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Int roduction : 

Morgan Guaranty Trust Company of Nev York sincerely believes 

the State of Alaska has the opportunity for the first time in the 

uast 100 years to diversify its economy through a well thought out 

JJJ.fiL~ 
economi c development programowhiea &~G~d di.ue~1i,.,- t he eca.notl\'f. 

This development program must involve the State Gover nment' s ad.min-

:stration and the Legislature~ Native Corporations, und private 

co?tt'llerce, industry and finance. 

But this opportunity, as we all know , can be fraught with 

:·!·oblems , selfishness of vested i nterests , and the results. of bad 

·-:r11~agc?ment. It is important to minimize these potential threats to 

.,_ "i··. :cessful development program. We believe that t hi s can only be 

:!:me by ensuring that the financial, economic , and legislative 

"'·-e:-icnts , necessary to conunence the development program through the 

: ~o~.e of Alas kn Permanent Development Fund , be fi rmly set in place 

·~:id .... 1th reasonable consensus. Only ln such o. way can the fow1do.tion, 

11:1 wluch the Permanent Development Fund must s it and rely, be strong 

.. :,ough to allow for the success of this ra!"e economic diversity 

<le veJopment opportunity . 

ConGcquentl.Y , in the past s ix months we have :;tarted educating 

.:>u:·ncl vcs on 1.hl.! laws of the Sta te, t he opportunitiei:; nnd guideline•. 

''!::l.ubl.i shed by the No.tive Clnims Act, nnd the economy . '!'his educo;:,ional 

~nH~c·ss wi ll continue certuinly through 1976. Howcve 1· 1 a.t t his t . me " e 

o '.'fe::· our idens, suggestions , a.nd some analys t s . T1~is analys is ic; 

: . ~ · i1.: !' , but essent i al. It pl'itnurily involves a. credit commcntnry of 
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the State and questions relating to revenue and economic development 

concepts and management. We also provide some suggestions about the 

Munici]:$al Bond Bank. We explain our suggestions about the proposed 

constitutional amendment creating the Permanent Fund. And, finally, 

we embark on a discussion of the Permanent Development Fund. 

We realize we are from the "lower 48" vhich· has a history 

of telling Alaska and its people how it all should be done. What we 

offer is suggestions based on our experience in the public financial 

sector and private capital markets. Our task is to try to be of 

service, even at the risk of drawing conclusions and imparting suggestions 

which may be controversial or muy be critical. We hope our forth­

rightness will be judged based on the value of truth behind it, not 

by its face and first impression . 

* * * 

Credit Corrunentnry (Report Appended) 

We are not comfortable vith Alaska ' s present fiscal sitwi.tion. 

And ve understand neither is the Commissioner of Revenue and the 

present government. Dut neither are ve comfortable of mortgaging the 

:-..i ~. ure, by spending today future oil revenues. Fisr11l responnibility 

: cl essential in Alaska. Just ns w~ are experiencing in New York, 

ot her Eastern States und certain cities in the "lower 11811 , ve think 

1\.l n:1ku c:nn nnd must learn from some of thc!lc follicn. We nre heartened 

':!/ Lhc uppronch \.'hich the present Alnsku Admini stration i s taking t o 

:·vi. urn ~o I:! balanced budget and shorLly thereafter to considerable 
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However, we want to caution. that the debt per capita must 

be reduced and the size of government, especial~y in personnel, shoul d 

not rise. Governmental bodies can no longer rely on the debt markets 

to fund their priorities. Governments can no longer expect note sales 

to be refunded by long term bonds for the bond market is not always 

receptive. Nor can Governments continue to rely on medium or poor 

quality management. We have seen what many years of bad management 

has wrought in Government operations and with it more and more people 

on Government payrolls. Unless and until Alask.a can balance its budget, 

reduce its per capita debt, generate ge~eral fund surpluses, and implant 

top quality management, there will not be t he opportunity for a successful 

Permanent Development Fund, for it will not have the strong foundation 

!lecessnry for its operations. 

Municipal Bond Bank (Report Appended) 

'rhe Municipal Bond Bank i s concept ually s good vehicl e to 

uss ist many of the Alaskan conununit i es i n having access to t..hc debt 

markets. However, the Alaska Municipal Bond Bunk has some serious 

dP. f icicnc i es . They arc bond ant.icipation note o.uthor izution , State 

1io rnl obligat ion which is a dead issue i n t he mar ket place , nnd no 

.Jt.atc control. In fact , the /\lnska Munic ipal Ikrntl Runk' s deficiencies 

nc: c:cnt t he l ack of roanagement nnd conLrol we un· <.' X.pc1·icnci nrr, i n many 

i~') 11c cnmcnLs and feel exi st i n /\lnsku . It. uppcon; E·viJr•u t i n t he Sta te ' s 

f1:.Jcal git,unt l on, its present development prcgrums nnd t he> Uond Dunk. 

