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STATE INVESTMENT ADVISORY COMMITTEE 

November 5 and 6, 1 976 

Anchorage, Alaska 

Chairman Eric Wohlforth called the meeting to order at 

9 : 00 a . m. on Friday, November 5 , 1976 , in Room 406, State 

Courthouse , Anchorage , Alaska . 

.Members present were: 

Dr. Logsdon, Associate Director , 7\gricultural 
Experiment Station, University of Alaska , Palmer 

Mr. Eric Wohlsforth, Attorney at Law, Anchorage 
Robert Barnes, President , Alaska State Bank , Anchorage 
Mr . Dennis Waldock, Foster & Marshall, Anchorage 
Mr. Jamie Love , Alaska Public Interest Research Group 
Mrs . Lanie Fleischer , Anchorage 
Mr. James Crawford, Coordinator Alaska Offices , Ted 

Stevens/ u. S. Senator , Anchorage 
Senator Frank Ferguson, Kotzebue 
Commissioner ~totley, Depar tment of Conunerce & Beano 1ic 

DeveJopment, Junea u 
Commissioner Gallagher , Depa rtment of Reve nue, ,Juneau 
Deputy Commissioner Edenso , Departme nt of Revenue, 

Juneau 
Senator Kerttula, Palmer 
Representative G.cuening, 7\nchorage 
Mr. Preer for Co~nissioner Allen, Department of 

Administration , Juneau 
Mr. James Rhode , Anchorage 
Mr. Robert LeResche , Director Development Planning & 

Research, Juneau (Dresent on November 6) 
7\bscnt Members : 

Mr. Emil Nott is , President Alaska Nat i ve Foundation, 
Anchorage 

Mr. Pihl , Comptroller Ketchikan Pulp Compnny , l<ctchikan 
Mr. Robert 'l'hor.s tcnson, Pc tcrsbu17g 
Mr. Robert McFarland , 7\nchoruge 
Senator Dutrovich, Fairb~nks 
Representative Mulone , Kenai 
Representative Urion , Anchora ge 
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MR . WOIILFORTH: We are calling the meeting of the 

2 Statt: Investment Advisory Committee to order. I am acting ns 

3 temporary chairman in the absence of Bob McFarland, who is on 

4 vacation right now and is µ nabl e to a ttend. 

5 You all know of the passage of the Permanent Fund 

6 l~mendment last Tuesday, which has been the subject of study by 

7 this Committee of two intensive meetings and this ia the third 

8 meeting where the subject matter of the structure of the 

9 Permanent Fund and testimony has been taken at prior meetings 

10 

11 

12 

13 

14 

15 

16 

17 

18 

from consulta nts, rea l ly in a learning process , in aid of a 

learning process to advise the Legislature , if you will, the 

appropr iate l egislative committees of some Permanent Fund 

operations in other states ~nd provi nces a nd developme nt loan 

bank operations elsewhere throughout the world. I 
This mornin9 we have time set forth for public he arings · 

the subject bein<J , now the Permanent Fund has passed , with its ! 
limit.J l:ion that monies placed t herein be used for i nco me 

produci ng investme nts . What kind of structure o f opera t ion, 

19 wh a l: kinc.1 of organ.i.za ti on , wh.:i t sort o ( use of mo nies for income 

20 producing i nvestm0nts is appropriu t e to recomme nd to the 

21 Lc9 i sla t: ure a nd to t he legislat i ve committees \/hen thej convene 

22 ancl start their wor l~ l n Janu.:iry . Fortunately, we have 

23 legislative me mbers o n this Committee a nd , therefore , we hope tha 

24 the continuity of i.n fo rn1ution which is stt1rted wjJ I. Clow 1110 1:c 

25 evenly an t he l egisln tors c.:irry their i nfon1.1 Lion buck to t he 
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committees when the Legislature con':'enes . 

2 The agenda is formated over a 2-day ti~e frame and I 

3 will just briefly go through the agenda. This morning is set 

4 aside for a public hearin~. This afternoon at 2:00 o'clock Mr . 

5 Butler of Whi te Weld will give a report o n possib l e uses of the 

6 Permanent Fund to leverage investment. In other words, the 

7 

8 

9 

10 

11 presumably in his capacity for investments of var ious kinds 

12 whic h might be contemplated for the Perma nent Fund . At 4:00 

13 o'clock , the Committee will have open discussion, presumably to 

14 digest and to comme n t on some of the items which they have hea rd 

15 this morning and will hc.:ir t his afternoon. l\t 9 : 00 c ' clock 

16 tomorrow , and presumably at the same place , Price Watarhou~e 

17 Compa ny wil l report o n m.:i nCl.g e mcnt 9ovcrni. 11 g boards and problcr11s 

18 e ncou n tered i n both t he operution of other permanent f unds und 

19 in the operution of de ve l opment loan situations , development 

20 l c.,an b<lnk situations elsewhe r e jn the world , the question or 

21 What \vent \'1ro ng . I n other words , how ca 11 we avoid some of Lhc 

22 mis takes t hat h.:1 vc been 10.:idc elsewhere j n t his a rc.:1 . l\ t 10: 0 0 

23 o ' clocl~ tomorTow ther9 is sched uled a work session under t he 

24 general topic of S true tura l and Orguni zu t i o rwl Consideru tions . 

25 l\t 1:30 t omorrow, a continuation of work sessions on t he ques Llon 

Pl\T KLING REPORTING SERVICE 
sunr- '400 ANC llOl~ ACE LCGAL Cl:NTCR 

1016 WESl 'i lXTll AVtNUC 
ANCllORA CE, ALASKA 

-3 -



• 

• 

of structure of the vehicle , which will make the investments , if 

2 you will, which are permitte..: under the Constitutional 

3 Amendment which just passed on Tuesday . 

4 As you speak this morning, if you would proceed to this 

5 little card table , the microphone will be placed on the card 

6 table, and simply identify yourself and spell your name for the 

7 purposes of the transcription . All of these hearings are being 

8 transcribed verbatim . And here is the transcript of the last 

9 meeting. Again , with the notion that the legislative conunittees 

10 will have a complete record of the information and comments thHt 

11 have been submitted at these meetings. I would like to get an 

12 indication now of the number of members in the audience who do 

13 wish to be heard this morning. Seven members . Given that , I 

14 don't think we need to impose any time stricture because there 

15 seems to be plenty of time to accommodate all those who wish to 

16 be heard. I do have one request to speak initially and that 

17 request comes from Mr . Phil Daniels who is here and apparently 

18 has a pressing time problem. If any of the others have absolute 

19 time committments and there is any re~son they can ' t stay beyond 

20 the nex l: hour, we would be glad to hear them in a preferential 

21 order. 

22 Again , just to alert you to our interest , this is an 

23 ~nforma tion gathering , educa tionil 1 type o E cf fort , speaking on 

24 the structure and orgunizn tion of the vehicle which will "ad111lnis er" 

25 the Permanent Fun<l as well as intentional investments ns they 
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r e l ate to what is . happen ing i n Al aska a nd what we estimate what 

2 wi l l happen l ater . So we woul d begin the public hearing then 

3 and Mr. Phi l Daniel will be firs t. 

4 MR. PH I L DANIEL : · Mr . Chairman and members of the 

5 Corrunittee , my name if Philip Daniel and I am with United 

6 Fishermen of Alaska. That is a rather dubious gathering of 

7 corrunercial fishing organizations representing about 24 groups 

8 that are spread through the coastal regions of the State. 

9 I would like to speak in rather genera l terms about the 

10 present situation in the fis}\er.ies as it might relate to the 

11 Permanent Fund . The first observation would be that the l\laska 

12 fisheries at this point in time is rather archaic in structure 

13 and in its scope . I don ' t want to say by that that we are not 

14 reasonably efficient in the things that we do . I am really 

15 trying to ge t a t the proble m that the f i s hery is rather narrow 

16 in its viewpoint . We are presently harve sting about four stocks . 

17 They are gourmet items as most uf you probably know if you have 

18 gone close to any of those items on the grocery shelf. And we 

19 are neglecting things that could be done . Certainly , that might 

20 pertain to the subj e ct at hand . By that I mean tha t two years 

21 ago , 5.6 billion pounds of fish were harvested in Alaskan waters 

22 and of t hose 5 . 6 billion pounds that were hnrve sted the 

~ Japanese and Russians took 5 . 1 billion which i ~ about 89 perce nt 

24 of the poundage produced. T~at by no me ans re presents pound~gc 

25 of salmon or the va1:ious traditional fish that we arc primarily 
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1 . concentrating on, but primarily bottom fi s h that American 

2 fishermen are not presently trying to harvest. I don't know· what 

3 the economic value of those bottom f i sh would be , but I would 

4, assume that , if a market were developed, it would . be substantial. 

5 The first problem is simply that the market has not 

6 been developed . And the present burden , of course, is upon the 

7 processor as far as developing the market. It ' s a substantial 

8 burden and it may be t~at the State could play a role there . I 

9 don't know whether, for example , the State might want to think 

10 along the lines of standardizing a brand for the State of Alaska, 

11 something in the direction of Florida orange juice or Florida 

12 oranges . I know there has been discussion of this in Juneau . 

13 That certainly could help . Any marketing operation, getting the 

14 message out to the general public could help substantially . 

15 Additionally , and I don't want to go too deeply into 

16 what migh'.: bP. possible except to kind of outline the problem . 

17 But there is j ust no question in my mind , i n the future we are 

18 going to have to rely more and more on the renewable resources . 

19 There is going to b ' a terminal point , a t this point in time , 

20 we don ' t know when that will be as far as the very substantial 

21 oil product io n that is going to take place in the near future . 

22 And, at that point , I would assume we will be dropping ba ck on 

23 the traditional renewable resources , tourism , fisheries , timber 

24 and things of this type . So it might well be worth considering 

25 what the Permanent Fund by way of investment could do to stimulate 
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the fisheries , and certainly the movement into the bottom fish. 

2 Under the present 200-mile regime, we have an ability 
'. 
~ , 

3 to displace the foreign vessels that are presently harvesting ' 

4 our fish stocks. I don ' t ~hink that is going to happen initially 

5 at a very, very high rate. Mainly because there is going to be a 

6 

7 

8 

9 

10 

temptation to trade off Ala~kan interests against other national 

interests and there is only 350 , 000 of us and you have about 

200 million people sitting down in the Lower 48 and I think there 

wil l be a continued temptation for the State Department to trade 

off Alaskan interests and perhaps make concession on our 'bottom 

11 fish stocks that probably shouldn't be made. But over a period 

12 of time, under the present bill , we can displace the foreign 

13 fisher. And that is going to require, of course, a gearing up 

14 on the part of American fishermen , but even more so the 

15 development of those markets. So I think that should be the main I 

16 thrust of the thinking. 

