fleischer : T assume you mean t to the extent that geographic coverage shn ~ 1. 
he left open . 

Hr . McDowell : Or remaln silent. One of the options of 11ll these is to remain 
Ri. l.cn t . The chnr tcr con and s hould be silent in cer tain areas where you don't thJnk 
Lt is nppropr late to /,la~rn.a situations. 

tt.£:..J!.allagher: Something should be mentioned of fit ."lncial prudence , adcqu:itc 
(! Oil t t'O l s . 

Mr. Wohlfarth: Numbers 10 to 14 categorize relationships with other persons 
and instltutions. 
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Mrs. Fleischer: Should we make provision here for relationship to community 
needs? T' ve not seen anyth i ng that says the permanent fund is gain~ to respond to 
Lhc fell needs of communities . Like housing. 

Mr. Wohlfarth : One of the pr oblems we've had is poor communications . Perhaps 
we should put it that the board will get together with local governments and find 
out what ll\ey wnnt. 

Mr . Edcnso : Tne whole purpose of getting a broad base policy board is to 
include that , t 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 r a ther have a boa r d with a member from every community? 

Mr. Love: No . 

Mr. . Fuhrman : You could have a 65 member policy board, 

Mr. Edenso: One of the unique characteristics about Alaska's population and the 
pollticn l figures i nvolved with that population is that they arc first of all, 
vlsib lc . and secondly , accessible . If you do something t hat is earth shatte·ing or 
government shaking in th1.s State everyone 1.s going to he.:lr about 1.t . 

~tr. l.ovc: There ' s many cases wlv: re entire re ~ions uf the State have been 
totally ungry bcc.rnse 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 prlorl tics are . There isn 't any type of consulting or formal dialogue . 

Mr. Edcnc;o: There's about 250 villages . 1 would estimate the cost of do"lng 
thnt wtth a ten member boa.rd would largely inhibit uccomplishi.nA any kind of program . 

Mr_. _Lovc: You wouldn ' t have to send t he board to every village, just write 
a L(!t:l:l' r asking them every year to submit a statement or proposal on a project. 

Mr . McDowel l : By asslgning responsibility for r cccjving i nfo nnut lon from the 
puh l lc to government units , Legislature , etc . , to the pol icy board to L;ike ca-': of 
becuuAc later on you des·Ignate the policy bonrd as the appropriate recipient for the 
vlews of every community . Does that take care of t he relationship? 

~r. Crnwford: Could we vot~ on it ? 

Mr._ ~fohl fo r th: We should havcsome statement in the charter thnt the pollc y 
board w 11 I consult with l ocal govcrnmcnLR . 

Mr. McF11rlancl : So move . 

Mni . F Le lscher: Second iL. 

t!!:.:_Lovc: You mlght w::int to say lh11L .1 projcc- L over a cu rtain dolla r amouoL 1n 
11 spl!Clflc communlty could be turned down by t he locn l government in tlt11t nren. 

~~_Edcnso : That doesn' t mnke any econom:l.c Aense . Tf ~omebody wants to put :1 

project Jn,a pr ivnte cltlzen can get a pet.Ltion slgned by /t Crw or t he people ln the 
cornmunlty and klll t he project . You ' ve nlt'cn<ly done t hat when you say ''shall co.1 .:iulL 
w.I th loc11 I governments. 



Mr. Love : On priorities . We didn't say on lonns. 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 iust say tht.. project impacts that specific area. 

Mr. Wohlfarth: 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 pe rmane nt 
fund? 

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

Mr. Wohlfarth: Is there a second to the motion. 

Mr. Barnes: I second it . 

Mr. WohJ forth: All those in favor of the motion s ay "aye " . 

Motion defeated . 

Mr. Wohlfarth: Do we want to require partlcipa tion financing in a particular 
project! 

Mr . Love: Would you say e ither that t hey hove some private mortgages or that 
they ·reCJu lre 25% participation by another lender ? 

t1r. Gallaghe r: I think we might tell the pollcy board that they shou l<l consider 
LhoRe thJ ngs. 

Hr. ~kFa rland: Are you talking about murtgages now? 

Mr_._Gallaghe r: Anything. Wherever Lt's deemed desirab l v . 

Mr. McFarland : Le t' s suppose yc u buy an $80 thouHnnd mo rtgage from :1 bnnk n11d 
Lna iRt t hat the bank pa rticipates in that mortgage to t he extent of 257. . Thnt type 
of <lcnl wlll wipe out all the small banks. They can ' t Lio t heir money up li ke thut. 

Mr. Gallagher : What we're saying is that they should consider it '.n the 
c hn rt er whe r e it is deemed desinible. 

Mr . \~ohHorth: I 'm thinking nbouL $50 m1U1on pro1ect Lonna , I've JOll~ fel l iL 

wnR n r c.i l break o r imprudence to ha ve pnrtic ipot l on. 

Mr_._ r.1.I Lnghc r: Any proj1. c t thnt size shouJd be mnnd.itory. 

Mr. W<' ii forth: Shou l dn ' t we think about something l.ikc that in the lcgl ~dn t lon 
l1t!1 L Tt_) g1111~dthcpublic against the unhnppy e ventuality of poo r managemen t or 

wh11 tf'V<' r. 