~J r~ i mpos·tantly, t he lack of ~anagcmcnt and control ure having con-



steerable negative impact on government debt issuers ' ability to 

arrange financing. 

One Commission for Capital Allocation and Control 

We believe it mandatory that t~e State establish ~commission 

to be responsible for the f ollowing areas and details: 

1. hUthority over all debt authorizations - - by the State 

vi.th general obligation debt; by the Jtate 's agencies; by those muni­

civalities 'Who issue apart from the Bond Bank; and by the Bond Bank. 

2. Authority over the priorities for all spending. Without 

this number l would be non-operable. Total capital Allocation Authority . 

3. Management and financial controls in terms of nccounting 

and monit oring systems of ull in number 1 above. Stnndurd accoWlting 

practices muot be w1iversally adopted . The State must have the authority 

to audit the books or all government uni ts. 

Ii . The St.ate must schedule all public sales , regardless of 

the issui ng Wlit. The State must approve all offering circulars, 'Which 

must be unifonn. 

5. With nwnbcrs 3 nnd li, the State must establish and manage 

n local government financial advisory group for fiscal and debt management 

nnd to assist in the day- to- day operat.ion!l of local subdivisions . 

Through uuch a department. in this Stnte Comrnlosion, the Stat.e's fint:.ncial 

munugcl'IJ .. .-ould kno.,.. the financial conditiono o r all t he oubctivioions 

11nd 'WOuJ.d not. be called on to boil out. n oubcidiary, 'Which bail-out mny 

have oubntnntial impact on the Stote ' n O\ln financial condition. Th~ 

Ii • 



Sta~e would knov the financial demands being put on the subdivision . 

This fiscal manage~ent and control commission would have an 

cnorm.:>us task and equally enormous pover and responsibility to all of 

Alaska's constituents. While we believe in smaller governme11t payrolls , 

~e feel that the creation of this commission Yill absorb other depart-

ments , divisions and commissions presently existing, and in the long 

run provide for better operations and minimal net increase in people 

working in government . 

One may notice that we equate the State Government and its 

fiscR.l and management responsibility to n lnrge private commercial 

ond indunLrial corporation . The Stnt.e is t he parent nnd head office . 

! ~s ngcncies and local subdivi s ions nre its subsidiari eo. A subsidiary 

:lUt. of control nnd not supervised can bankrup t the parent . It 1s 

!1nppc·11lng ln rnnny parts of the " lower li 8". Dut. i n North Curolir10. e.11d 

South Carolina very strong nnd wide succpir1g capital allocation nnd 

munugerncnt con trol cormnisoions h11vc provc 11 ve ry success ful and opernblc> . 

We realize thes e s uggest.Ions muy sound s hocking on<l may be awesome 

t.o fulfi.lJ. Indeed , t hey may be , but. we know t.hrough bi\. Lcr experience 

t hey u1· ' v ,. r y \.'Orthuhi le und nec cc:rnr y objec tives, whil'h cun be rcnllzctl. 

::cw r:.unic lnal Fino.nee Hcgulationu 

C:rrncurrcnt. wit.h t.hcoc rccommf!ndnt.icmo nrc I.he r c q uil'cme n t.s being 

nlncl"<l UJ 1n boLh gove r nmcntn l ls ~ u1•r!\ o.11d Mu11il'!pul !.ict'u rlt.lcs dc\l cr• 

h y ll\I• n«w l~untciplll F l nuncc nct;1tlfll,Jnr. 11 11hclhl u l o n o f t.llL' !-iC:C \11•lt.i ,,D 

·1· I f:.H·h·1 :1~ 1.· Com:it i.;rion. /\l thou~h t.l1ct 1• rt.•r,uln tori:. n :·•.! only lr1 ctrnft. 

:·,:·r ... ·tL 1.~. i :1 !me , un!~o rmi y o f uccount.tng ond uni fo1·m o ffc:i·f ng ci rcular n 

.. 
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~tll be required . Full disclosure, similar to private issuers , is 

~oing to be the norm. And securities undcnrriters vill be required to 

:tnalyz.e prospective issues for t heir representation and financial 

_.:>undness. J ·'1st as with the State of New Jersey which provided inadequate 

; :J.pcn; last week, any i ssuer may find access to the marketplace closed 

:hte to "incapable" or "bad" management . 