17 l\dditionally , as many of you may have heard to the point 

18 where you don ' t want to hear it again, our Aalmon fisheries arc 

19 in very great difficulties. We o nly have about a third of our 

20 salmon stock remaining at this point in time. \'le feel that that 

21 situation need not exist in the future, primarily of th0 success 

22 of the Japanese efforts jn hatchery production. Last year Japa n 

23 produced 16 million chum salmon wh ich is four t imes the annual 

24 average production for the State of Alaska. l\nd they have done 

25 that at a very substantial cost benefit ratio . '£heir better 
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hatcheries are achieving a cost benefit ratio of 24 to l ·. I 

2 would not want to say then that we can expect that k:i.nd of 
I I 

•/ 

3 . achievement here, but it certainly should be able to operate at 

4 a profit. And this will be the crucial test in any hatchery 

5 

6 

7 

8 

9 

10 

system, wheth~r it is a State hatchery system relating to the 

presently passed bond issue, or whether we are looking at it fron ~ 

the standpoint of private non-profit h~tcheries that presently 

exist . The crucial test would be ·whether they could the fish i 
I 

and afford to catch them . Traditionally , of course , the hatcheries 

that are producing fish in the ~rthwest are often quest~nable I 
11 in that respect. They v ery often had a fish return that was 

12 more expensive that you could afford to produce . You perhaps 

13 could justify it from a sports f ish point of view and from a 

14 tourism point of view because those fish are individually worth 

15 more to the State in those arec-.s than they are in a commercial 

16 fishe ry. But from a commercial point of view, there have been 

i7 some ve ry significant breakthroughs in the last few years in 

18 ha tchcry production t:ha l: has brought the pd ce down very 

19 substanti ally . The present price tag that is being talked about 

20 is somewhere between one and f:our million dollurs for a 40 

21 million fish capacity grnvel i ncubation system. I don ' t want to 

22 go into detail on gravel incubators e xcept to s a y they produce 

23 a vc~y healthy smolt and they product it at a very much lesser 

24 cost tlw n the so- called conventional ha tchcr.ies that hu ve been 

25 employed for years in the northwestern part of the United States . 
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The crucial test, a gain, is whether or not i n Alaska we 

2 can build these hatcheries, turn the fish loose , and get them · 

3 back to us at a profit. I think that i s a distinct possibility. 

4 We very strongly urge a loan program that was passed by the l ast 

5 Legislature creating a 200 million dollar loan program which work~ 

6 in this f;-,shion: The fishermen would assess themsel vcs and the 

7 value of their catch in a pnrticular region, the money deriveJ 

8 from that assessment would be used for security to approach that 

9 loan. And, of course , the idea is to put part of the burden of 

10 replenishing the fishery on the fis hennen themselves . And I 

11 believe there is almost an universal willingness among fishermen 

12 to help absorb the cost . This doesn't, of course, say that we 

13 should not have State- owned hatche ries. I have some criticism 

!4 of the State program al this point in time. It is obviously 

15 new and it is perhaps a little bit premature to be terribly 

16 cri tical of them . But I can certainly see a role for State 

17 hatcheries and especially in areas where there is intense 

18 concentration of sport fjshermcn . On the :>thcr h and , if the 

19 commercial fishermen themselves are wi.lling to help pick up the 

20 tab for rehabilitating the commercial species, it is probably a 

21 very desirublc situation. And I think that wi llingness does 

22 exist . 

23 I coul d see the Permanent Fund acting as a stimulant to 

24 tlrn indus try moving into the bottom fishery . I can sec it acting 

25 perhaps as a s t:imulan l! t:o the hatchery product io n s i tua U on. The 
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. 
bills that are presently passed are not perfect . He may want to 

2 revise them extens ively . There is certainly going to be a 

3 con siderable monetary requir ement so far as rehabilitating the 

4 salmon fishery . If t hat were done solely with State money , we 
~ 

5 
• I 

Tha t l.S I might be talking of a sum of around 300 million dollars. 

6 a substantial amount of money. It is not , of course , unthinkable 

7 if you look at what is happened in the rest of the Pacific realm. : 

8 Washington just initiated last year a 200 million dollar 

9 expansion of their presently existing program . Britlsh Columbia 

10 initiated a 300 million dolla,r expansion of theirs . Japan is 

11 expaHding her hatchery · system at a very significant rate. r .. ast 

12 year they released a billion smolt . And within ten y e ars , they 

13 will be releasing 2 billion smolt from their hatcheries. Last 

14 year we released 6 million smolt from all of our official 

15 sources. So it is rather pertine nt that we look in these 

16 directions. I don't want to try to convince a nyone who is 

17 sitting at the table that I have a good grasp of the economics 

18 of the situation. I am really rather naive and am speakin g to 

19 you as a commcrcia 1 f ishcrman. But I can certainly see a vei y 

20 sign if ican t role that could b e played by t h e Permanent Fund to 

21 stimulate the industry and hopefully provide an economic base 

22 that we can turn to whe n other L!Venuc!J huvc exJ..:iusted themselves . 

23 Thank you . 

24 MR . MOTLEY : Mr . Chairman , could I ask a couple of 

25 questions? Mr. Daniel , you talke d about - - you said that no 
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market was established for the 5.1 billion pounds . What you 

2 really mean is that there has been no domestic market . 

3 

4 

5 

6 

MR. DANIEL: That is correct . 

MR. MOTLEY: Wou.ldn ' t you think it is a logical 
.· 

assumption that given a 200-mile limit that the people who have 

been used to eating that 5.1 billion pounds of fis:1 aren't going 

7 to stop eating them. So what we are really talking about is a 

8 change in the relationship of the process in which they're caught 

9 .and processed within c.he 200-mile limit, i . e. , the exclusion of 

10 foreign fishing rather than necessarily disrupting the total 

11 market. Is that a fair statement? 

12 MR. DANIEL: I would say it is. Certainly, if the 
I 
I 

I 
13 American fishermen were to catch those fish, I think the ~nerican i 

14 
I 

fishermen would like to see the reserve in the present balance of . 

I 15 trade deficit . He had a 1. 5 billion dollar balance of trade 

16 deficit last year, the Federal Government did on fisheries 

17 products. Well, if you could turn that around so so that we were 

18 harvesting and selling to the Japanese, that would be fine . 

19 MR. MO'l'LEY: So what we are talking about , you wou ld 

20 envision the Permanent Fund to be a vehicle to possibly replace 

21 the Japanese mother ships with American mother ships or on-shore 

22 processing facilities? 

23 MIL DANIEL : Well, I think that. But I would l ike to 

24 go beyond that. We have done so little in the Lower '10 to 

25 convince people that fish is a good prod uct. In France, t he 

. 
PAT KLING REPORTING SERVICE 
SUITE ~00 ANCltOl~ACI: LEGAL CENTER 

1016 WEST SIXTH AVt:NUE 
ANCllORACE, ALASKA 

-11-

I 

I 



• 

• 

average Frenchman eats about 33 pounds of fish a year, ancl in · 

'.'> Japan it is almost twice that . The average American eats about 

3 

4 

11 pounds . We are primarily beef eaters, I suppose, in the I 
United States. And I have heard many people make the observation~ 

5 

6 

first , that you can't buy fish here in Alaska , which obviously 

is not the greatest market in the world by virtue of the lack of 

7 population. But if we could do something to set fresh fish or 

8 good products down into the Midwest, for example, or the East 

9 Coast. I've seen fish products that we harve~ted here that you 

10 could sell on the East Coast for 40 to 50 cents a pound, bottom 

11 fish, that you can't give away here. You use them for bait. 

12 And it is really not desirable and I think -- and I really agree 

13 with you, you want to continue to go to those markels. J\t the 

14 same time , if there is anything you can do to broaden that 

15 market , especially broaden it into the Lower 4 8 , I think t haL 

16 would be desirable. 

I 

I 
I 
I 
I 

17 MH • MO'l'LEY : With regard to the Cish hatcheries program, 

18 would you envision, gi v c n the Cons ti tu tion.:i l J\mc 11drncn t s ta t:c s 

19 that it is u return on its investment , Llwt t he privnte nonpro ~it 

20 ha tchery progrum as e nvisioned jn the c tt rrcnL 20 0 mill ion do ll ar 

21 program - - we' va 9ot one goj ng .:i. n Cordov.1 .i nd we ' re looking .:i L 

22 a couple of others -- wouJ d t hey unde r Lhc cj round ruJ cs o( t he 

23 Cons ti tut:ionul change , do you t hink tlrn t the y wo uld be u 111o r c .1pt 

24 veh icle foi· this j nvcstmcnt ilS opposed to a S LaL~-oµcr.1tc.:cJ 

25 hatche ry prog1:ilrn? 
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MR. DANIEL: I really think that they can do it more 

2 cheaply ·and I think as far as the capital investment, the initial 

3 investment. There are going to be two things in those private 

4 hatcheries, one , they have· to have good biologists and, two, 

5 they've got to have a good business manager. 

6 MR. GALLAGHEH: Those mother ships , or a like vehicle, 

7 how much would thE:y run in American dollars? A million and Cl 

8 half? 

9 MR. DANIEL: I think it would be very, very much more 

10 than that . 80 foot, 100 foot crabbers now run better than a 

11 million tlollnrs. 'rhe mother ship , a fJ Oilting factory s hip is 

12 what we' re talking about would probably run millions of dollars. 

13 ''o displace the Japanese docs not necessarily require a mother 

14 ship fleet. The only they've got t hat mother ship there is 

15 beca ui:;e it ' s a dista nt wa t er fishery , Hhich is t il e most 

16 inefficient method moneywisc to produce pro tein t hnt exists. 

17 

18 

And wi th s hortage on f uel and vari o us t h ings of this t ype will 

really limit their operations i n t he fu~urc . In some cases , we ' d I 
19 need a floater, it wouldn' t have to be a n extensive operation 

20 necessarily as far as size. Again, l a nd-bas ed processing is very 

21 oCten appropriate. 'rile onJy time it would not be would be in 

22 en ses where wc .:i t hL:r condj tions or lw ebor L:iciU Li cs we re not 

23 and lablc . I don' t know whn t t ho econom.i c;s of tl\cJ t is , t he cos t 

24 of a floater as compared to a 1 ~ nd-bascd proccs~ing opcrntlon. 

25 MIL LOVt::: \vhat cf (ect do you t h i nk ~ LI this off- s hore 
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operation would have? 

2 MR. Dl\NIEL: Well, there is real nervousness among tf1e 

3. f ishe'Fmen . I said one time in a public t e stimony on this type 

4 of que.<>tion that perhaps i't was the case and J heavily emphasized 

5 the perhaps, that fishermen were simply paranoid about sorne of 

6 these i ssues . It came out in the press a little bit later that 

7 I had said they were, . in fact, paranoid. The problem with mos t 

8 of the fi shermen is they can read a nd they read th i ngs -- for 

9 example , there have been some reports by the National Fishery 

10 Service that indicate vulnerability of crab and shrimp loss one 

11 part per million of oil actually dissolved into the water . Well , 

12 this makes fis hermen ne rvous . They don't really know what that 

13 mea ns but i t doesn ' t sound good. So there is real apprehensi o n 

14 abo u t OCS . My only solution to it is not a very sophisticated 

15 one. I have s uggested r epeatedly to t he oi l compa ni es what 

16 needs to be done is take u group of fishermen and go to t he Gulf 

17 of Mcxjco and allow those fi s herme n to talk to their counter-

18 par ts . You migh t wDnL t:o a llow t hem to ta lk to some experts 

19 too , some professorial types and perhaps people who arc c xperLs 

20 on pollution problems. But the mai n t h i ng is t he fishermen 

21 themselves hnve more credibility with /\la skiln fisherme n t han 

22 anyo ne else w.ill have . i\nd if you cnn gel t hese guys to sit 

23 -down antl tnlk to the ir coun tcrpa rts in Lhc GuJ. f a nd t he CJ uy s 

2A down Lhcr-e , i n Cnct , s~1y, ns some of my lobbyist frie nd s from 

25 Lhc oil compnn icG indicn tc, t hat t hey cnn li vc w i t: h OCS 

PAT KLING REPORTING S£RVICI! 
SUI Tl: 400 ANC ll O l~ACL I [ GAi. CCtl 11 ll 

1016 WEST SIX 111 AV ( NU E 
AHCHORACE, ALASKA 

- 14-



• 

• 

developmen t, I think that w~ll go further to solve the problem 

2 t han anyth ing else . I think the fishermen would be -- I would 

3 be enormously grateful not to feel apprehensive about OCS . 

4 MR. LOVE : How much investment capital do you think 

5 would be advisable? 