Mr. Edcmrn: To r quire a percentage like 7 5%, 25:t pol'tic1patlon wh e re IL h1 
d c.:emclGI t•--;Jf;ibie, 

Mr. Crnwfo rd: On l~rger projec t s - - a $100 mlll1on pro juctR - - 101\~ r c nn rnunoy 
you ' v«.? Jus t cut nll the Alaslw banks out. 

Mr. Edenso : It ' s not exactly undes irable to hnve outside banks rnnku 11 cupicttl 
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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 . Wohlfarth: Tte question is, if we ' re talking participa tion, should we have 
n d11Llar Floor on the ~drticipation requirement, should there be a percentage? 

Mr. Edenso: fhe big concern is with residential housing 
resldcntial housing . 

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

let ' s exempt 

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

Mr. Wohlfarth· I'm talking about a percentage of financing the proj ect . Should 
we establish a percentage on tltat? Do we simply say we 're going to do it in partici­
pnLlon with other sources? 

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

Mr. Edenso: I think we ought tC' define what reasonable is; we ought to say 25% . 

Mr. McDowell: It might be totally unrensonahle in specific cases . . 

Mr. Gollaglier: 1 think the wo rds , "where lt's reasonable". 

~Ir . Al l1~n: Say we have a loan for $100 mi.J.lion fo r 25 years. You know the 
hnnkl.ng lndustry will not porticipat~ ln that and their s uccess in att rac ting outside 
lnvesLnrs to EeeJ money into the State of Alaska is very l~nited . 

Mr. Edcnso: The banking system shouldn ' t he in the pos.ltion o( maklnr~ I on~ t 0rrn 
cup ltn l izat Lon J.onns to beKin with. You cnn probably find 25 yea r Jong term fund!'! 
if yo11 re.qui.re part1c1patlon w'lth ll responsible f inAndng compnny such aa J lfc 
l11suru11ct• , that ' s the proper place fo r. lonA tf:!rrn lnvesting capital , not the comrncrclal 
b11nkl11g syatcm. 

~.!.r .. Gn_IJ_ash~i: : llow about projects where there arc gu:1r:t11tees from lnaur :rnce 
comp:rn lcG nml g ua r:rn tees from t he f'cdc rn t governmcn t? 

Mr. Love : Wlwn you've got ins urance o r guarnntccs you don't need pnrtlc ipatlon, 
do yt>u '! 

Mr. Cn lla3hcr: Thal Js porci.clpatlon. 

Mr . McFArluncl: lf you're talking uhouL purtlclpuLl.on of ll bnnk Lhnl Is Lryln~ 
Lo 1·wl l n pnc:knr,e, hnt's one LhinR . I f you're talklnr, about: goJng into u $LOO miliio11 
pro.)c r L nnd you wn11t insurance to p11L fn $25 milll<:>n , do you consldcr. thut pnrt1.d-
i>n t Lon ? 

Mr. C~11llogher: Flnnnc lnl p.1rlidpt1Llon rncnns Ho111cone else making :1 e r.edit c heck , 
Pll'ht>r gun rnntccJ ng or toking 25Z or Lhc pro.1cc t . lf you g11n r a 11tcc yo u also m11kc 
tht~ snmc c r edit check us you do .Ln mnk l ug llll l.nvcstmcnt . 

Mr. EJ cnso : When you rcqulru pur tJcip:it Lon you Hrc 1101: buying aH lnrgc n plcc1• 
of Lhe flC:t l on nnd you're 1.n surfn~ thnt: HOlll l.!Onl! u!Ae is going to be lnvolvccl. You ' ll 
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get the i11vol vement when you guarantee only if you go to the point where you have 
to call that guarantee. The expoaure is there regardless of whether it is direct 
or lndirect . 

1-! •• \fohlforth : Should there be ;.i per centage or should we use .1 ust gl!neraJ 
Lan~u:1gc encouraging participation guaranteeing our r eturns '! 

Mr . Crawfo rd: General language. 

t!!.:_Gallagher: There should be a general statement that we encourage Alaskan 
ownershlp. 

Mr. McDowell: To encourage an Alaskan market for Alaskan equities. 

Mr. Love : I would certainly endorse that because they recycle the money !Jack 
lntu Lhe economy at a better rate t han an oucsider wlll . 

Mr . Wohlfarth: So fourteen is finished; we'll pass to fifteen - general powers 
and pa r ll1.1me11 ta ry rules. We talked about the fact that we ' re going to have genera] 
corporntc powers -- parlia.menta ry rules , the board will set up its own rules of 
procedure. General powers of management - sixteen . 

Mr . McDowell : The defined powers and r esponsibili ties of management - - in this 
c:nsc Lhe chief executive officer -- are nonnally stated vey s lmply . Hls sole powe r 
LR to present lnvestment proposals to the m~nngement board. Thi s clearly put s 
accourll abllity and responsibility togethe r. It says , "no one. except the ma n:igemcnt 
and sLnf( can present the propooa1 to the investment C'ammittee . 11 

~l!· . Ga llngher: When you present it , do you have to come in with a posl tive 
re<.:ommend:1t1on? 

Mc . Mcllowcll: There arc going t o be cer tain cases whe r e t he staff may want: to 
gn to the board for n f inal clear dccis ion. 

Hr. McFadn..!!2_: l think we shoul<.l get a r ecommendation one way or t he otlH~r 
even H it goes to the board . Either we fnvor thts or we don't. It l!Ould snvc a 
lot or time . 