~overnor' s State of Alaska "Mini-Hoover" Conunission 

It seems to us that the timing of these recommendations to the 

.it.n t e of Alaska is very prop! tious , inasmuch as the Governor hns created 

t 
11
!·1i11i- Hoover" commission to look into the ope ru.tions and management 

J :' t.l:c Sto.te Oovernment. If this commi ssion \ICt"c to ano.lyzc the function s 

o f Liie principal Governmental departments keeping in mind better manage­

,r nt., increased centralization, and tight control as Lhe prerequisites 

<" f good government, ve \IOuld suggcn c Lhnt the dcpnrtrnenLs pt·esently 

':1hc L l e d Conunercc nnd Economic Development, Public Works, Revenue, nnd 

· 111 um111ily und Regional Affairs be consolido.tcd into one mnjo r commission . 

1:m·1•uvc1·, the capital spending und aid p 1'0grruns of other dc p<.rtments 

w •• ultl hnvc to be npproved by t hl s "nupcr" comml s::i lon. Of course, we 

wl)11l il hope that. these recommendnt.ionn, Ir con!l idc1·cd 1·cuoonr1blc , be 

1' 11·v11 1·dc.:d t o Lhe Governor ' s "Minl - l!oovcr" com:nios i on ro r o t.udy. 'rh .t. 

<'< :-.nl:.~ i on must. rcnli7.c t.h1\.t. no 10 11g1·1· \JJ 11 h1• clcctorn.tc u11tl invc::i t o n 1 

:d lcJv n >vc rnmcnt to .)us t 11
bwnp ul o11~" wlt.h lntLd cqunLc , o r bar ely 

·11!1:1!11•o1 .1: , mnnogernent , syetern:-t nncl cont.1·01. And cc1· tn inly what.ever 

'' ""'< 11:: ... ndations t hi s "m.1..nl - co1r.itl a 0J o11'' muk ·s t.o t.hc Adslli ri i!lt ru ti o n ond 
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Legislature must incorporate the overt change, and requirements placed 

upon Governments and their subdivis ' > by Federal lavs, Federal 

,\gencies, national securities dealers and investc rs , and', of course , 

lavyers of varying responsibilities. • 

Management 

Once it is fairly well understood vhy the centralization and 

the systems and controls, required to allow it all to work, are needed , 

the necessity of outstanding (no exaggeration) management is paramount. 

For too long this nation has suf fcred from the weak or less than highly 

co~petent people being elected to s~vernmenr. or \fishing to be appointed 

to government . (In the case of /\laska, this may not al all be the case.) 

~ ,., ve rr.ment and the private sector hnve finally come to realize that 

: ·~~two sectors must work more closely together. Today, \le and similar 

: nnt itutions are being called upon to give novice to, and design packages 

!'or , Goverruuents. Our advice and products are: 

l. Not new as in so mD.ny cose!:f they arc t rudit ional in private 

· ri t. 1.? rpr i sc ; 

2. Costly services to provide, due to emergency tJme frame 

~cqulrements; and 

3. Very difficult to implement due to t.hc t.radltionul lines of 

''!?'JJ1Uni cnt.1on, the hist.cry of le~isluUoq o.l. r cad_y in existenc e: , nnc1 t he 

" uibcroomc appuro.t.u!l t hat inhcrent. ly ho.o gr own through poo r ruanagcmer.t.. 

We \.lould recommend t hat. t.hc Stale of A.1.n. ukn would hnve less 

:1·: ·J OV••r t.imc for costly pr J.vat. e ndvl r.o ry nnd ·!c!l ign oe?"v1cel.l, if 

.•1 'rJ.v 1•urly- on it adopt ed n fiGenl und mnnugl!ment. opproach bnscd on 

'{ . 



the shock waves and warnings Just coming to the fore and receiving 

initial analysis nationwide. The response imuld allov the State to 

have t~e expertise and systems in-house to manage itself well. 

Permanent Development Fun~ 

The foregoing discussion impacts direi~tly on the Permanent 

Development Fund (PDF) and is essential in es1:ablisbing the PDF f rame­

work. We feel there is no apparatus presently established in Alaska 

to achieve the goals ot the PDF. We believe the PDF should be part of 

the super-commission, incorporating all economic development, commerce, 

revenue, and community and regional affairs. Certainly, the PDF's 

purpose is to diversify the econonzy-. This requires most of the capnbilities 

and ana!ysis the commission would be doing for the State nnd its sub­

division even if there were no PDF opportunity. 