6 MR . DANIEL : I really couldn ' t answer that with any 

7 sophistication at all . I would get into figures on what it would j 

8 cost to rehabilitate the fisheries. I think t hat figure would 

9 ~robably obtained if the State did the entire job . I b e lieve if 

10 we get private industry into it, we can do it somewlrnt cheaper . 

11 As far as developing markets and as far stimulating the harvest 

12 of bottom fis h , I really don ' t have figures on that. I just 

13 haven' t heard any, I don ' t know that any exist , although they 

14 probably do. 

15 MR. LOVE: I just wanted to point out in the interest 

16 of future deliberations, it would ~c useful to have some figures 

17 given to us . 1\lso if you sec the need for an i nvestment in t he 

18 area of hatc heries and also in building b ou ts or in processing 

19 facilities. 

20 MR. 01\NIEL: Well, I can sec it in t h e boat building 

21 if you ' re moving into different fisherico. We are obviously in 

22 the salmon i ndu s try too efficient at this point in time . If 

23 you ' re uning a boat for other purposes bes ides salmon , perhaps 

24 it is justifiable . If you ' re looking at the standpoj n t of moving 

25 into these bottom fisheries , very definitely we could use Stntc 
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money in that respect. Because the burden right now fo~ the 

2 fisherman who wants to develop a new technique or move into 

3 something is e ntirely upon that fisherman. I ~on ' t know of any 

4 experimental monies that ~re available except perhaps a very 

5 small amount . I could see it there. I see it certainly in the= 

6 hatchery situation but, again , I want to emphasis that what we 

7 are really interested in is the loan progr~n where the State 
I 

8 gets its money back. Simply a loan that is repaid out 0f the sale 

9 of surplus fish at the hatchery racks and repaying these 

10 assessments on the fishermen . 

11 MR. LOVE : You think the big part of it is hatcheries. 

12 MR. DANIEL: Well, the bottom fish thing could be 

13 tremendously valuable . Right now we have had a tendency to be 

14 rather narrow in our viewpoint and look only a t the hatcheries 

15 because salmon is a q~. dn1~ur- fish . l\nd we ' re in trouble on 

16 salmon and I think people recognize that . But I think we al so 

17 ought to look at those bottom fish stocks very, very definit.ely . 

18 l\n d l can ' t be as specific there about what the State can anci 

19 can ' t do . Dut 5.1 billion pound!:i of fis h i:;hould be worth a 

20 considerable amount o f money , so i E wc could move in to that area, 

21 it would seem to me to be very des irable . 

22 MS . FLEJSCllEH: I want to a::;k you, for instil nce , on 

23 bottom fis h . I don ' t .know ilnything about them. !low renewable 

24 n1~c bottom fish? You .:ire not talking about hiltchcrics whe n you 

25 arc tillking nbout bottom fit:; h. 

. 
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2 

3 

4 

5 

6 

7 

MR. DANIEL: No. Hatcheries woul d only apply to the 

sal on . 
I 
11 

MS. FLEISCHER: How do - --

I/ MR . 

Forl/ i n stance , 

DANIEL: Welt, it is a more frustrating situation. 

our halibut stocks are in big trouble now . There 

was 1 a time previously when they got so depressed that we simply 

qu~~t fishing for them for a number of years and they did 

8 recuperate. We ' ve got additional problems now bec~use the 

9 

10 

Japanese -- the halibut are not th~ target species for the 

Japanese, but they catch about a 1 percent incidental catch 

11 while they ' re chasing pollack and various things of that type. 

12 That just devastates those halibut stocks because these are 

13 primarily juvenile fish , you know , immature . 'l'hey are renewable 

"" 14 but it's not the same thing as being able to put a hatchery in 

15 and let them go Cl nd let t hem come back to you . 'l'hc main method 

16 of renewal is simply to quit fishing for them . The .Japanese tlnd 

17 Russians at t his point in time have absolutely devastated some 

18 of t! . J stocks. We ' re down on pollack to where we ' re supposedly 

19 harvesti ng primarily juveniles. We have already gone through 

20 ocean perch to the point where they arc .i.n 9rt-1vc jeopardy and 

21 the Japanese use what i s called the pulse flr;hin~J tech nique . 

22 'l'hcy go i n and hurvcst the fish where it: is dO\m to t he point 

23 ~here they Dre no longer economically ( c .1sJ blc. 'J'hc n they lewve 

24 them .:ilonc and theoretically allow t hem Lo rccupcnatc. llowt! vcr , 

25 our biologists don't think they raeccssari l y g i vo Lhcm e noug h time. 
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9 • 10 

11 

12 

13 

14 

15 

16 

17 

• 18 

19 

20 

21 

22 

23 

24 
It 

25 

MS . FLEI SCHER: ls there anything that can be done , as 

far as you know , for renewing bo~to~ fish? 

MR . DANI EL: We need a better and more careful 

regulatory regime . Under the new bill, we have the ability to .· 
tell the Japanese and Russi~ns who can f i ah a1 i where they can 

fish and when they can fish. 

Ms; FLEISCHER: In other words , . ~ re will be 

cooperation maybe . 

MR. DANIEL: We can insist upon it. There is always 

the question whether our Sta~e Department is going to show any 

couruge. 

MS . FLEISCHER: I wanted to ask you also about - - some 

of the other things you ha ve mentioned like tourism and timber 

and other industries in t his St ate can be a threat, I imagine, 

to fishe ries and I was wondering jf the fishermen are part of 

that decision-making process and whether you arc able to cooperilt 

with the timber i ndust.ry or the tjmbcr industry is able to 

cooperate with _you 1.:0 prc1tcct like saJ mon .;Lock. 

MR . Dl\NIEL: We have tried tt ~ ndopt a very cautious 

attitude toward timber and O.Lt. J\nd certainly do not want to 

get j nto tho stance of tryi:1g t.o n.:iy these two industries which 

arc very, very vital industries i.n tho Stiltc should not cxisL. 

'I'hcrc is n real apprehension in Sou t:heas t 1\J a ska among f is he rm.-~ n 

as to what is lrnppening o n those slllmon s tret:1111s. /\nd wn hu ve 

tried ond tried, aguin , to <)Ct as much protcdr: tion in the salmon 

. 
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streams as possible with prohibiting timber harvest. I certainly 1 

2 think that there is a possibility of mutual existence there. 

3 

4 

The thing that encourages me too, I don't want to see us just : 

simply throw open the door' and say we 're not going to worry about ! 

5 

6 

7 

8 

9 

10 

stocks because that ' s the least expensive way to produce fish. 

' 
With hatchery production, it is interesting that today in 

Washington and Oregon and B.C., as well as in Japan, their 

production on salmon is as great as it ever was. In fact, in 

J~pan, far greater than it has beep historically . And the 

Japanese are producing their fish on the island of Hokkaido and 
I 

11 Northern Honshu Provlnce and the population pressure there is just 
I 

12 unconscionable . There are 6 million people living on the island 

13 of Hokkaido. 

14 MS. FLEISCllBR: So, in other words, they create salmon 

15 streams, in effect , so you aren ' t dependent on the natural 

16 streams. That was one of my questions plus the fact that I was 

17 reudin~ about a salmon fishery in Washington and apparently part 

18 of whaL happened there was the d.:1ms on the rivers. Ancl I know 

19 that there arc some plans and probably will be more for 

20 hydroelec tric elev elopmen t here in l\ laska . And I nm wonded ng if 

21 that can be pla.nned in a wny not to i nterfere with the salm11n 

22 industry or whether you are part of that decision-making process 

23 as to where dams should be. 

24 Ml1. Dl\NJEL: Well , I think there nre certC.J inly bad 

25 things you can do. Ne have so mnny streams to choose from a ncl 
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the r e are some wher e it would. 'Je very, very distressin g - - · if we 

2 we nt out a nd tried t o dam up I l iamna Lake , for example . Not t h at 

3 that is going to happen but that is a major spawnin g area and 

4 t erribly valuabl e from that viewpoint . Certainl y there are 

S alternatives in most cases where they are not necessarily 

6 i nterfering with -salmon . And we would be concerned about that . 

7 Hydroelectric projects, without a doubt , are a major feature 

8 that caused a decline 1n t. 1.e Northwest . 

9 MS . FLEISCllER: My question was, are you part of that 

10 decision-making process? 

11 MR . DANIEL: In a very, very small way. It ' s partiallyj 

12 our own fa ult . We obviously can become more a part in these 

13 decision-making processes. Our organization is a bit new and we 

14 have been somewhat preoccupied with limited entry, especially i n 

15 the last few weeks . But I think the opportun i ty certainly 

16 exists , j t ' s just a matter of our taking advnntage of it. 

17 MR. FREER : What sort of research e ffort aimed at 

18 better utilization of the fish that were caught in Alaska. I 

19 wonder if you saw any n e ed for a continui ng type of re~iaarch 

20 program such c:ts that for use of monies from this Fund? 

21 MR. DANIEL: Well, we really need to do those things , 

22 I t h ink. One of the things that I hndn' t really thought about 

23 is how desirable -- we ' ve got so many stocks, sea urchin, for 

24 example, that are h ighly v a luable in Europe t hat we arc not even 

25 touching. We have some abalone down in Sou thc us t. '!'here ' s 
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probably a long, long list of f ish and fishety products that we 

are not util izing . Research in those areas wo uld be highly 

desirable . The Nation&l Fishery Service does some of that, 

4 probably not an adequate amount . By the way , I did mean to 

5 mention ear l ier in my testimony that with the 200 - mile limit 

6 bill on t~e books you may see some Federal money coming into 

7 these areas. But whether or not it will be· a substantial amount 

8 or whether or not it will work to our best interest is still a 

9 matter of question. I would certainly say , yes, we could use 

10 additional research. 

11 DR. LOGSDON: What is the existing capability of 

12 Alaska fishermen to take bottom fish? 

13 MR. DANIEL: Well , the guys in crab fishing , boats 

14 that are quite substantial in their size. And I would say that 

15 many of them could be converted. It seems I remember a cost of 

16 45 , 000 dollars conversion, to convert some of these boats over 

17 t o where they would have a capability on bottom fj.sh . 

18 MR . EDENSO : There would be a limitation on the size 

19 of the boat. 

20 MR. DANIEL: Yes, there are lots of factors. 

21 MR . EDENSO: If you're just talking conversion in gear, 

22 it is going to be in execs::> of 50, 000 dollars. 

23 MR. DANIEL: Okay . Well, I huc1 seen the f igurcs but 

24 it's been severa l month s ago, I saw them and they slipped away 

25 from me. Some of the guys in Kod iak and on the Chain would tell 
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this story a bit braver than perhaps they should about their 

2 ability to move immediately there. I know that the desire · 

3 exists, but the practicality of the matter , it means gearing up 

4 and gearing up not only so" far as the boats but processing 

s capability and marketing ability . And considering those 

6 factors, no, not close. The boats themselves are much closer 

7 than anything else so far as being able to get into the business . 

8 MR. WOHLFORTH : This subject is obviously one that 

9 
I 

would take us weeks of testimony and we want to b~ar in mind we'r~ 

10 I
I 

just getting an introduction. Hopefully, people: like Mr. Daniel I 

11 
I 

I 
will work closely with this Conunittee and the legislative 

12 

13 

14 

committees on a continuing and more detailed basis on what he 

:::n~::~ b:e:h::~elt:o:::es:: :o:~i::l:::r:::c:::: :0

b::::ng i 

question, that we suspend questioning in deference to the others ! 15 

16 who are here and who may have a time scheduled that they really 

17 need to meet . 

18 MR. ~~ALDOCK : Mr . Chairman, I would like to ask just 

19 one question . Mr . Daniel, I would like to know if there is any 

20 research underway at this particular time to see whethe r or not , 

21 if we funded the Fishery Departme nt, whether it is goin g to be a 

22 profitable operation because part of the criteria of the 

n Permanent Fund money has to have a return for the investors . 