Mr-. Edenso : 1 have a question on numbe r 14 . We s aid limit these geo~ raphlcnlly 
tu Al11H ka, or cnn we participate or help t o f l nnncc an investment in Al11sk..1 that ' s 
owned hy or initia ted !>y somebody In thC' lower l18? 

Mr . Wohlfarth : 
bcin~-equnJ. 

AR Far ns we got was givin8 /\Jnskons prefer ence cver ytli lnR c J n~ 

Mr. Plhl: 1'huL' s as Car aH ,, projecL la c oncerned '/ 

Mr . £denso: l H t he limltalion Reographlcally to Aloskt1 or is i.L n llm LLu l inn 
Lu AJnskon-o\o7Tlcrl industries ? 

Mr. Crawford: How do you de fine A I ask.:111? The e lt ct1 on rule is 30 days before 
c I <'1 '. L f on . 

Mr . Gullagher : Thn t ' H fo r Lhc policy board t o d t d de . 

Mr . Wohlforth: We' r e down Lo Lhc chlof cxecutlvc officer a nd t he ougr,es tlon 
Lhnl hr; be required to recorruncnd or no l recommend a p: r t i cuJ nr f inancing. 
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Mr. McFarland: It's a waste of time jf 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 far down the organization to clearly 
define all of its f unctions. 

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 converaation now? 

Mr. Wohlfarth: The policy board, the management board, etc . 

Mr. Fuh1:man: And the staff. It's easier to talk from the bottom up than down . 
What l 'm sugges t ing is that t he staff , including the president, be responsi.ble for 
acc:ount:lng 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 inrernal ndvisory assistance in their f unctious 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 
ordin'i1ry ope rations." The charter should say just about that. 

Mr. Fuhrman: Right, and "invest or reinvest monies not subject to investment 
conuni ttee or policy board approval", which is a general statement nnd avoids the 
:iqsue . 

Mr. McDowell : Without clearly sayjng exactly all t he things it's go i n3 t o 
do you can 1 t define the operating organization ye t , 

t!!· Wohlforth: Do we agree with the gener11l statements as it concerns t he chief 
executlve officer? 

Mr. Fuhrman : I don ' t envision the chief executive officer is going to ar rive 
alone 11t the investment committee to present the proposal. He would bring tha t member 
of his staff who has worked on the packaging to mak~ the pres entation with him . 

Mr. McDowell: You must make him r esponsible and accountable for it, even though 
he is t omple t ely supported by his s talf . 

Mr. Fuhrman: He 's not r espons.:.ble for it a t all if the l11ves t ment commi ttee 
decid°Cs t o make t hnt l nves tment. Then 1t i s the i nvestment committee as a whole 
that ts r espons ible . 

Mr. McDowell: lie has recommended it and he is rcponsi ble for presentin~ it. 

Mr . Fuhrman: He has presented i t on a financia l baz i s and the investment com­
ml ttec ls going to l ook nt it on n f inancial bas i s and i n conjunc tion w'll.11 the po U cies 
which they have 'Ln terprcted as coming cl own from the policy board. 

Mr . Mc. F'arland: Then he wiJ l e j ther r ecommend i t or no t r ecommend I t. He has 
Co be a ble to t e ll a per son t hat lits l oan is no t so good and no t to expect t o get 1 t . 
Bu t if he insis ts on it golng to t:hn board it should go to the hoard. 
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Mr. McDowel:1 : There are a lot of ways that could be handled in a positive 
manner but are not tecl.niques that could be defined in a charter . You just have to 
make swneone responrible. 

Mr. Wohlfarth : We all seem to be agreed on this . If the draft workshop plus 
llie Price.• Waterhouse comments are aceepta ble, then we nre a.t nineteen -- confl il;t· 
of in L cn~!-i t . 

~1.!':-~2_1:_~her: This should on Ly rn down to the chief e xecutive officer level. 
Below t:llat you can handle it as internal policy. 

Mr. Crawford: The chief executive officer is going to have t o disc lose? llow 
for dol!:-; 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 polic i e s for loan commiltees? 

Mr. Allen : You file a public financial statement . 

~tr. Love : When you talk about the board, there are two boards , n poli cy bonrd 
anrl .1 loan committee which includeci four outs ide directors. lfould those four outside 
directors fJle a public conflict of interest report? 

Mr . Gallagher : Yes. 

Mr. Love: That seems like an adequate procedure t o me . lf a ll r: hose peopl e 
are fl 1 l ng confli c t ot interest stateme nts it seems perfcc: t J y .1pproprla te rur Lhc 
olht·r fi t:arr to conform to whatever internAl pol i c y you have . 

.-Ir. \./ohlforth: All right. General fina nc fa I goals, level o f pro f i Ls Lil '" ' 
.'llt.:ulrwd, protec tion of capital, prude nt management of a s s e t s arc next on the I is l. 

Mr . Gallaghe r : I L' s pretty well c ove red . The only thing l s leve l of prn1' jt, 
make sure that we have a reserve fot· bod debts . 

Mr. P lltl : We wen~ golng to have some thing on seeking to c ompens HLc fn r 
lnf'latlon -- I me;in building your pr111c lpal. by leaving that nmount o f yo 11r J.11<· omc 
tu compens ate for ln(l:ition. 

ttr._ Gallagher: I'd be against tha l becnus ... t he r e would be no thing left· o ver . 
No income if you odded to the princ lpA l every year from the Income l o compens .1 tc f or 
the infl ationary loss of t he dollar value to the prlnc ipnl. 