But let us present to you our views on the PDF. At the outset, 

ve must all realize that the PDF opportunity afforded Alaska is uni~ue 

among the States or the United States nnd among most ·of the nnt ions nnd 

supra-national organizations of the vorld. In fact, the onl~r s imilar 

opportunities exiat in Saudi Arab5n , Venezuela, and perhaps Iran. The 

s imllurity is not due to oil., although oil crcatccl the opportunity. Rather, 

these nations have n genuine pos!ti vc flow or funds, generuted by pd vat c 

commercial and industrial enterprise ; these nations do not have !uunediate 

applications but have long term r~al economic development opportunities 

8. 
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and needs; and these nations, which are only a few of those which seek 

funds for development, are t~1e only ones who have their own equity, if 

they utilize it properly. 

A.) The State of Alaska's Permanent Develo~ment Fund's Uniqueness 

It is important to understand Alaska's uniqueness here, because 

of the desire of so many pec1ple and institutions to study or allude to 

many development vehicles already established in the world. To cite 

just four examples: The World Bank, Asian Development Bank, In~er-

American Development Bank, and the Development Bank of Puerto Rico. All 

of these have a great need for capital. None of them has its ~ source 

of equity. Each has received "equity" in the form of capital contributions , 

but mostly guarantees and promises to puy frOll! its constituents, most of 

whom, in t.lrn , have incredible short fcills in capital, l ittle o.ccess 

individual ly to the world capital markets, and yet huge economic development 

requiremen:.s. Therefore, ve must be very careful, ln our des i re to 

estnbli.sh -:he best vehicles for A.lnnkan economic development, t hat we do 

not borrow from established organizations methods vhich are neither warr anted 

nor applicable. 

The success of the economic development in s~udi Arabi a, Venezucl~ , 

or Irun an:l /\lnska vill depend on the government ' s ability t o Join with 

private en:.erprises in economicnlly sound and financially fcnslb l e pro.l ccts . 

Government by definition is o. uoer of funds. It cannot on Hs O\m genE>rntc 

funds. Anl taxes nlone are not suffic t ent as a dcvelopine; go\•crnmcnt ' s 

only oourc•: of funds. So long as Suudi Arnbin nnd /\l n::i kn ' s PD!~ Jo in w 1t h 

prov~n pl'i. t:ltc ent erpri se corporation:J i n prl vate de\·cloprnen t, pro.I cc ts , 



then these development entities s~ould be successful (assuming good 

management). In the right private dev~lopment project, by definition~ 

the PDF should profit and the econc~ would diversify. 

Additionally, for a developm(mt project's success, it must export 

(or deliver) its product to a viable market. Nations vith rapidly expanding 

exports attrELct the capital. Alaska mu~t do the same in joining in private 

enterprises vhich ~11 provide exports and diversify the economy . 

B.) Corporat~ Structure: 

We believe it is so very important for Alaska to create through 

the PDF a group vhich is corporate in nature, well-managed ~th high paid 

personnel, profit seeking in goal, and long term entrepreneurial in scope. 

The PDF vould provide the capital for an Alaskan Development Corporation (ADC) 

... o commence esto.blishing the expertise to develop the economy further . The 

ADC could create a Development Bank (DB) vhich would . ~ke loans to the 

proJPcts . The ADC could create a Finance and Investment Company (FIC) 

whlch co\lld package project loans to be pnrtic.!.pnted out (sold) to insti­

tutional lenders (insurance companies , stat e penoion funds, savings bnnks, 

and mnJor ~omrncrciul banks) in the "lover-h8" and perhaps in other n1·eas of 

t he world. 'rhe sume i nvestment a.rm could mo.no.ge n series o f investmentn 

1n ll tl'UJt or mutunl fund~ so thnt ~mallcr. ins titutions and individunls 

could huy i.nto i t. The significance oft.he FIC js t.hut. it would be 

ntt1·actiug capital by offering ccrtni.n ao:;cto . With AJ.e.slrn , institut.lcm~l 

lenders arc denling in an unknown co.uoed by dist.Rncc , size , type of terra in, 

ct.c . : 1· lnstiLution~l i nvestors could buy lonne (perhnps insured by POF) 

:.o. 



trom proven management who has servicing and tinancial knov-how capabilities, 

we believe added capital may be found for sizeable Alaakan commercial 

projects . 

So the PDF has its management corporat ion (ADC ), bank (DB) and 

finance and investment company (FIC) . These three corporations would 

analyze projects, help design them financ i ally, lend money, arrange a 

private placement on t he project, sell l oans, raise debt in the marketplace 

and vork wit h a private lender/investment banker t o att ract capital . 

I n different ways , not well organ:l.zed nor well 111&naged , fragments 

of t his type operation are happening vith some inter national and Federal 

government entities. Alaska could do it , if the statutes are passed and 

management put in place. 