24 MR. Df\NIEL: Well , no , r would say th.::it the re is 

25 probably not much being done there. Not as much as should be , 

PAT KLI NG REPORTING SERVICE 
SUITE ,.00 ANCllOl?AG I! LCG AL Cl!NHR 

1016 WEH SIXTll AVt:tWE 
ANCHORAGE, ALASKA 

-22-



• 

• 

and probably should be very carefully looked at as far as 

2 whether you let the money go in the direction of private industry 

3 or whether you let it go into any department, whether or not you 

4 are going to get an attractive cost benefit ratio . I doubt that 

5 very much is being done in that direct ion . 

6 MR. GALLAGHER: We attempted to do some but it is 

7 pretty sketchy. 

8 MR. DICKEY: I am Don Dickey, president of the Alaska 

9 State Chamber of Commerce . I have with me two well-known Alaska 

10 businessmen, Mr. Bill Scott, an accountant from Anchorage und Mr . 

11 Frank Mu~kowski, a banker from Fairbanks. 

12 I want to first say we can all take pride in the voter 

13 respons e to the Permanent Fund, a two to one overwhelming support 

14 I think is an indication that people arc in tercsted in seeing 

15 the benefits of such a program . I would commend t he Legisla turc 

16 for their efforts, Mr. Ma.lone and Mr. Miller and any others I 

17 may not ha ve seen , so th.::i t the record will i ndicate they did put 

18 the package before the public and gave them a chance to vote on 

19 it and this Committee has alr;o. In fact , at noon Tuesday when 

W people were voting on this issue , I had Mr. Edcnso as a speaker . 

21 So we were confident that the public was goin<J to accept it .:mt! 

22 we arc delighted tlrnt you h.:ivc met so promptly to get p ubJ.ic 

23 input on the program. 

24 Our purpose toddy , b~sically, is not to much to oCfcr 

25 specific s ug gestion s as to where the fund::; mig h t be i nvested but 
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we will, in the f utur e, be specific on that. But perhaps .mor,e to 

2 speak to cl1e point of the goal s , the objectives and the structure 

3 that we see might be he lpful. 

4 I think the Permanent .Fund is an exciting concept , 

5 properly used ~an bring' f ntold benefits to the widest cross-
/ . 

6 section of Alaskans. I think it has also the ability or the 

7 possibilities of abuse and , if abused, will create a boondoggle 

8 second to none that we ' ve had and of unprecedented consequence . 

9 Hopefull y , in our testimony I hope to bring that out. Our 

10 purpose is to suggest ways tha t it can avoid the rocks and shoals 

11 and that it can be a success . 

12 About t wo years ago the State Business organization had 

13 a conference convention tl1~ theme, Can Alaska Afford 

14 Prosperity. And it wasn ' t a facetious question. We were asking 

15 oursel ves - - most of us t:ha t h acl lived here for a number of 

16 years that we seem to t hrive best in poverty , perhaps have hud 

17 more experience with j, t a nd when we get prosperous , as we did 

18 once, a .id appe.:ir. to be th re a tcncd agn .i.n, we seem to hnve lit tlc 

19 problems of getting al.0119 together or just how t hat s hould be 

20 utilized , like .:i fa mily docs sometimes wh en they div ide up the 

~ l pot. So our su~19cstion today to you - - it is 11ot a new subject 

22 to us , ar.ki ng what we would do wi th our fu nds . We 've been down 

23 t his puth be fore and we ' 11 tell you somethi ng about that and 

24 of fer some su9gcs tio ns on how cons true l:.ivc ly we t hink t his inig h t 

25 be s tructurcd . 
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I a m going to ask first fro~ Bill Scott. He is past 

2 president of the Alaska State Chamber of Commerce . He is Alaska 

3 . managing partner of the accounting firm of Peat , Marwick & 

4 Mitchell . 

s MP. . SCOTT: Thank you, Don. There are a couple of 

6 things that seem to me important. They are more structural 

7 than the on- going things that Prank will mention . 

8 Again , in the interest of being very brief, it seemed 

9 to me that in the structure of the Fund itself , in the 

10 management of it , it needs strong leadership. We have discussed 

11 this back and forth and I don't think that facet is disagreed 

12 with by many. But it see~s to me that it needs to be in 

13 perhaps a separate State-created corporation or entity, it 

14 doesn't have to be a corporation , that would be answerable to 

15 the Legislature. Decause it will, in fact, it seems to me to 

16 be the Legisla turc that will set many of the <JU idelines . '!'hat 

17 entity then should be headed by an able and strong leader. who 

18 can impl e me nt policy as the Lc<]islature dic t a te s . 

19 I believe that the Fund should have constant and 

20 on- going revie" , no.t only from the financial transaction 

21 standpoint but also from an opcr.:itional an.:ilysis standpoint so 

22 thc:it programs can be continually evaluated . J\nd, third , it 

23 seems to me that what hus been referred to i n the nationa l press 

24 as a sunset provision be part of the e nabling legislation . So 

25 that , if three, four , five years down the track it is obv.ious 
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2 

3 

5 

6 

7 

8 

9 

10 

to everyone that the Fund is going _awry, that the intit~al 

purpose, while apparently valid at the beginning, no longer 

seems to be !;erving the wishes, that there can be automatic 

provisions for change in the structure without going through a 

complicated political process to arrive at that ability to 

change. 

With that, I would like very much for Frank Murkowski 

to continue our presentation with some comments he has on more 

specific investment areas.· 

MR. DICKEY: Before Mr. Murkowski speaks , he has 

11 many titles . lie is president of the Alaska Bank of the North, 

12 Fairbanks. He is chairman of the board of the Alaska State 

13 ChamLer of Commerce . And probably of equal importance for your 

14 purpose today, h e is former Commissioner of Economic 

15 De velopment and in t hat capacity had some in volveme n t with l oan 

16 f unds so I think he can add something to your deliberation. 

17 MR. MURKOl~SI<I : 'rha nk you , Don. I would like to cal 1 

18 your atten tion to one of the basis premise s of the Perman e n t 

19 Fund in its concept, the sta tement that the fund is to be us e d 

20 for income producinq investment. That really opens up a 

21 Pandora ' s Oox. · No t only to your Conuni t t ee , but to the 

22 Legislature and the administration , the l a bor, business 

23 communit y and j ust the populace of the Sta t e · as a whole . 

24 Because it implies all t he grandiose benefits from such a 

25 substantial reserve, saving s account, or whatever you want to 
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call it . 

2 I would like to express some concerns I have directly 

3 in this a r ea. And obviously being a banker I am automatically 

4 suspect from the standpoint that what I am going to say is 

5 basically that I don ' t want the State to compete with me in the 

6 l oan bus iness. The reason I say that is I don 't fee l the State 

7 can realistically involve itself in very , very broad loan 

8 programs for the benefit, theo~Afically, of the public as a 

9 whole in a very general way because of the politics that enters 

10 into these programs once they are established and the lack of 

11 indepe~dence that a State agency has in loaning funds. I am 

12 speaking very gene ral and across the board in this respect . I ' vi 

13 been there , I've handled State loan programs and I am very much 

14 aware of the political pressure that is brought to bear. It is 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

all well meaning but it results i n bad loa n s and severe losses. 

This is not necessarily the rule by any means, but there is 

enough of it to make for a great deal of concern . I think there 

are some specific programs , loan programs that c an be h \. ndl cd 

a nd utilized . There are some very s uccessful loa n programs 

within the Sta t e . I would point out the Veteran s loan 

program as one . But when you get i nto t hese v ery broad a r eas 

of providing loans that a re , in effec t, high risk. The 

·individual who is living i n a cornmuni ty will go to a 

lcgisla tor and say , " I ' vc got a tremendous program here a nd I 

would app r eciate your help" and he pre vails without gcttin9 i n to 
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the credit worthiness of what the a pplication is to the 

2 director who is responsible for the function and the pressures 

3 begin. And it results in some very , very difficult situations 

4 that can be avoided if it is properly structured . 

5 I would suggest that the area that you look into 

6 initially are some the broad guarantee concepts. There is on 

7 the books at the present time , I believe it is called the Alaska 

8 State Industrial Corporation which allows the State ot use its 

9 tax exempt status. The concept I think came into effect , oh , 

10 about nine or ten years ago and it has never been used because 

11 there has been a reluctancy in the adminL:;tration to allow the 

12 State ' s credit to be on the line in the concept of a guarantee. 

13 It has an application from the standpoint of providing the 

14 development of industries that are of high potential but yet 

15 h igh risk from the standpoint of other adequate markets in the 

16 State . I would use as an example one, the cement business i n 

17 Alaska today. We certainly h~ve all the resources to develop 

18 a cement manufacturing process but it is questionable whether 

19 the markets are here. But a guarantee program where the 

20 Permanent Fund could guarantee the bonds has an application . 

21 That type of program would result, in my opinion , in substa nti a l 

22 new industry. It would not be a tax incentive per se , but it 

23 could have a very subntantial assistance to the development of 

24 the industry. 

25 I would suggest too that when thought is given to the 
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concept of participation in loans that you require high . 

2 participation from the lending institutions, if you get into 

3 programs of that nature. I don't think 10 percent is adequate. 

4 I think 25 percent is more realistic. Because then the 

5 

6 

7 

8 

9 

10 

11 

12 

policing is 9one by the lending institution that is directly 

involved in the credit. 

There are some applications in the area of renewable 

resources that you are going to get a great deal of testimony 

Ofl. And I think one of the most paramount at this time that 

this Fund could really get involved in in the form of a 

guarantee concept would be in the area of agriculture. You are 

going to hear a lot abou t fish, mining, tourism, oil and gas, 

13 timber and wha tnot. But the concept of making large trac ts o f 

14 land available by theoretically using a portion of the 

15 Permanent Fund, say, to clear the land. Then get into a l ease-

16 back, it ' s got to be a large corporation , total utili za tion 

17 developme n t concepts , t hen they wo uld puy it back off of th E! 

18 development of t he ~and , you are creating some basic , new 

19 indusry within the Sta l e . You are creati11g jobs in a new area . 

20 And you're creating obviously subst~ntinl marke ts overseas fo r 

21 the products. 

22 So, in co nc lusion, I would j ust leave you with t he 

23 di r e warning, if the ·program docs get into an orca where i L is 

24 a broad loanin~ function , then po li tics is going to enter i n to 

25 it. /\nd I would lrntc to sec whaL is go ing to hnppcn five oi: 

. 
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ten years down the line because no administrator can hold up 

2 under that kind of pressure . I would be happy to answer any 

3 questions. 

4 MR . GRUENING: bid you say the Veterans loan program 

5 was an example of one that ---

6 MR. MURKOWSKI: No, I npecifically stated in my 

7 testimony that the Veterans program was an excellent program . 

8 There are many excellent program~. The Vet~rans program is not 

9 a broad loan program where somebody can come in with anything . 

10 It is secured by real estate, the safest kind of program there 

11 is. 

12 MR . GRUENING: Is that because it 's a housing loan? 

13 MR. MURKO\vSKI : 'l'ha t is one of the reasons , sure. 

14 It has specific guidelines and you have got to , in effect , have 

15 the collateral value. Specjfic guidelines. So it takes 

16 reasonable discre tion out o f it because you've got specifics. 

17 Out you get in to areas \'1here you ' re pro jccting what the cash 

18 flow of a new business is goi ng to be and yo11 've got to be 

19 realistic with it and, if it ' s marginal, that means it is 

20 marginal nnd you've got to look at it that woy. You can ' t kid 

21 yoursc 1 ( by saying, 11 \vcll , we hope t hi s will happe n a nd thj s 

22 will happen and , therefore, it wilJ work" . 