Mr:: Mc Farloncl: But fo r a certai n pe riod of yea r s yo11r int·omc woul d h\! ln f l<Jt(•d. 
If yo u Hfllcl uLl ten yenrs ago at a certain pric e , t e n >•ea r s I r orn now LL wi l I hnve 
cs1:a lnr eel 1.:ons idcrnbly . 

tlr: c;nu<!.ghc r : That would be returnt> o f( t he fund. 

Mr . Ed~nso : That assume~ t·h e only l:ap.lt:il in the fund ir. goinJ.t t o be• 1'0111.r l b11Led 
t:npitnl manda t ed by the c onstitution . It doesn't t a ke ln to c ons id e r :it l o11 Lh c poru;l-
b 11 lt h ::1 of Lss uJng debt to obtain debt copJ.t;:il. 

Ma· Mc F.1 rlanu: I f we put Lhe jnfl:i tiono r y fn c t nr in nm.I r cL. 1ln Lh:11, I <l on'L 
- I 

Lhlnk -11 · ll ~H pns L the i cgiHlaLure wl t h lt. 



Mr. Wohlforth : We seem to have some general agreement about not having a 
r etained earnings r equirement equal to inflation ~ates, unless someone feels 
strongJy otherwis~ we'll go on . Borrowing powFcs and limits , if any, of t he 
cor r.oratlon . 

~f_r_._ Gn~~~ab!_i:: T think it should be able to borrow, but that ' s a policy nr;1tt1•r. 

~l.r.:..~: Uut the char ter has to say thnL you want Llw power to bo r row. 

Mr. Hhodes: Can we at this point, not knowing the size of the fund really ln 
f lve yea-rs,~ we establish some overall ration of the leveraging total on loan 
guarantees , tre~r it as direct liabilities? 

tlr..! Fuhni ...... 11 : We've discussed this and ind icat ed 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 wha t they would do with it, whether to take advantage 
of lt. The concept we ' r e r ecommending i5 that you at leas t have the ability to 
l everage and then l et time determine whetl1er you do or not. Then we discussed 
whether or not you wanted to have built into the l egislation capital rat i os beyond 
which you wouldn' t go if you were to leverage or t hat you would always at all times 
maintain at least so much equity per debt or varlous units. Whether or not guarantees 
should be counted as a liability on a dollar for dollar basis . Our thought there 
was thn t if you cho8e to have those kinds of l:i.mita tions at this poin t they would 
be in the charter , much broader than what the market place wi.11 ultimately let you 
hnve anyway . That whenever you enter the market place to borrow , or whenever you 
place your f i rst guarantee on something that someone else is borrowJng there will 
be bu 11 t lnto tha purchase agreement restrictif)ns on what the permanent Fund can do 
from then on witn r espect to its capJ.tal ratios , which will be more r estr ictive t hnn 
•myth f ng you put in to the charter. The? re fore lt ' s not very important one way or 
the other whe ther you have it in the charter. 

M1· . Wohl.forth: So the borrowing power s should be in the charter hut l lmf ts 
shouJ.d not: be . Is t hat the consens us? J\11. rip.ht , twenty Lhrec . 

Mr. Gallaghc·r: T think the expense1:1 should all be paid hy the f und. 

Mrs . Lehr: What would be the determination of the hudg<" t·? Ts the re n11 y I lmJ t Lo 
II.wing fancy of fices'/ 

M•:. G1tllagher : The pol lcy board would have to approve the hudgc t. 

Mr. Love : Let ' s say rhut the budget go to the legis lnLure. 

Mr. Wohl.forth : ShouJd the budf~c t be ~rnb.J ect to the Ext···11t:lvc Uuc1 gt: t J\ t· r 'i 

Mr . Ga Uaghc r : I used Lo be for lt untll 1 saw l 1 c ntl'l1unt l ng imp 11 rn t lom: If 
you have a reserve for b:id deb t -- the po llt:icnJ lmplicat l ons of goJ ng Le> Lhe Lev, ls­
lature For supplemental for reserve for bad debLn. 

Mr. Crawford : I t s 10u l d be exempted fr om the Uudgc L /11 r for a coup I c nr rc.1snns . 
Tlar pr imary purpose i s fosulating thls f rom polltlcnl 1.nf11a•1u·c . 

Mr . Wohlfortb: Would you make a motion to thnc effec t ? 

Mr. Cra~ ord: L so move . 

Mr McFarland : l second. 
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Mr. Love: I want to speak a6 • .ainst 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 permanent fund f r om some type of 
l egislative review as t o it's l evel of expenditures foL managing the fund. 

Mr. Wohlforth: How does the World Bank do it? ls the operatlng budget taknn 
uut of income without regard to national government's direct line item appropriat .lon'! 

Mr. McDowell: They are completely independent of the governments on that muttP.r . 
The board of 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 
belmving in general in a re&ponsible, reasonRble and prudent way. It is accountable 
to the public , the executive, c.nd the legislature for behaving in that manner . 
You appoint those pollcy board members to represent the interests of the people of 
the Sta te of Alaska and expect the~ to do it. 

Mr. Edenso: L'm in favor of the motion . The quality of the people you're 
going to hire, the process that is going t o require them to be placed in that 
position, the public visibility of them before they get to that positio .. , are all 
going to work to 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 
abili.ty the lncome earning side of the permanent fund which also means holding down 
expenditures . Finally , I think a major reason for not hnving the permanent fund 
r. hief executive officer go through the legislative process is that it would force 
him t.o acknowledge that f ir3 t he has the policy board to answer to and secondly he 
hns to go to t l1e legislative body annually to obtain what he thinks i s a r easonuble 
amount of dollars to carry out his Job . That means he has not nine but 69 bosses . 
lie will spend most of his time lohbying the legislature just to get what he wAnts. 