C. ) PDF Specifico: 

We vould recommend the PDF also address the followiug: 

1. Only participate in mnjor developmental activities , both 

non- renewable and renewable resource oriented . There are nt least ten 

progrumn in Alaska for small development projects . Incidcn tully , ve 

believe nll the present progrnnm, especially the 6 State onen , with wld.c h 

ve arc familiar, should be reviewed , moved i nto the super- co1runlss i on, and 

perhnpo be revamped or disoolvcd. 

2 . The projects should be ca pital intensive, although nny project. 

dcvr.lopment which divcrsJfics the economy, will nttract people and , in 

game canes , must for its succcsG. 

3. 'l'hc PDF can bent fulfill Hs role wl th long term lonno in 

ll. 



partnership vith irivate industry and private lenders, rather than take 

equity participations, as a general rule. Equity participations do not 

provide a scheduled r eturn and any liquidity is represented by the private 

company' s dividend poli cy or the stock market. 

4. The PDF should finance "missi ng links" in an otherwise 

viably forecast ed project. 

5. No organi zation should be an equity holder in PD!i' or its 

subsidiaries . Private lenl~rs should maintain their identities by con­

tinuing their policies of making sou~d l oo.ns . This opportuni ty will 

n.risc by participating vi th the DB and FIC in making loans Jointly . 

6. The PDF must create a task force/ste~ring committee to 

s tudy Lhc economy and geography so as to establish its priorities 11nd 

feasibilities. We arc apprehensive if the State Investment Advisory 

~ornmitlcc hno the time and/or expertise to be t he task force or the 

steering committee for PDF ' s inception. 

·r. The PDF must necc:3sito.te that the Nnti vc Corporations develop 

Lheir mujor projecto in concert with the PDF. 

6. 'l'hc Native Corpor11tionr. may be o.blc to gutn ft"om the PDl" 

cnlcrpd !; i; by creating ne\I vi l lo.geo and o.nc illnry services. 

9 . 'l'he PDF mny a lno ho.vc to es t.ablioh o. oulrni.di.ary to expand 

cd11cnt. lon , energy rcsourceo , and other necessities which indlrcclly 

t.1 i vnnii ry the cconoiey. Whatever these rnuy be, the PDF musl chnrgc prj vnt.c 

mnrl~cl. ro.t.co . (However , mos L ancil lury ocrvic · 'l nhoulcl be lcrt t o the 

flnt.ivc t;r)'rpornt.ions nnd munlc ipul !lubdivlnions.) 

IQ . The PDF :ihould not mo.kc grnn t. s or non- i nt.e1·e:it hear ing l oans . 

l ;> . 



11. The PDF should be designed , established, and managed so as 

to insulate itself best from vested interests and politicAl suasion. 

12. Various ways of effecting leverage of PDF's equity capital. 

One area is insurance, vhereby the PDF insures the issuance and principal 

investment in PDF/DB bonds or loans. Also, the debt to equity ratios 

must be considered. 

13. Any statutes involving State Government financing and lending 

should be revieved in light of Internal Revenue Service regulations on 

interest rate arbitrage. 

D.) PDF Legislation 

We have appended suggestions to the proposed legislation creating 

a PDF. Our comments support ing our proposa.ls o.re: 

l. "A Minimum" of 10% allows the legislature, upon the present11t ior 

0 f the PDF's management, to approprinte more funds, rather than a legislative 

debate commencing as to t he interpretation of 1110%" vis-a-vis the final 

sentence of the paragraph . 

2. "directly ~ indirectly" ns there may be ~W'C believe there 

nre) real possibilitica to perform in W'oyr. whkh are kno\oltl as "indirect " 

but W'h ich have a d:ircct impact on fur thering ec:onomic development -

e.g. loan guaruntees , innurance of lonns , nell ] ng loan participation~, 

urrnnging private placements , elc. 

3. "For ~~ r ela.ting to ..... . ·~.£!!. principal~ •.... section." 

W~ bcl l~vc the lo.nguo.se should he rnorc spcci. fie tho.n "investments" , but. 

\Jlch Lo in!'rnrc tha.L funds nny be lnvcsLcd in U. S . Covcrnrncnt sccuriLi~s 

n 11cl mo r. "y murket instrwnents s o u s t o provide a n o.r.10unt of liqui.dl t y !'01· 



the PDF's operation and earnings while awaiting the inveftment in a 

development project. 

4. "Transfers ••••• pledged." We believe the PDF can expand 

its capital through the raising of debt - private and public. We 

believe through the combination of outstanding management and b~rroving, 
the PDF will increase its development financing capacity many times. 