23 ttR. GRUENING: 'l'h e fact that it is a home loan as 

24 opposed to say participatin~ by the bank. Which CacLor is 

25 i mpor tn n t? 
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MR. MURKOWSKI: 'l'her e is .no relationship. The real 

2 estate loan stands on its own. You've got guidelines and you 

3 loan a percentage to the value, you know what the value is and 

4 you look to the credit wotthiness of the borrower. If he's got 

5 

6 

7 

8 

9 

10 

t he i ncome to ~~~ for the loan , why, theoretically , he gets the 

loan . 

MR. GRUENING: Why couldn't the same kind of criteria 

apply to any business loan. 

MR. MURKOWSKI: Well, first of all , any kind of 

business loan doesn't fall into value . Usually the individual 

11 wants to start a business. He ' s an unknown entity. He has no 

12 operating experience . These are the usual type of loans that 

13 come into the State. He wants to borrow for the collateral, he 

14 has no equity. He might have a great idea. 

15 MR. Gl\LLJ\GllER : I ' d like to throw a little light on 

16 t his subject. \vhe n I wa s in the bunking s ystem , we reviewed 

17 our reserve for bad debts and 89 percent of our charge offs 

18 were commercinl loans , 2 percent in real estate , and 9 percent 

19 were in installment loans. 

20 rm. sco1"J' : That says it all. 
I 
I 
I 

\·le took all of our losses in commercial 

'£here is no politics j n the Vetc rans 

21 MR. G/\LLJ\GIJEH : 

22 loans . . 

23 MR . MURKO\·IS.Kt: 

24 

25 MR. SCOTT : I agree. 
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MR. GRUENING: I am interested in why you cannot 

2 i n sulate some of the politics from the business loan situation? 

3 You say there are no politics in the banks ---

4 MR. MURKOWSKI: Well, it's a different type of 

5 politics . The banker is going to go broke or he is going to 

6 eat his bad loans, but with the government it doesn ' t work that 

7 way. 

8 MR. GRUENING: My question is , can't we make the 

9 ,people that are administering it responsible? 

10 MR. MURKOWSKI: I think the people are respousible, 

11 it ' s the pressures they ge t. I think that the individuals , the 

12 Commissioners that are here would agree with me up to a point. 

13 There are several State loa n programs in various departments . 

14 There has been a coordina tion in the last few years to get them 

15 together and they are getting together . Loaning money is just 

16 that , you need some real expertise . And, if you ' re making a 

17 secured type loan , there is a certain application of r ules a nd 

18 regulations , t ha t ' s o ne t h ing . nut when you gc t out in the a rca 

19 of making a credit judgment where you don't have those sound rule 

20 to utilize , you ' v e got , say, a new business, you've got to h a v e 

21 somebody who has had some e xpcd c nce . l\nd that's f inc , you c a n 

22 get tlrnt theoreticnlly but the n you 'vc got t he legislntor and 

23 I've seen it lrnppcn time .:a;d time agai n whe re you ' vc got the 

2'1 co ns ti tucn l:. working on h i m. li e ' n got a mi llion t h in'JS to do il nd 

25 one of the m js not to c val uill:.c l:.hut guy ' s loa n. So he silys, 
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"Well, you ought to talk to Joe Blo~ who is the director of that 

2 program" and he goes down and he says , "If there is anything you 

3 can do for Joe Blm·1" -- that's whe n the pressure starts and it 

4 really can develop. And, if you can figure out how to insulate 

s it from polit~cs, more power to you. 

6 MR. GRUENING: I am asking for your suggestions. 

7 MR. MURKOWSKI: I have no suggestions . I don't think 

8 it will work. 

9 MR. MOTLEY: As administrator of 9 of the 11 programs 

10 you are talking about, I would like to discuss the matter with 

11 you. 

12 The Veterans Loan program as of the ~irst of this year 

13 had a delinquency of less than 2 percent . The average for all 

14 the State banks, including your bank, is 3.25 percent , 31 days 

15 or more. So I think that stands on itself there. In regar<l to 

16 the business loans, I don ' t think you are entirely correct when 

17 you say there is no collateral. I t hink all of the statutes 

18 affecting all of the business loan programa except one which is 

19 the new one of child care centers , requires collateral . What 

20 you say is correct , it can happen i n th~ way you have t alked. 

21 We inherited two loan programs [ror.i you r ol<l de;_Jartment , long 

22 after you left. One of the m was the 1\lasku State Development 

23 Corporu tion . '1.'hose loans were loans that were made , you may 

24 rccillJ , that were bOUCJh t from h.:inks . '!'hey had 16 out of 21 loans 

25 <lel inqucn t. 'l'hc Smu 11 Dusi ncs:; Devclo1.;1~en t Cori_)ora tion ha cl 10 
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out of 21. Today there are 3 . I submit to you that it can be 

2 run . You use the same test that banks use and that is a good 

3 underwriting procedu!'e . You can insulate them from the political 

4 system. I think the record is there for it. I agree with 1you 

5 that the risk is there , the political risk of legislators and 

6 administration , but I think it can be overcome. 

7 MR . MURKOWSKI: The Alaska Development Corporation 

8 hasn ' t functioned other than in a cleanup capacity. 

9 MR. MOTLEY: That is a fulltime job , that cleanup . 

10 MR . MURI<OWSKI: So that has been the basic utilization 

11 of that office , it hasn't been functioning so far as taking on 

12 new loans. 

13 MR . MOTI.E .L: That's right, just cleaning up the bad 

14 ones that were bought from the banks. 

15 MR. MURKOWSI<I: That is absolutely correct, there ' s no 

16 question about it. It was a bail-out for the banks. 

17 MR. WOl-ILl:"'OH'l1 1l: Mr . Waldock . 

18 MR. WJ\LDOCK : I wou ld like to direct my question to Mr. 

19 Dickey here. Rather than to reinvent a new wheel as far as a 

20 v eh i cle to handle out Permu ne nt Fund, I would like to kno w if you 

21 would give your comments or the comments of the Chamber of 

22 Conunerce i n regard to the use of the vehicle that Frank Murkowski 

23 wus talking alJo ut. and that is the J\laska Sta tc Devclol.Jmen t 

24 Corporation. Realizing there arc a few pitfalls with it , cou l d 

25 you nlso comment about any safeguards that might be put in thnrc 
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to beef that thing up? 

2 MR. MURKOWSKI: Mr . Motley, 1 think that is under your 

3 department now. 

4 MR. MOTLEY: The suggestion you had I thi nk i s an 

s excelle nt one. I t~ink if you had the banks in there with you 

6 than everybody has somethin~ at stake a nd you have two under-

7 writing criteria . 

8 MR. MURKOWSKI: If you keep the banks in enough and 

9 don ' t let them off with 5 or 10 percent . That program that 

10 Dennis is referring to, Tony ' · I think you will agree has 'a real 

11 application . It just hasn't been used because its been of real 

12 concern . Eric , I think you were involved . 

13 MR. WOHLFORTH: I am aware of the Alaska State 

14 Development Corporation experience , which I don't think is as 

15 bad , frankly , that a lot of people , maybe the public has in mind. 

16 Back in ' 63 whe n it was started it did finance tourist 

17 facilities and other things thaL were needed and might not have 

18 gon e forth . •rhere was no question they took out some bad pnper . 

19 And I think the poi.nt of a higher deg ree of private participation 

20 is absolutely the key to any rej nsti tu tion of that kind of 

21 vehicle . 

22 MR. DICKEY : I might mention we worke d about two years 

n to get that first program t hrough. Its i ntent was perfect , its 

24 performance was not . To respond to Mr . Murkowski ' s suc19estion , 

25 I think one of the reasons t here wa!3 Loo small involve me n t with 
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the private banking institutions. A greater partnership~ I think . 

2 they wouldn ' t walk away. from it , they would be quite interested 

3 in how the thing turned out . 

4 MR. LOVE : Mr . Murkowski , you said one of the benefits 

5 of having banks make the loans rather than having government 

6 make the loans is the bank has to take the loss. 

7 MR. MURKOWSKI: Rather than t:he public . 

8 MR. LOVE: But if the State gets into the busin1:ss of 

9 gqaranteeing loans that the banks make , doesn't, in fact , the 

10 bank make loans that the public takes a loss? 

11 MR . MURKOWSKI : Well, as Mr . Motley indicated, if the 

12 bank has a substantial participation percentage , why , obviously 

13 the bank is going to spend a great deal more time analyz i ng the 

... risk tha n i f it had a 100 percent guarantee . 

15 MR . LOVE: Say a 30 percen t guarantee . My point i s, 
I 

16 the more the gove rnment gets involved in these loan programs, the ~ 

17 less the bank has a stake in it. It seems to me You wou l d 

18 normally have just a free market situa tio n and I am jus t , you 

19 know ---

20 MR. MURKOWSKl: What I am sugges ting to you is the 

21 question -- just on speci f i c program -- loan programs, i s it th e 

22 best interest of all conce rned that the State go into the direc t 

n lending programs or utilize the expertise that exist in the 

24 private sector by put ting certa in sL i pulations o n the per cc n t nge 

25 of participation r equired by the ba nks, and the n does the s t a t c 
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come in and utilize its princi pal put into this or does it 

2 guarantee a specific portion. You get the best of both worids 

3 under the guarantee concept because you haven '' t used the principa . 

4 MR. LOVE : So you think t he p rimary benefi t of 

5 c hanneling loans through banks is because banks are - - the 

6 primary benefits is because banks can better assess risks. That 

7 would be the primary goal. 

8 MR. SCOTT: You are utilizing existing e>:pertise . 

9 MR. GALLAGHER: It seems like there a re a whole lot of 

10 goals for the Permanent Fund. I '<now that the banks may be the 

11 best peopl e t o assess risks, but it seems like there are other 

12 goals we are going to have -- social goals . The point is , t he 

I 
I 
I 

13 

14 

l 
strength of deal ing with the banks is eva luat ing the area of risk I 
by requiring bank participation . And you develop s~me integrity 

15 

16 

in the process . 

MR. MURKOWSKI: I agree with you. Out I would say lhat 

17 the area that banks generally fall i n to , wh ich is the small , or 

18 s hort term loa n , the y have the e xpertise to continu e in that urea . 

19 If yo u are talking about providing some of the resource 

20 dcvclopmen t t hat we need , J think this is where t·l'c Sta tc steps 

21 in. As the example I have given , Cl cement plunt , the State hu s a 

22 vehicle through its guaranLecd program, the agricultural ·- -

23 MR. MO'l'LEY: Large single loans . 

24 MR. MURKOWSKI: Lar9c sinCJlc . 'l'he tremendous j mpactn 

25 on the Stab~ is where I sec the Permanent f und having a tremendous 

. 
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applica'l: ion. . I don't think the State would have to use the 

2 principal in the Permanent Fund , the State could use the 

3 guaranteed concept of the Permanent Fund. 

4 

5 

6 

MR. MOTLEY: For large loans . 

MR . SCOTT: As an aside , while it is almost certain , 

not extremely probable, that any loan that is made within the 

7 State will have social impact . And the extent that it creates a 

8 better economy and ne\1 jobs, that social impact will be good 

9 ·under all the other guidelines that we go by . I don ' t believe 

10 that the social impact should be the prime consideration on a 

11 l oan made from the Permanent Fund, or anybody else . 

12 MR. LOVE: Do you think (inaudible) s hould be the 

13 principal goal of the Permanent Fund of <lo you think that we 

14 sh,'ul<l look a s pr incipa 1 goals as standards of the quality of 

15 life and whether or no t certain types of development arc 

16 necessarily good. I just wondered which direction we should 

17 work for? 

lR MR. SCO'l"l' : Why can ' t we ha vc bot· h? 