Mr. McDowell : The budget in this kind of an institution , also includes its 
operating revenues, which in e(fect i ncludes lts loan and investment progrnrn . Tht> 
budget is the complete financi al plan. 

Mr_._I~~: Whnt we're really debating here nrc 1.ssues like staff, satnri.cs, 
travel, offi ce space, consultants , etc. 

Mm. Lehr: What control does the legislature have'! It cnn only remove the 
members of the policy board tor cause. f don ' t oce whC!re the control (;Olnes ln from 
that h I ghcw t level. 

Nr. Rhodet1: Thelr reach is the charter. They can lay morf:! s pecif ic prJ or l tJcs 
down. They have the final remedy o( cak ln~ the budget process in lwnd 1 f It t urned 
out that l owest stof f members was being pnid an C'xorhiL1111c :uno1111t. 

Mr. McDowell : Their flrst option would be to fire the policy bo11nJ. 'l'hcJr 
HcconcJ option would be to change the chnrter. The pollcy bonrd lH not bcJnJI. pnlu. 
They d" not shore in t he beneflts of 1wy of the opernting eypcnscs of Lhc fu11d other 
thall probably the ronferencc room nn<l per diem to attend the mcetlngs. They 11r · 
ftOi.ng t o decide on whnt ull the r est of t he people sec, but t. hcy th<!nrnclvcw will uot 
benc(it from their dccisi.onR. You ' ve got 11 very good sepnrnt lon of power. 

ttr.-. Potcr~ .. r. : This p. licy board is appointed by t he Governor. Tlwr0 ' k! l\ l'l 

confinnntion by the JuglslaLi.. ... e, t here ' s no direct <1ppo ln tmcnt by the lepl1:1lutur"· 

Mr . Phi.I: lt Ls confirr.H!1i by the legislature. 
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important thing is for the public to know there will be checks and balances on the 
fund . 

Mr. Rhodes: I'm not sure in the case of the permanent fund if described ai> 
independent, that the public would necessarily be reassured, that the lagislature 
!tad auditors looking after it . Peter, where would operational evnluations , post 
audits, be done? 

Mr. McDowell: That depends. There are very few people outside the lnstitutlon~ 
qualt7Led to do operational evaluations of capital investmen. development i nvestments. 
It ' s a speci alized internal acdit 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 "Cvaluation. 

Mr. McDowell : No, they are separate . 

Mr. Love: My question is in what instance ls the public given the rlr,ht co 
examine the conclusions of the evaluations so they can react and have their i nput 
into the way the permanent fund is being managecl'i 

Mr. McDowell: The only thing you have to watch out for is that you reserve the 
con f ldentia lity of information given to you . 

Mr. Wohlfarth: that tnkes us ri~ht through number twenty nine . Tl1is mcetinR 
is ndjnurned. 

Mcct1n1•, ndjourned 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 
Decision 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 l egislative authority t ·1 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 conf irmation, 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 boarcl 
without voting power - in an advisory capacity only. 

Mr. Wohlfarth : Could we get to the question of P' or not we are subject to 
the Executive Budget Act? All those in favor that the _ . d not be subject to the 
Executive Budget Act signify by saying "aye". Opposed? 

Mr. Love: Nay. 

Mr. Wohlfarth: 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 f.rom operations. Twenty six, proportion of the total capital of an enterprise 
or project which the institution may provide. We've been over that. Twenty sl!:ven, 
general requirements for independent audit and public r~oorting. 

Mr. Gallagher: On public reporting - at least as t 11e Treasurer I'm required 
to report e!ther annually o~ semi-annually, includiii>J, a li.st of my i nvestments , 
and I don't find that objectionable. 

Mr. Wohl forth: Is it agreed that we need independent audit and public report­
ing including performance evalua t:ions'I /\11 right. 1'wenty eight, general require­
ments for operational evaluations , post audits of capital investments. Do we 
agree on that? 

Mr.. Cr.:iwford: In the draft bill t he re was a provision that the executive 
directors were the ones who did the audit . I think the audit should go to the policy 
board rather than the executive directors . The executive direc tors and t he inves tment 
committee arc making the i nvestments and you can 't have anybudy who is mnking 
investments doing the audit. 

Mr . McDowell: I t hink the policy board should be the audit commit tee and 
should be the only r ec ipient of reports f rom the outs ide Auditors . 

Mr. Wohlfarth: There is a lcgisJ.oti.vc audit which could be the-Lr control. 

Mr. l .. ovc : I think we should recommend that they have Rll uudit. It wou.ld 
serve the public i nterest better t o have an nudit . 

Mr . Rhode a: [ think the most recent precedent wouJ.d be the Alaska rowet· 
Authority where they chose an independent audit rather thnn a legislntive. 

Mr. Love: That audit would be sntlsfuctory, but I think it woul d be good to 
soy thnt an inJependent audit would be done annually, but the legislncure would hove 
t he uuthor1.ty to do its own independent nudit H it deems necessary . I 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 al some of 
the sectoral analysis and lending functic~s 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? 
Oo we have the right under the Constitution to do the things a~ked 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 communi ty wanted a better definition 
of "encourage and assist the participation of private capital . . . in privar:e enter­
pri!'les of benefit to Alaskans." They didn ' t understand what that meant. 