Hoveve-.· , t his can only be done if income from its investment is available 

to service debt expense . Usually, a. project loan's debt. expense vill 

be serviced by a direct pledge of that project's income. Therefore, 

PDF's income cannot automatically f!P to the General Fund. Moreover, ve 

are strongly opposed to t he legislature and administration leaning upon 

the ~DF so as to be abl~ to balance the State budget, vhich may incorporate 

irresponsi ble fiscal management . But ve do believe PDF's income , not 

otherwise so encumbered,~ be deposited in the General F\lnd, if PDF's 

management so wishes and the Legislature so approves. 

We must point out , ttat ve approve of brief and succinct cons ci-

tutional 1egislation
1 

only if the paver exists in the constitution ~or 

the legislature to pass statutes vhich vill nllov for the greatest 

flexibility and utmost specif ics for implementing the PDF nnd creating 

o. financin.l management corporation. We o.dmit to an ignorance of the 

prov1sion3 of the Constitution of the State of Al aska. 

Conclus ion 
No ne of vhat ve have presented here can be accomplished vithout 

consis t ent i~plementation of concepts to preserve the ecology and 

environment. We do believe there are viable compromises . 
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We also believe that over a time period of adjustment modern, 

economically di~ersified Alaska and its native po~ulation and culture 

can live in harmony. We feel the natives should 11nd must continue to 

share in the nev prosperity ot Alaska. We think vocational schools 

are the ux:>st important educational feature in assisting the economy's 

development. 

We suggest the task force/steering committee must have a budget 

su~ticiently large P.nough to retain legal counsel, engineering consultants, 

financial advisors, and any type of specialist necessary to create the 

bes t list of priorities and feasibility studies and to place on-stream 

the management of the PDF and its subsidiaries. 

If it is financ ially and constitutionally possible, ve would 

suggest that the foundation work, neces sary to have a PDF and its 

su~sidiaries established in 1977, be undertaken all during 1976, while 

awaiting the approval of t he referendum by the voters next November. 

(Perhaps statut c.s can :-e passed in "escro...,".) During 1976, the present 

economic, commerce, revenue and regional affairs departments should 

consolidate. 

And lastly nnd most importantly , none of vhat should be done 

need be accomplished at the r isk of pnnic or insufficient s tudy. We 

endorse a policy of "go slowly". 

J 5. 
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Alaska's position as the stage for America's pP.troleum version 
of the "gold rush" makes analysis of the State 's econoiey quite problem­
atical in nature. Extensive capital development has fueled the economy, 
population has sky-rocketed as people have flocked to the State for 
high-paying pipeline jobs and the State is already anticipating sizeable 
cash flows i'rom oil and gas related. revenues • 

. 
In the case of a state vith a viable in-place economy, the 

oi l factor ~ould have been advantageous as an added windfall economic 
stimulant. Alaska's economy, however, has never had the legitimacy or 
diversity. Before the oil boom, Alaska's major industry was its 
fisheries - an industry highly susceptjble to fore!gn competition and 
roller-coaster prices. Manufacturing vas nil, significant wholesale 
and retail activities were limited by the lack of a sizeable population 
base, vhlle tourism, lumbering and extractive mineral production were 
seasonal in nature because of the long and ha.rah winter. The only 
stable en:J?loyment base was in the federal and state goverrunent areas , 
with the U.S. military being a significa.."lt employer. 

Unfortunately, oil development per se will change little of the 
above . The spurt of capital development caused by pipeline construction 
nctivity is u temporary factor which hns created at least as me ~ problems 
as it ht1.s solved . Inflo.tion, fUJ!?led by pipeline and oil compa.lies 
•.dlling to pay bonus money to get the workers they need, and compounded 
by the need t o "import" most food items from the lower forty-eight states, 
1-rns pushed Consumer Price Index numbers to a level o.ppronching a 20~ 
lncrease for 1975· Housing nccommodo.tions are in desperately short 1upply 
tlue to the influx of oE related workers; nncl ancillary services such as 
telephones, po lice, water, sewer, schools ann electrical fac ilitieB are 
vastly overburdened. Other categories of employment a.re in short labor 
oupply due to pipeline wnge competition. •.r110se on fixed incomes in the 
State a.re in deep trouble finunciully. 

A potential side 1Jenefit of the construction of the pipeline 
nnd ancillary fncili ties vill be in the opening of new nreo.s in the 
Btnte for t.he clevelopment of other extra.ct ive o.nd regenernt.ive resources. 
Exp.loration for o.nd production of coal , copper~ iron nnd g1::ild and other 
rn lneruls should increo.se. r .. umbering und the d<!vclopment of fj sh hatcheries 
wU 1 become more economically viable as the nc c:cs n to new· regions is eased 
nnd the wo rld ' s need for ru.w matcrinls grows. 