19 MR. LOVE : Will you agree th~t our goci ls are going to 

20 be quality of l ife first a nd then we're going to look towar ds --- I 
~ 1 MR. SCOT'l': !~very goal I ever hac.1 i n my life was 

22 toward the bet t e r i ng of the quality of my ll(e ;ind in the 

23 process of everybody else ' s that I dealt with. 

24 MR. LOVE: 'l'hc reflson 1 bri ng t his up , it seems to rite 

25 there a re goincJ to be times when these can be best achieved 
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through increased · economic growth a nd times when it would 

2 adversely affect these . 

3 MR . SCOTT: That to me has to be the Legislature ' s 

4 decision and not the admin'istrators of a loan program . Separate 

5 the two . I think the two are separable and don ' t directly affect I 
6 one another except incidentally . You're ta lking about different I 

I 

7 policies. We're talking about policies of investing and loaning 

8 and ~egenerating from tl1e existing Permanent Fund. I don ' t think 

9 .we ' re talking about trying to mix that in with social ~ 

. I 
They deserve attention 1 10 legislation or social goals of the State . 

11 but -·--

12 MR . LOVE: I certainly agree that the legislators 

13 should be the people who provide the basic framework . Should we 

14 take a look at how the investment policies affect concentration 

15 of wealth and this sort of thing? 

16 MR . SCOTT: I don 't understand your question . 

17 MR. LOVE: My question is, should we look in terms of 

18 who benefits the most economically by the investment , how is the 

19 wealth concentrated , who approves of the ~ictual benefits , 

20 whether it is sub groups of society and that sort of thing . 

21 MR. MURKOWSKI: Motherhood , everybody is in favor of 

22 that. I ' m in favor of u cement plant because it ' s going l:.Ct lower 

23 the cost of living in the State of Alaska ultimutcly. 

24 MR. FHEER: You matle several remarks about I guess you 

25 call it an anti fuil-safc mccha n i!lm . In case the Permanent Punt.I 
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started to get off track there would be some mechanism for 

2 calling a halt . This may be l ooking down the road quite a few 

3 years , but there might come a time when the Fund doesn 't need 

4 any more. It might be dra~·ling off revenue from the State which 

5 
would be better used for something else than going into a 

6 Permanent Fund. Is that something that you might have had in 

7 mind? 

8 MR. SCOTT: That is inherent 'in -- when I 'm speaking 

9 of .the sunset situation. We know of funds, of course , in other 

10 States where there was no provision for some ultimate 

11 termination and the fund continued to grow and nobody wanted it 

12 any more . 

13 MR. FREER: That is inherent in what you were saying . 

14 MR. SCOTT: I think you have to have the ability to 

15 stop it or modify it at a given point. 

16 MR . WOHLFORD: Any more questions? 

17 MR. EDENSO: I think this is directed at Mr. M11rkowski. 

18 You were talking about loans and such , like business loans , any 

19 different kind of loan program the State may have. We arc aware , 

20 at least I am , I have had some experience with State loan 

21 programs. We dp have fixed interest rates an allowable range of 

22 inter0st rates a nd allowable terms. I wonder if you could 

23 

24 

25 

arldress yourself to what you think migl1t be reasonable terms, for 

example , a small loan program, whether it nhould ha ve 10 years or 

20 years , or 5 years, or whether or not it should have a fixed 

PAT KLING JmPOR1'1NG S~RVICE 
SUITE 400 ANCllOl~ACE LEGAL CENTER 

1016 WE ST SIXl It AVEUUE 
ANCHORAGE, Al ~KA 

-39-



• 

• 

interest rate, which we do now, B percent; or should the interest 

2 rate be tied to some kind of market rate of interest or that 

3 kind of thing? Terms, years, dollar amounts, ceilings, 100 ,000 , 

4 200,000, and interest rates, ~tether it should be tied to a 

S market rate of interest. 

6 MR. MURKOWSKI: Well , I can ' t necessarily come up with 

7 a blanket suygestion. I would comment with the application that 

8 obviously the borrower needs 10 years instead of 5. If he can't 

9 make it on 5 , well, then realistically he's got to have 10. It 

10 is different in each particular case. The longer you put it out 

11 the more risk you have in subsidizing interest rates. I think 

12 there was a t i.r11e when the Veterans Loan Fund was 7 percent when 

13 tl1c price of money was greatly in excess of that. The State was 

14 effectively subsidizing the cost of money . Is that in the best 

15 interest of the State? I don ' t Lhink it is . 

16 MR. EDENSO: Probably what I am asking is, how much of 

17 a subsidy do you think wou ld be reasonable i n your small business 

18 loan program? 

19 MR. MURKOWSKI: Well, obviously, from the private 

W sector, I don ' t like the word subsidy because of what it implies. 

21 I don ' t think that the State loan programs per se sho~ ld be 

22 subsidy programs from the standpoint of the application of the 

23 word subsidy. 

24 MR. 8DENSO: Mr. Murkows ki , there i s a hidde n question 

25 in there and it is, if we tie it to a market rate of interest 
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which is what the banks very nearly .do in this State, an~ we are , 

2 in fact , in dange r of c.0mpeting with the banks, commercial banks , 
I 

3 in their area of activ ity, which is to provide the business 

4 community with business l o.ans and wit~ market money . I f you get 

5 into that , and , again, we ' re talking about a potentia l 

6 competitive stance that a portion of a Permanent Fund may or may 

7 not have with the banking communi ty. I believe you , as a banker , 

8 r.ay have some specific ideas on that . 

9 MR. MUR.KOWSIG: I think you have got to establish the 

10 priority that the Permanent Fund is going to apply itself to. 

11 How broad you want to get , if and when, or , if you get into a 

12 l oan program on an expanded basis. And then , realistically, how 

13 you evaluate the services of the private sector as it serves t he 

14 public in its loan needs . And should you only come into those 

15 areas that the private sector can ' t serve adequately. And who 

16 makes the decision whether the private sector is serving the 

17 public adequc:i t ely. Obviously , if the indiv id ual comes to th e 

18 private sector and is rejected because of the risk, he ' s going 

19 to go to the public sec t or and say, "We need more service from 

20 the public sector because the private sector isn 't servicing our 

21 neecls 11
• J\nd the public sector is going to respond because its 

22 obligation is to respond to the public . But. then if the public 

23 sector theoretically makes tha t loan thu t is high risk and it 

2~ goes sour , ~he taxpayer pays for it. So you get i nto evaluations 

25 he ·e and judgments that you ' re going to work ing at for a long 

. 
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2 

3 

4 

time. 

MR. EDENSO: I don't wish to argue with you but you 

also mentioned credit worthiness in your testimony, and credit 

worthiness, I am sure we all know, is one of the things 

taken into consideration in looking at a potential loan. Mr. l 
l 

5 

6 Motley, I am sure, has had some experience with t he State business 

7 

8 

9 

loan program, credit worthiness. And we know that these, in the 

public sector, are designed for receiving high capital risk types I 
of services. However, under the proposed Permanent Fund we have 

10 no designated area there the thing would be housed right now. 

11 Is that something that you have in t he back of your min~ or, as 

12 a banker , do you see the Permanent Fund providing high capital 

13 risk venture capital money to businessmen in this State, or 

14 through the banks to businessmen in this State? 

15 MR. MURI<OWSKI: I would have to decline to comment 

16 directly on t hat. 
I 

How do you evaluate when something passes from : 

17 high risk to rcwsonablc credit . High risk , you're pretty darn ' d 

18 sure you're going to take a loss. 

19 MR. EDENSO: I am sure t here arc standards for 

20 comparison. At looking at other loan programs i n the Lower 48, 

21 you do have ven'ture capital firms t hat do this all the time. 

22 MR . MURKOWSKI: But the rates they take are excessive . 

23 MR. ED ENSO : . Exilctly. You do h<:ive a h:i.<]h capital cost 

24 involved wi th venture capital . 'l'hose who ure willing to loan in 

25 the vcn ture ca pi ta 1 area Llre also loold.ng f0 r Ll high re turn on 
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their investment . 

2 MR . MURKOWSKI: Some of them take an equity posit~on . to 

3 MR . EDENSO : On the opposite side of the coin , or on 

4 the other side of the coin,, you do have stable businesses that go 

5 belly up . Part of it we know has to do with management . However ,I 

6 again, we do look at venture capital type loans in the 

7 Permanent Fund -- will this be in direct competition with , or do 

8 you see it co-venturing with banks as well. In other words, are 
. . . . I 

banks going to step into a venture capital on a partnership basis ! 9 I 

10 with the Permanent Fund? 

11 MR . MURKOWS KI: I don ' t know . I can ' t give you a 

12 definitive answer. 

13 MR. EDENSO: I ha ve one other question . Would it be a 

14 

15 

consideration for the Permanent Pund on a lo\:m policy to loan 

directly to a borrower, bypassing the banks entirely? llow do you ! 
16 view that . J\gain, that is leaning more towar.d a competitive 

17 attitude with the banks . For example , in a very Jarge size l oan, 

18 such as 10 million dollar.s or , say , 5 million dollars , for 20 or 

19 15 years , something o( that nature , you know, wha tever interest 

20 rate you might wan t to select . Do you sec a problem with that? 

21 MR. MURKOWSKI: Yes , I do , very dcfjnitc.ly . I see a 

22 problem in the concept of: the state developing a huge , gig a n tic 

23 overall , total-encompassing series of loan programs . If th~y get 

24 into that , they might as well buy out the banks. 'l'heorctic:a.lly , 

25 at least , t hey h.ivc the capital in t he Permancn t F1Jnd to do so 
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and run a gigantie State ,bank. 'l'he we ' re just one step away from 

2 a welfare state then. You ' d never be able to control the 

3 politics in it . I would suggest that you look hard and l ong at 

4 your l oan programs because· the problem is administrations change . 

5 State loan programs change with administrations. I think this 

6 particular administration has done an outstanding job wi th the 

7 l oan programs they have . 

8 MR. EDENSO : One of the purposes of my question is that 

9 we do have a very rapidly growing influence or segment in the ' 
I 

10 
I 

business community in Alaska with 12 Native regional corporations,, 
. 

11 who have potential ly a very h igh need or desire for capital. ~nd I 
I 

12 they want to, in fact , use the credit, or somebody else ' s money , 

13 to t he maximum extent possible to substantially influence their 

14 income opportunities. Suppose they do express a strong desire 

15 to participate in a Permanent Fund , would you see the banks as 

16 wel l participating in this kind of a development activity or 

17 lending activity? 

18 MR. MURKOWSl<I : 'rhe experience , I t hink, that most of 

19 the banks have had with the Native regional corporations is t heir 

20 effort to acquire whatever their particular interest is. 'J'hey 

21 arc in a position to put in a n equity c:ontdbution that m.:ikes the 

22 long-term fina ncing av.:iilablc for. whatever they have in mind. So 

23 I don ' t th i nk they really , at least nt this point, have a problem 

24 as for as secu ring the private sector long- term funds . 

25 MR . EDENSO : I am not referring to a problem. I am j us· 
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wondering if there is an existing v~hicle, or there may be a 

2 problem at some point in time with that. 

3 MR. WOHLFORTH : Part of the work session this 

4 afternoon deals with the structure of the Board or whatever it is 

5 that administers the Fund . I am wondering if any of the three 

6 of you would care to comment , at least tentatively , on how you 

7 would like to see such a Board structured. I am thinking, if 

8 you want appointments subject to the approval of a governor? 