Mr. Motley : I think their problem wt.s they thought that was getting to be a 
specific guidAline . 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. Gallngher: 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 a t several differ ent times of the year. I think it 
should apply to fisheries as well and tourism. 

Dr . Logsdon: Perhaps you do not want to inveF': the 'Permanent Fund money in 
Alaska at ce rta i n times, you may want to move it out of Alaska to avoid t he impnct of 
investing tn extra billion dollarf. 

Mr. McDowell : The issue of timing investments could become important because of 
t he cyclical patte rn. There should be discretion ln timing investments and t hls 
should be one of the criteria . 

Dr. Logsdon: My reasoning was that the big push in Alaska has been to lncrca~e 
government actlvities and 25% of the royalties monies will go into the Permanent Fund, 
leaving 75% i n government which is going t o lnc rease the government even foster. During 
this perlod I t hi nk it may be well to back off on the Permanent Fund , or withhold it 
until you tire ready t:o see which dir.cction things move . If you pump t he whole bit in 
at once you could have n big explosion. 

Mrs. Fleischer: You're not saying this would mandate smoothing ou t t he cyclical 
cycle? 
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Dr. Logdson: I'm not talking about a oeasonality employment, 
basis but on a longer term 1~ 1sis . 

on an annual 

Mrs . Lehr: This list is fairly generalized and I don't think it could be inter­
preted to mean that every investment has to me~t every one of these criteria. They 
are just general guidelines. 

Mr. McDowel l: The crucial sentence in paragraph 17 is Lhe last one. It says, 
"The Permanent Fund shall be guided in all its decisions by t he purpose set forth Clbove." 
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 is elaborating on it. The Permanent Fund's management is put on notice that 
decisions should always be considered in light of paragraph 17. 

Mr. M1:Parland: Anything else? Can we go on to page two? 

Mr . Love: Can we insert before tl. ~ word "seek" at the top of the page, the 
words, 11primary purpose"? 

Mr . Pihl: The overriding or controlling principle shall be t o seek t 0 maintain 
the principal. 

Mr. McDowell: Ther e are six or more ways of going about tha t . 

Mrs. Lehr: The purpos e is the ultimate benefit of present and future generations 
of Alaskans. 

Mr. Love : 1 think i t shoul d be to conserv~ . 

Dr. Logsdon : I t end to scratch t he last half of that sentence becau~e t ha t' s 
the only way i n which you a r e supposed t o i.. eek to prese·cve the capital of t he Fund. 
You do these other things fo r some other purpose , but this i s t he one thn t you use t o 
preserve the capital. 

Mr. Love : Should we put a period af. t er sound i nvestments or af ter futur e 
generat i ons/ 

Dr . Logsdon: Either one -- probabl y thr ough sound investments . Sounds llke the 
only way you can preserve i t is through lnves tment gr ade securities . We or e ac tua.1.ly 
talki ng about preservi ng it t hrough other means as wel l . 

Mr . Love : Maybe of t er getllWa t i ons . Maybe you want t o make some sort of i nves tment .; 
which in t hemselves woul d be d sky but if you mainta in a system of res(~rves , overall 
it would be a sound i nves tment pol icy . 

Mr. Al l en : That ' s prudent management bu t hus no effec t on risks . 

Mr. Gallagher : You could set up a reserve when you make the high risk Lnvestment 
a t t he s t a r t: . The i dea of r eserve :Ls f or bad debts -- I guesi; t he <l ef.l.nltion coul d 
be ma<le to cove r prior m:d active r eserve , bu t t he usual definltion of reserve fo r 
bad debts i s a fter t he f ac t , a f t e r you've made sound i nvestments . 

Mr . Love: 1 move t hat we reword number s i x to any , "seek sound i nvestments 
in investmcn1: grade securities ." 

Mr.s . Fl eischer: I second i t. 
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'f Mr. Gallagher: I think" the ~·'~v 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 b~ presently investing in the State to do it out­
side the State. And that's the way to pLeserve it. 

Mrs. Fleischer : I thought that was the wain idea of pr eserving the Fund. 

Mr. Gallagher: It is, but you're describing further benefits to Ale ~ans. When 
you descr J.be further benefits 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, so you are preserving this 
money at this point in time to conserve it later to be used in the above five 
purposes. 

Mr. McFarland: It's window dressing. Why don't you say, "seek also to preserve 
the Permanent Fund for future generations." 

kJr . L~: Thal sounds good. 

Mr . Motley : There ' s a motion on the floor. 

Mr. Love: I will amend the motion to incorporate the language that Mr. McFarland 
just used. 

Mr . Motley : Would you like to r~state your amendment ? 

Mr. McDo•,,ell: "Seek also to preserve the Permanent Fund capita l II 

Mr. McFarland : All those in favor signify by !-laying "aye". 

Mr. Gnllogher: No. 

Mr. McFarland: Adoptc.d . Cnn we go on t o composition of the Permanent Fu11d? 

Dr. Logsdon: One thing that keeps bo t hering me nnd that's the Corporotion as 
something Reporntc from t he Fund. The Fund t think of as money nnd ln the last sentence 
of the (irst pai:agrnph it says" cxct:pt thn t income ;i,n the followlng amounts ml\y be 
retAincd hy thr. Corporat i on." Because if you s11y , "by the Permnnen.; Fund" it goes 
back Into the Fund nnd " a n t his '1e used? 