A.lnska 1 !1 qunndnry io how t o gauge t.he current h·cctic pnc e of 
r•c:onomlc deve lopment , und plr1n for orderly fut.ure growt.h. 'l\to questious 
·:omc l o mind: 

1 . Arc the gns tmd oil r e venue proj ect i o ns o!' Aluska 
Pl't' rnu. t urc in l ight or the !:lhOl't.-t.cl'm po::rn1bility of 0 \/Ol'lcl glu t 
jn oll s upply? 

2 . In \.lhnt manner ohould Al tHiku proc eed , shou1d its pro.1 ,.c t cd 
wc:u1t.1 . become n ree.ltty , in order t o sti r.mlnte dcpr~nd tlblc economi c 
d1 vr·n: lt.;· and vinbility7 
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Financial Operations 

Alaska's debt burden of $1,673.33 per capita is extremely 
high. As a basis of comparison, median State per capita debt of the 
fifty states is $136, according to Moody's - substantially below that 
of Alaska. Since per capita debt is a function of populat ion , the 
level will most certainly be higher after the exit of those people 
associated vith pipeline construction. In addition. debt retirement 
is somewhat slow: 17.4% of outstanding debt matures in five years 
and 39.6% in ten. 

High per capita debt is due to the fact that extraordinary 
Gapital . expenses for the governmental services associated vith pipeline 
development have been borne through the issuance of debt~ drawdo~m of 
cash surpluses, and failure to increase State tax revenues. The State 
l s also mor.~ heavily involved than is the case in the 'lover forty-eight ' 
in the direct development or subsidization of local services such us 
school s , ports, IUld roads, resulting i n more dependence upon State 
financing. 

Slow debt retirement is perhaps a result of historic nntici­
pated cash flows from oil related nctivities . In any event, past debt 
mnnagcment policies have placed nn undue burden upon Alaska's financial 
future . 

General 'Fund expendit \U·es have been far in excess of cur rent 
revenues since t he receipt of some $900 million into the General Fund in 
1969-70 ns a result of a lo.rge oil lease so.le. At June 30, 1975 , o. 
!:> urplus of $517 rnillion remnined in t he General Fund , dovn from $6h5 million 
the yca1· before. Budgetary increascn based upon a goverruncnto.l policy 
of running vast deficits coupled wit.ll dclnyn in completion of the 'I'rans­
J\lusku Plpellnc (pootponing oil royalty r cvenuca) huve led the Stntc to 
Antlcipo.te that the current General Fund cu1·plun wil l be fully eroded by 
.July 1, 1976. !n an cf rort to incrc(lsc General F".md receipts, o. 20 mill 
tn>: on ihe value of oil und gan r esct'Vl.'S hus been cnnctcd for flsct\l 19'{6 
nnd 1917· This to.x is being levied io offset a1\tieipatcd scvcrnnce to.x 
rovcnucn vhich huvc been dele.yed as a result o r corrcspondin~ delo.ys in 
pJpcline completion. ne1cnuen from th'l ~ oource arc cstimnt c~I by thC' 
Stnt.c at $211. 7 m1 llion for 19'(6. 111 odrl 1 l. i on, the Sintc i nr cnda io hold 
Hn 11dcJ L tional oil and go.s leaac sule \Jlth t' cp.o.rd to thl' Den 1 ·01 ·l. Inl.and::i 
urea near Prudhoe Bay in 1976. The Stoic np~Cltlntcs some $2'.iO mil lion in 
r l·v1!nues from Lili o som·ce . 

ConcluoJ on 

Alucka ' u high per cnpltn debt. lc•vcl nn cl :~ low tlebl. rciil' L'mcni 
i. dicturbing In 11.ght o f ihc Slulc ' o cxtr ' mc level of buugetury Jmbalunc<'. 
,\nt. lcipntion o f oU royo.lty rC'vcnue::i iu fu l.ui·c yc.'•lru (by borrowlnB n~n insl 
~uch 1·cvcnucs) in extremely dnngcrou:l in J i gli l o f' gcncrHl economi c 
~ uu.t. i ons bcJnH r~dcccl nboui ihe n cnl' - l ~nn cont vi nbilit.y o f J\1un}t,1\n oil . 
!1 lp0li ne cost. ovcrrunn , quc~ t.. i on -1n11 rk ' 'C'tlr-l"'uL t.nx nnd cncr("Y pol.1clcn , 
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and a potential. vorld oil glut 1can ell contribute to a questionable ' 
short-term economic and financ :lal future for the State. There is no 
doubt that Alaska's oil and gau 'reserves will eventually pay off sig­
nificantly, but heavy current d~bt service requirements coupl ed with 
continued severe budg~tary defidts could result in financial ciffi­
culties over the next three years. .Maintenance of General Fund surpluses 
and a mandatory balanced budgeL rrouJ.d be a preferable policy as the future 
of Alaska's econonzy- comes more cl earl~r into focus. 