9 MR. KERTTULA: I wonder if I could int0rject some thing . 

10 This is more of a comment, Frank. If you are going to use a 

11 banking mecha nism for scree ning short term or intermedia te loans, 

12 you have to have a number of fail-safes. And the State has had 

13 a very bacl, unfortunate relationship over the years with you 

14 fellows. Three come to mird. The hundred mil lion wasn ' t 

15 much inves ted in t he State to begi n wi th a nd we got some pret ty 

16 subs tar. ti.a 1 " too bad, little boy" commen t: s from fcl lows of s ur.:h 

17 substance as the president of the First Nationnl. 'l'wo, we we re 

18 fooli shly us ing you f e llows a s a mechanj s m for investmen t o n 

19 Wa lJ Strcc t in t he cqui tics, you lost mi l l ions fo r us and showe d 

20 no g reat in t 0res t i n get ting yo urse lves up at 3:00 or 4:00 i n 

21 the morning und ge tti ng o n thnt Street e a rly. l\n<l, three , you 

22 destroye d the Sta t e De velopment O.:ink, wh i ch Wil s nn interes t i ng 

23 mechnnj s m, which we would have put n hu ndred o r Lwo hund red 

211 ndllio n do ll u r s in to whe n we have t he nine hund red million, if 

25 you hadn't mi s ha ndled t hu t. Dai 1 c d out some bc::i d lonns . /\ncl the 
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banks did fi na l ly came and pick up·, some of you didn ' t, because 

2 of polit.ica ~. and other p r essures . We haven't had a good 

3 relationship with the banking conununi ty fo r these reasons. 

4 We ' re going to have to build some fail - safes into any programs 
I 

5 

6 

can ' t use existing loans on your books I 
that aren ' t going good. Two, that as of the date of your request 1 

we use . One , t hat you 

7 for any facility for the l oans , none of those have been before 

8 you before . We ' ve had a lot of bad relationships with the 

9 banking community where they're going to have to roll a peanut 

10 with their nose for a long time to overcome . Now , I favor ---

11 MR. SCOTT: We are not here representing the banks . 

12 MR. KERTTULA: Now, I made a position, and I think 

13 these should be remade. You're going to have to develop some 

14 substantive method of showing us that we're not going to get 

15 screwed a fourth time by dealing with you fellows. There ' s 

16 a happy possibility of your us i ng your screening expertise, of 

17 your will ing to put up substantial amounts of money to 

1e correspond with the State ' s investments . All those things wil l 

19 help . We've had some pretty bitter experiences with yo u guys. 

20 MR . MURKOWSKI: I think those of you who arc famil iar 

21 with t he times of s«le of the stocks l:.hat the Sta te had acquired, 1 

I 
22 t he market was a t an all- time low. If we had sold tho~c stock 

23 within the last three mon ths , we would lrnve made n hand some 

24 profit . You go into the ma rket a nd you take your chances . 

25 I obviously t a ke issue with the genera lization that the banks 
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lost the State money under the table or above the table or 

2 what.ever. It was a matter of whe!1 they sold . 

3 MR . KERTTULA: But we couldn't get them to actively 

4 par ticipate on the Street on the method that had been suggested . 

s We couldn ' t get them to get in there early in the morning . 

6 They were late on the Street . Those l ittle suggestions found 

7 no adherence to. 

8 

9 

10 

MR. MURKOWSKI: I assure you they were working . It was I 
a matter that the market went down. Maybe there was some poor 

advice on some of the s tocks that were purchased. By the same 

11 token, those same stocks did come back. Be it as it may , the 

12 decision was made to sell, and they sold, and they sold at the 

13 bottom of the market an<l there was a loss . 
I 

14 I MR. KERTTULA: That was a poli tical decision, I suppose~ 

I MR. MURKOWSKI: If i t had been hung out for another 1 
I 

15 

16 six mon t hs or another year, it would have worked. Anyway, I j 

17 agree with you. We ' ve got a situation now where we ' ve got a 

18 Permanent c'und , the question is, how do we work toge th er to make 

19 it work. And a fail - safe syste m has got to be i n there . It 

20 wasn't obviously in the Alaska State Deve lopment program. That 

21 did some good things but there was provision s where banks came 

22 in and got bailed out of bad loans and it is my t~stimony th.:it 

23 that is wrong and shouldn't happen aguin. 

24 MR . MO'J'LEY: I think I see some common ground betwee n 

25 the Senator and Mr . Murkowski , and that is in the area of 
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participation in loans. If everybody has enough into the game , 

2 everybody scrutinizing the underwriter, I think there is merit 

3 in pursuing the guarantee. Candidly, I don't like guarantees 

4 because I think Juu have the lower e nd of Lhe level ~f your 

5 underwriterin_s criteria. But , if structured right, I think you 

6 can keep the underwriter criteria up there. 

7 MR. WOHLFORTH: I really wonder at the productivity 

8 of reliving some of these things . If one looks at them, maybe 

9 t~ere is a whole range of judgments and institutional factors 

10 that weren't what they should be . But we arc trying to go 

11 forward and look forward. What sort of structure do you see as 

12 appropriate for the institution, corporation , whatever it is 

13 called now . The range of structures are as many as one can 

14 think of. Directly voted by the people is one. Secondly, 

15 appointed by the governor and confirmed by the Legislature for a 

16 fixed term, nonremovabl0 except for gross dereliction of duty. 

17 No. 3 , appointed to serve at the pleasure of the governor , which 

18 is the composition 0E most of our State boards and agencies, I 

19 think with the sole exception of the Board of Regents and maybe 

20 the Utility Commission. ll tlve you given any tho ught Lo this? Do 

21 you want to comment on it. It is also , I might s ay , the 

22 subject o~ discussion this afternoon. 

23 MR. DICKEY: · lt was, of course, passed o n Tuesday. 

24 We have spent two days discus sing Lhat and arriving at Lhe same 

25 philosophy that you have that , ye i:; , it is a problem and it is 
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2 

3 

very important . We would like to reserve the right to come back I 
and specifically address that. I think it is a key to this thing~ 

We don't want to duck it at all . We want to come back in more I 
I 

4 detail. We appreciate the· opportunity to be here and I would say j 

5 at least the majority of the Committee was friendly -- all. He 

6 hope some of the suggestions will be of value. I am sure groups 

7 such as the Native corporations, the banking, and savi ngs and 

a loans groups , conservation groups, other consumer groups will 

9 come before you , as they should. I t hink that was one of the 

10 commendable things on the ca~i tal relocation , regardless 'of what 

11 you voted , at least the public was heard. And I thi nk this 

12 Comrni t tee is starting out on t hat step and I commend you . 

13 MR. WOHLFORTH : '!'hank you. I wonder how many more in 

14 the room this morning desire to testify. Three more. 

15 MS . FLEISCIIER: I am t~eal ly looking for some 

16 information. I don ' t r eal ly understand the dividing line on 

1? subsidy . r ~ · t guara nteeing loans, say for n high risk ceme nt 

18 industry with public money a form o f subsidy? Or, if we use 

19 public mone y or bond s to build roads or hydroelectric plants , to 

20 help the mining, monufocturing industry, isn't t hat a form o f 

21 subsidy? Or do you sec that os a differen t kind of subsidy? 

22 

23 

24 

25 

MR. MURl<Oh'SKI : I t ' s an interprctntimobviously . If 

the mine can't be de veloped without it and then the road is built 

theoretically to open the mine , it provides j o bs , .it provides a 

t ax base for the State and so forth . So it is returned , 
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t eoret1cally. 

2 MS. FLEISCHER: Theoretically, wouldn't there also be a 

3 return, say, on other forms of subsidies? 

MR . MURKOWSKI: Yes. 

5 MR. SCOTT : You can build a return into any program . A 

6 guaranteed program coula provide a percentage rate in exchange 

7 for the guarantee . It doesn ' t have to be a loan of money to 

8 justify a rate of return. 

9 DR . LOGSDON: I don ' t know how many high risk loans 

10 the banks make, but do the banks participate in equity i n high 

11 risk loans? 

12 MR . MURKOWSKI: No. Prohibited by law . In Canada 

13 banks can do it a nd in most foreig n countries. 

14 DR. LOGSDON : Do you see th is as a possiblity for a 

15 l oan f und on long term high ri5k? 

16 MR. MURKO\vSKI : With t he State taking a n equity? Not 

17 in t he over a 11 application. l\ road to a mine , thil t is a n eq uity 

18 in t hat t he State put the road in , it ' s Cor t he public benefi t . 

19 I would like to jus t cla r ify for the record , in case 

20 anybody misunderHtood my intent. I am harping to s ome extent o n 

21 the pitfalls of b road , genera l l oan p r ograms . I t hi nk this 

22 admi ni s trn tion pnrticularly has done more to fu nne J, coord i.na te 

23 and got c ori trol of them . I think 'l'ony ag rces. Spe n t a lot or 

24 time clc Cln i ng up t he de bris from other administrations a nd has 

25 done an outstanding job o ( i t. . /\s f a r as the /\ lils ka St.a to 

. 
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Developme nt ~orporation, I am not here to defend it or condemn 

2 i t but the point that it didn ' t work in the concept t hat it was 

3 designed to do but it did do some good things. I wasn ' t in 

4 politics at t hat particula·r time . 

5 MR . WOHLFORTH: Gentlemen , we certa inly appreciate yo1 

6 participation . Mr . Smith, Central Alaska Utilities. 

7 MR. SMITH: Mr. Chairman and members of the Commit.tee . 

8 I would like to represent , in effect , a program that we took t o 

9 the Legislature in 1974 and again in 1975 , in support cf a fund 

10 to create a source of long term financing for public utilities 

11 operating in the State of Alaska . It might be somewhat 

12 redundant but t he argument is still entirely valid . In the 

13 presentation tha t we made before Senator Kerttula ' s Commerce 

14 Committee supporting Senate Bill 116 , the testimony was given 

15 in l\pril of 19 75 . The bill was well received , it did not go 

16 forward, howe ver , in the prcs5 of other business . In fact , I 

17 presume that there was inadequate funding a vailable to do much 

18 with it . 

19 I represent two entities. My name is Robert Smith, 

20 I am president and general manager of Ccn Lral l\laska Utilities , 

21 a wntcr utility supplying the s uburban arc« in l\nchoragc . We 

22 have roughly 9 ,000 customers , we arc serving a ~opulation in 

23 excess of 30 , 000 people in the J\nchorage a rca . I am also 

24 president of t he l\ l aska Utilities Association , wh ich is an 

25 association of regu lated utiliti es thro ughout l\laska consisting 
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not only of water utilities but gas~ telephone, electric,, refuse 

2 and various other utilities that are regulated by the Alaska 

3 , Public Utilities Commission, of which there are some 143 

4 different utilities . Now, · of those 143, 33 are public or 

5 government owned such as municipal utilities. 95 are investor-

6 owned utilities . And 15 are quasi-public or co-ops . All of 

7 which then represent and serve people entirely within the State 

8 of Alaska. 

9 In the interest of saving time , I will just highlight 

10 the presentation that I gave before Senator Kerttula 's 

11 committee and would certainly be happy to answer any questions. 

12 The Alaska Utilities Association , as such, does not represent 

13 or have membership of all of the regulated utilities, many of 

14 which are quite small , some of them fairly substantial . But of 

15 the 18 member utilities, some 55 to 65 , 000 people are actually 

16 being served or are represented by those utilities. 