Mr. E<lcnso : Throughout the bill we 've u ~. ed lhe Alaska Permanent Fund "ln t:cr c hn11gc­
ably to refer to the Fund , t he capitol of the Fund, ond the Corporatlon. 

Mr. Mc Dowe l1: We t alked about this quit t a bit and tried to use a d lf ferenL n.imc 
buL we kept runnlng into nll kJnds o( prob.Lems because the fund of money and the organ1-
znt lonaJ cnt lty .)uHt: nre Ln Reparable. Ther e hns to be legal entity i. . addition Lu t he 
Funrl . The Fund i R n govcrnmen taJ accounting c 1 ass i f ica tion ; ther e has to be~ n n 
oq~anizat l onal entity ns well, so we pu t in 015 to de(inc thnt there woul d be a 
corporatlon and would be called the Alaskn Permanent Fund; 010 says there ls n fund 
cnllcd the Aluslt11 Permanent Fund. Bot h th f.ngs exist and both nre used exactly the 
snmc way nl I. through. Whether you're tulkf.ng nbout the account or whether you're 
ta.I king nbo11t the corpora Lion . it didn't scu~m to matter once we said thc·r e were two 
nnd they nr • essential ly the same . 

.Q£:_ 1.og~don: l guess t hnve to nccept: it because everybody seems to agree to it . 

Mr. Motley: We're us ing interchangcnbly th1 prlncipal of tl1e Permanent Fund and 
the entity of the pcrmnnent Fund, that ' s whul: you ' re concerned with? 
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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 ])epartment of Law. 

Mr. McFarland: I think in the normal process of this bill it will pass through 
these types of hands. 

Mr. Pi hl : A question on paragraph 020 - whether it should not read "at least 
twenty five percent" and also provide for the legiolature to establish a percentage 
at something higher than that annually if they so choose. 

Mr.. Love: You could say 25% plus money appropriated annuall y. 

Mr. Allen: That isn't haw the Constitution reads. 

Mr. McFarland: The money hss to come from mineral resources . 

Mr . Allen: Where does it have to do with the budget? 

Mr. Gallagl1er: This bi ll will last from year to year. If you set a good number 
it will las t without get ting another bill introduced. Let's go t hrough section 
by 1:1e.c t i on, 020. 

Mr. Edcnso: I would like to ask the committee to announce their feelings on 020, 
paragraph 1, the amount needed to pay the opera ting and administrative expenses of the 
Permanent Fund. I think that's a very impor t ant item. 

Mr. Gallagher: I thought we would t ake t hat up under the 'budget section. 

Mr. McFar l 11nd: Under allocating a reserve account. Do you contemplate hold :lng 
out reserves 11t na tional schedule - - 3% , 5%, or whatev~r the national norm is? 

Mr..:__.9a I.lasher : No , this r eserve i s a Hnancial reserve, and under 090 i t says , 
"conalstent wi t h sound financial pract:l.ces ." In other words, an audit or CPA firm 
l ooks at the quality of the assets, they will pick a number t hat is appropriate and 
reserve for bad debts. 

Mr. Mcfarland: Arc you going t o rely on them to pick the number that you reserve? 

Mr. McDowell : ~hey will eva l uate management's estimates and LJ~nent accordingly . 

Mr. Mc fo'orlan<l: Bod debts com<! out of d'lvidcnds and not out of the general fund -­
not out o f the expense fund . 

Mr. Mo t l.£.l'...:. It will come. out of r eserves . 

Mr. Swick: Are t he provlsiona of one and two of 020 the lnw that i s allowing 
you t o keep enrnings f rom going to the general fund? 

Mr. Gallagher: Yes . 

Mr. Swlck: Does the words "reserve account" address :1tself only t o the reserve 
(or bad debts concept or does it go beyond into a c redi t r eserve for some other 
entities? 



Mr. Motley : It's not just reserve for bad 
its language. 

I think it's broad enough in 

Mr. Richards : We are limited to 25%. 

Mr. Love : Should we be recoaunending 35% the first year? Is 25% too low or is 
it about right according to the revenue needs of the State? 

;allagher: I'll be discussing that wlth 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: l got a little lost with "reasonable proportion of longer-tenn . •. " 
What do you mean by "reasonable?" 

Mr. Motle.y: It's a limit factor. 

Mr. Gallagher : We had a hard time with definitions in (c), so we finally defined 
it as to municipalities and state agencies, things l ike that. In (b) the words 
"private enterprises" docs uot include things that are not enterprises. A person in 
a single family dwelling is not an eroti= .. prise. 

Mr. Motley: Dut you ' ve covered it ur.der (c). Public corporate entities. 

Mr . C::l.llagher : How about private businesses? How about changing thE' word "enter­
prises" t o "entities"? 

Mr. Allen: How do you define "entity" ? 

Mr. Gallagher: A home is a productive asset of an individual. 
fall under these three definitions? 

Mr. Richards: Housing loans? 

Where does it 

Mr . Motley: Why don ' t you add that. Say productive private enterprises and 
home loans. 

Mr. Edenso : I would suggest t hat when you are financing a home that i.t is an 
lnveatment grade security -- mortgage of some kind. 

Mrs . Flelsche r: Is that true of every home you finance or just some homes? 

Mr. Love: llow about the center for old people in Fairbanks? 