1 a . 
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Critique of Legislation for 
~laskan Municipal Bond B~nk 

The following COTl""' t..Hts result from a r eview o'f Alaska 's 
Municipal Bond Bank legislation. 

We are generally opposed to the use of the financing vehicle 
afforded by the legislation establishing the Alaska Municipal Bond Bank 
Authority. While we agree in principle that Alaskan municipalities will 
need assistance in entering the municipal debt market, we do not feel 
that this legislation offers a method of aesistance co11111ensurate with 
sound public finance. The .following examples of the Act's deficiencies 
10.re cited: 

1. The legislation allows the issuance of bond anticipation 
notes t o provide municipalities a means of temporary financing . 
The current municipal market is evidence of the financial danger 
inherent in the sale of bond anticipation notes should it become 
impossible to fund such notes with the sale of bonds. The gap 
has narrowed substantially between documented disclosure require­
ments necessary for the sale of notes as opposed to bonds, and 
sound long-term financing is recommended should an option to 
sell notes or bonds exist. 

2. The l egislation makes it quite clear that Bond Bank 
obligatjons are not an obligation of the State, yet on t~ . other 
hand it allows the establishment of a reserve fund for the benefit 
of bondholders. The reserve may he funded by legislative approp­
riation or from the proceeds of the sale of the bonds. Deficiencies 
in the fund may legally be made by the legisJ atur.e through the 
use of a "moral obligation" certification/appropriation procedure. 

The mornl obliga tion pledge no long~r provides the 
marketing odvantace it once had . In addition, despite the fact 
that the bonds arc not a direct obligation of the State , the 
mornl pledge creates what can be construed ns o contingency obliga­
tion for the State - an obligation which ls unncccssAry inn State 
with nn already high debt load . 

3. The legislation mention::; little or no control over the 
deht policies of the particip.'. t i ng municipalitie.s, Recent municipal 
finance experience has dcmom.trntcd the value of ~ 1te ovt'rview of 
munlclpnl f i nance activitfos. 

l t if.l sugge~ted, therefore, thnt this legislation be ;tmcndl!d: 
to eliminnte tlie power of the Bank to Jssuc bond nnticipntion notes; 
to remov e' the rnoral pledge of the l eeislaturc to fund rcr.crvc fund 
der lcienc'ic:s; and to provid e for the cstnblishmcnt of n St <J te ndministr.:i­
tivc vchich· to overview and npprove t he financia l pl.1nni11c nnd debt 
management n ( Alaskan mun"lcipol government s . 



TEXT OF PROPOSED STATE OF ALASKA CONSTITtJl'IONAL AMENDMENT 
TO CREA'l'E A PERMANENT. FUND 

BE IT
1 

RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

SECTIO?l 1. Article IX, Section 7, Constitution of the State of 

Alaska, is amended to read: 

Dedicated funds. The proceeds of any state tax or 

license shall not be dedicated to any special purpose, except as provided 

in Section 15 and except when required by the Federal Government for state 

participation i n federal programs. This provision shall not prohibit the 

continuance of any dedication for specia l purposes existing upon the date 

of ratificati on of this constitution by the people of Alaska. 

SECTION 2. Ar ticle IX, Section 15, Constitution of the State of 

Alaska, is amended by adding a nev Section to r ead : 

State of Alaska Permanent Development Fund. A 

minimwn of 10% of all mineral lease rentals , royalties, cash bonuses 

and mineral severance taxes received by the State shall be place~ in a 

Sta~e of Alaska Pe~manent DevelopmP.nt Fund, th~ principal of which shall 

be used solely , directly or indirectly for projects relo.tinP to the 

industrial nnd econom: c development of t.he State. Such principal not 

inves~ed in aforesaid projects shall be invested in accordance with 

Section Trnnsf ers may be made from the Perl?lllnent Development Fund 

to the General Fund in nn annuo.l amount not to exceed such annual income o~ 

the Permnnent Development Fund, net of all such a nnual incon:c othtrwise 

pledged. Such o.nnurl income not so transferred to the General Fund shall 

become part o f the principnl of the Permanent Development Fund . The 

l egisluturc m~y approprlate additional nmounts to the Permanent Development 

Fund whi :oh she.11 become part of the pd.ncipnl of the Fund . 

:?J • 



SECTION ;,. The amendments proposed by this resolution shall be 
r 
the voter ~ at the next statewide election in conformity 

with Article XIII, Section 1, Constitution of the State of Alaska, and 

election laws of t he state • 

. . 
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