Mr . __ (;n l.l aghe r: T move t hat we amend section (b) -- strike the word "enterpdse~" 
and put ln t he word " ent :lt Les". 

MrR. Fleischer: I think i. t s hould be c lear that home loans be in here , and H 
changing the words to "ent ities" doesn ' t do it , then we should odd a (d) and do it that 
wny, but we should do lt explicitly . 

Mr. Edcnso: Why don 't we take the lost sentence and say, "These i nvestments may 
take the fo rm of ~quity, l oans, mortgages , home loans , housing financing, or loen 
guarantees, " or somethi'lg of that nature. 

Nrs. Fleischer: That would satisfy it, I think. 
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Mr. McDowell: I'll explain this best by example. The way (a), (b), and (c) are 
writtl'n , the mortgage on a specific home of somebody in th~ State or anywhere else, 
would be f inanced under (a) or (c). An investm~nt in a home building company, privately 
owned , would be financed under (b). But if yo1t squeeze (b) and allow it to do what (a) 
and (c) should be doing on home mortgages, ther. I don't think 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: I'll second the withdrawal. 

Mr. Gallagher : I 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 capit~.l for financing the establishment, 
improvement, and expansion of, - - I want to use a word that describes · iousing 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: Is a house considered an investment grade security? 

Mr. Gallagher: Your mortgage is. 

Mr . McFarland: Do you want to write another section to cover hous i ng and let 
someone else write it out for us? 

Mr . Gallagher: Yes . 

Mr. McFar.Land: I s that agreeable to everybody? Will you have somebody do tha t? 

Mr. Edenso: DrAft a (d) on dwellings. 

Mr. Love: I would move on section (b) on the seconc;; line, the word "longe r term" 
l s removed, and ask for unanimous consent. 

Mr . Motley: What' s your motion? 

Mr. Love : To deduct the word "lon~er-term" on (b), second sentence Jown. 

Mr. McFarland: ln other words it would read, ''The Permanent Fund may not invest 
more t hnn " x" percent of lts resources to provide a reasonable proportion of investment 
capital for financing the establishment, improvement , •.• " etc. 

Mr. Love: I don ' t th'lnk we should limit ouroelves ln terms of long or short term. 
r'll make ;i motion to remove the word , "longer- term" from (b). 

Mrs. Fleischer: I 'll second it . 

Mr. McFarland: All those in favor signi.fy by saying "aye". Opposed? Motion 
lost. 

Mr. Edenso: lEl lt the direction of the co1mn:lttec t lrnt we do want a section (d)'i 

Mr. McFa rland: Yes . 

Dr. Logsdon: Could t have an explanation of the ter.n "equity" i n the fas :- sentence? 
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Mr. Motley: You could buy stock in a company, for ' instance. 

Hr. Richards: This would iu.ply equity a~ distinguished f::om 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: I think the words "at least" in (a) provide us with that flexibility, 
and that we really ought to reconunend percentages. 

Mr. Motley: In 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 wan t 
to get into that right now? 

Mr. Love : Maybe 40% for (a) and 30% for (b) . 

Mr. McFarland: Let ' s do them separately . Forty percent f or (a). 

Mr . Ede, go: I'm still not convinced that we need t o add a (d) section. 

Mr. }fcFarland: 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 ar ea, 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 
ln the housing area regardless of the credibility or desirability. 

Mr. Allen: We dcn '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 L~ll ht m it is right there i n (d). 

Mr. Gallagher: There is nothi ng in my area of investmen t grade securities that 
includes the word "mortgagt!S11

• 

Mr . C:denso: 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 r eason I want to put a lock on houslng was to make sure it 
didn' t swamp private enterprise, so t hat's why I want a section (d). 

Mr. Edenso : At no other place in t he bill are you referring to any par t icular 
section of the economy. You don't re fer to fishing per se , or forest products per se, 
so you're going to ~et th e 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 11housing 11
• 

Mr. Love: We could change it to expansion of productive private enterprise and 
facilities whkh 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 i~ ~ncluded in the intent of a bill that used the word 
"productive" . 

Mr. Love: Well just eliminate 11productive11 and have private enterprise by itself. 

Mr. Richards: Why don't you just explicitly deal with t he 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: 40% -- 25% -- 25% -- 10%. 

Mr. Gallagher: I move 40% -- 25% -- 25% -- 10%. 

Mt. P lh.l: I ' 11 second it. 

Mr. McFarland : Moved and seconded. Any di~cussion? 

Mrs . Fleischer : Is there a ceiling or a floor on hous ing? 

Mr. Allen: There is a ceiling . 

Mrs . Fleischer : In other worJs you're saying no more than ten percent in housing. 

Mr. Gallagher: Ten per cent would be $180 mill ion in direct loans. That doesn't 
mean you can ' t assist it through loans of Alaskll llouslng Finance unde r (c). 

Mn~. Fleischer: J would s peak against the motlon because I want to sec SOZ i n (a) . 
[f the purpose of the Permanent Fund i s to conserve a portion of the State ' s revenueh 
for t he uJtimnte benef it of present and future Alaskans I thi nk we s hould put 50% 
in (a). 

Dr . Logs~: All of it is towards con~erv~tion of the principal. 

Mr. Lava : At t his potnt we shouldn ' t lock outselvef' out of lnvestment opportunltles 
in J\laskn . 

Mr. Allen: You've got to consider your yield i s goin0 to be lea~. 
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