17 One primary difficulty that we all have faced 

18 characteristically over the years , and this is a national problem, 

19 not just i n the State of Alaska, but the utilities have a great 

~ deal of difficulty in obtaining long range fin~ncing for the 

21 development of their facilities. Primar ily , facilities such as 

22 reservoirs, transmission lines , extensions to serve new areas 

23 and source facilities such as wcl ls and trea tinen t plan ts . It is 

24 not appa rcn t: ly to the banking community or the financing 

25 community an at trac t. i vc inves tmcn t . Jlowevc.t·, the utilities arc 
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one o f the most stable operations anywhere in the country. Our 

2 product is abso lutely essentia l to the maintenance of life and 

3 health . A community cannot grow , expa nd , or r eal l y even e~ist 

4 without the use of those utilities. Our customers are not 

5 subject to the vagrancies of inflation, particul~rly in a 

6 tr=tnsient economy . Once the people are being served , if th(~ 

7 cummunity, unless it is abandoned , continues to use our service 

8 on p r etty much of a level. And the great difficulty that we 

9 .find is we build an installation that has a life from anywhere 

10 from 10 to 50 years , the 10 year would be a mechanical portion 

11 of the system. 30 to 50 years is the normal life of pipelines, 

12 reservoirs and the type of installations that we need to 

13 distribute our product . 

14 Our problem has been we are virtually unable on the 

15 public financing market to obtain financing in excess of 7 to 10 

16 years . The lending agencies just are not interested in that 

17 type of an institution or business. I think possibly because it 

18 is a low risk, low return type of OL)eration, thi::; has hud some 

19 effect on obtaining long range financin~! . But generally we have 

20 had to opera t" on a long range i mpr.ov emc:n t with very s!10r t run".}e 

21 financing which puts a n extremely severe burden on the utilitJ . 

22 7\nd the custo1.1crs , in turn , either huvc to p.:i.:: the higher cost 

23 or do without the service . We arc in the process now of 

2'1 cons true ting two r eservoirs in our ovm sys tc1•1 , without which the 

25 cirea that we serve would have substand01rcJ fire protection, us a n 
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example. We can provide the water necessary just to keep the 

2 system going without those reservoirs. But by providing the 

3 reservoirs, we offer ~ ·substantial benefit to the areas plus a 

4 degree of fire protection 'that we feel the cus tamers are 

5 entitled to. If we can't finance them, we can't build them, it's 

6 just as sim~le as that. 

7 We are also anxious that a program be established to 

8 set up a fund whereby those utilities that are regulated, or are 

9 designated as public utilities, all of which are regulat~d by l 

10 the Alaska Public Utilities Corrunission, would have a source 01: I 
11 

12 

I 
financing avai lable to them at a long range reasonable rate of I 
interest. We are not asking for a grant program. I don't believe 

13 in it. I have operated both in the private sector and the 

14 public sector for many years professionally in this capacity. 

15 I don't believe in a grant program per se in this particular 

16 situation where there is a possibility of return . Ne feel ·t:hat 

17 such a fund, if established, would be self-sustaining, it would 

18 have an earning power. And we are willing to provide that 

19 earning power on the base of our business oper ation . Now, our 

20 suggestion is, and it is not a critical or a magic figure, that 

21 a revel ving fund maintained i11 the order of 10 million dollars 

22 would probably be adequate , at least for the time being, with 

23 t!hc sounding that we got through va r ious utili tics. There could 

24 be a restriction as to the amount of funding )rovide d to any 

25 given utility in any given year. This is no problem. It should, 
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however, have the basic criteria that , provided it ~s a pr opos·i tion . . 
2 

3 

4 

5 

6 

of reasonable risk , that long term financing be available , in 

exces s desirably of 15 years , hopefu l ly , in the order of 20, 25 

or even 30- year financing . · 

The problem is , if we go out to bu i ld an improvement 

t hat has a 30 to 5 0 year l ife , it's depreciated on tha t basis . 

7 We depreciate o 1r system essentially on a 33 year l ife . If we 

8 have to fund it and pay the funding off, pay the l oan off in a 

9 5 to 7 year peri od, it is a severe burden on the utility . The 

I 
I 

I 

10 
I 

cas~ flow has to be generated and the only place that that can be j 

11 generated is from the customers. This is set up in the rates 

12 and the customers obviously have to pay the bill and it puts a 

13 burden on them , or they don't get the service. 

14 I do have copies of the tes~imony that was given 

15 before the Committee , which I believe ex}:llains the situation and 

16 I would be happy to leave those with the Committee . We ha-1e 

17 several letters that we receive d from members of the Association 

18 r egarding their feelings concerning such a Permanent Fund a nd 

19 their anticipated use of such a fund. We have letters from 

20 t he r.ight & Powe r Company , J<enai Utility Ser·lice Co .·pora t: ion , 

~ 1 immediately avcrilable. All of whom h u vc expressed sincere 

22 interes t in the f unding. We have had verbal expression from many 

23 of bhe members of the .l\!:>zncia tion along this same line . I also 

24 have a copy of t he b il l that was in troducecJ , Senate Bill 116 

25 together wi l h letters t hat we ha v e sent: to l egisla tors ou t Jinln y 
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1 · the proI?l em, expr~s·sing ot·.c t'eelings as to the need for this 

2 kind of program . And a letter of information also that was 

3 sent to the Alaska utilities Association membership detailing 

4 what we are tryi ng to do and soliciti ng their support. 

5 I have just touched on why that fund is necessary. 

6 \'1e feel :.t is necessary. We feel it is a good risk. Money that 

7 will be spent entirely within the State of Alaska and the 

8 benefits would be entirely for Alaskans . We are asking for a 

9 program in which monies would be borrowed and they would be 

10 repaid with interest. The key to the whole situation is ·that we 

11 need a vehicle whereby funding is made available to utilities 

12 which are vital to the existence economy, heal th and happiness 

13 to the people of the State of Alaska and which are essentially 

14 not now available . That is esse ntially our pi tch for this 

15 pro'} ram . 

l6 MR . Gl\LLl\GllER: Is it not true , Mr. Smith , that with 

17 the ex is ten cc of the public utility a ny subsidy, I um thinking 

18 in terms of interest rate, does get passed o nto the consumer 

19 through the rate making proce~s? 

20 MR. SMITH: That's correct. 

21 MR. G/\I.I.7\GllER: 13oth for the private und the public 

22 utility. 

23 MR. SMIT!!: 7\bsolutely correct . The cost of doing 

24 busines~ is paid for by the custor\lcr wh ether it is in a 

25 d0pa r tmcn t n tore or cJ u ti U ty comp~rny. 
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MR. LOVE : As I unde r stand, you wa nt long t erm loans . 

2 MR. SMITH: Long term l o ans with a r easonable rate - ::>£ 

3 i Hterest is what we are suggesting. 

4 MR. LOVE : What l.s easonable rate of interest? 

5 MR. SMITH: 3 percent, 9 percent I believe is the 

6 cei l ing on the existing funds now. 

7 MR. LOVE : As I u nderstand it , the basic problem in 

8 financing utilities isn 't the problem of the interest rates, it ' s 

9 the problem , it is securing a long term loan . 

10 MR. SMITH: The key problem is the term , not t:he 

11 interest rate . Obviously, the higher the interest , t he more the 

12 customer has to pay for the money and the service. However, 

13 that is not as big a problem, it can be overcome and still 

14 operate within a reasonable area provided we can get the term. 

15 MR. LOVE : I f the State gets in the area of making 

16 loans to utilities , do you th i nk that woul d raise the question 

17 of whet her or not the Perma ne nt Fund be used to promote public 

18 ownership of utilities? 

19 MIL SMITH: I . hi nk t hey nre two and compl etely dis tine t 

20 areas . I ~eally don' c think t hat one ha s any bearing on t he 

21 other . I have spcnc about 12 years operating public utilities , 

22 Cit:; Engineer , and Public Works Direc tor , a nd l have during the 

23 entire pe1:iod of time always felt t lrnt private industries s upply 

24 whatever serv ices the y can feasib ly .::ind gove.nm1e nt only t hen 

25 s hould supply those t hat canno t be done privately . In answer 
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to your ques~ion, ·r think they arc two separate areas. I think 

2 should stand on its own merits as a good business investment. 

3 MR . WALDOCK: Mr . Smith , if the Permanent Fund should 

4 find that investing in the.utilities is a prudent investment, 

5 what kind of ret11 X"n could we expect on our money? 

6 MR . SMITH: In terms of an interest rate? 

7 MR. \Vl\LDOCI<: Yes. 

8 MR. SMITH: \~ell , that obviously is going to be up to 

9 the Legislature to decide. I believe interest rates on the 

10 existing funds are in the order of 8 to 9 percent. 

11 MR. WALDOCK: 8 to 9 percent. 

12 MR . SMITll : Those exist now, I understand . 

13 MR . GALLl\GllEn : If we go back over a period of time, 

14 we will see that in 1951 long term low interest was in terms of 

15 3 to 4 percent. l\nd if you look at the inflation rate in that 

16 period of time, it would be maybe 1 percent. Then go back to the 

17 late middl e ' 50 ' s you will find that long term low interest was 

18 jn t he terms of 5 to 6 percen t. I n that period of time , 

19 inflation was 3 percent. •roday inflation mily be 7 percent long 

20 term . And that is why rates of 8 and 9 pcrccn t -- again , it ' s 

21 really an adjustment on the rate of inflabion a nd not -- economic 

22 h a ven 't cha nged since the n. 

23 MR. SMI'l'll : Yes , I agree. 

24 rm. WOllLFOR'I'll: Is there u. question of whether or not 

25 it should be market rate , is thilt what you nrc essentially saying 

Pl\T KLING REPORTING SERVICE 
SUITE. 400 ANCHORAGE 1.EGAL CENTER 

1016 WEH SIXTll AVENUE 
ANCHORAG E, ALASKA 

- 58-



• 

MR. SMITH: Well , that isn ' t really our question . Yes, 

2 I fee l it should be somewhere related to market rate, yes , 

3 absolutel y. I don ' t feel t hat it is our position to attempt to 

4 set t h e rate, however . And t h is is why I phrased it a reasonable 1 

5 

6 

rate of inter~st, because I think it should be. I honestly do. 

DR. LOGSDON: If I understand you correctly , are you 

I 

I 
I 

I 
I 

! 
7 

8 

suggesting that the Permanent Fund sho~ld be sub<livi<le<l into , 

categories? I notice that you have talked in terms of 10 million I 
9 dQllars as a separate fund within the Permanent Fund. I 

10 MR . SMITH : I would for the particular reason that 

11 possibly i t is somewhat selfish, but I think it was also 

12 mentioned by Mr . Murkowski in his testimony, lt does designate 

13 a particular area with a particular level of financing so that 

14 the utilities ha ve some means of planning and programming and 

15 

16 

also the State does too. They know ~nat areas t~ey are working 

· · h i d · · · · k · I in and wit w1at amounts an are not in a position JOC eying, say I 
17 for example, the fisheries over the same funding to sec who gets 

18 there first. So I would like to see it designated at a pa r ticula~ 
I 

19 level or a particul3r fund for that speci fic use, and that is the I 
W use of utllities. I am not trying to r elegate this to just water 

21 utilities er just investor owned \later ut{litics or whatever . 

22 Al though I t h ink that would be the heavier use since municipal 

23 utilities do have the ·availability of bond funds that we don't 

24 have. But I would like to sec it clcsiCJ110ted c:ts a part iculor 

25 fu nd , yes . 
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MR. MOTLEY: Just a recap. Is the main resistance in 

2 the private sector in raising money coming from the term, the 

3 length of the term as opposed to the interest rate? 

4 MR. SMITH: Basically, that's true. That 's absolutely 

5 correct. 
t 

. I 6 MR. MOTLEY: Mr. Chairman, I must tell you I find it 

7 most refreshing that Mr. Smith thinks 8 . or 9 percent is a 

8 reasonable interest rate. OthLr groups that we deal with on 

9 occasion believe 2 or 3 to be reasonable . 

10 MR. SMITH: I would certainly acce pt a rate of 2 or 3 

11 percent. But that it not really why I am here because I don't 

12 think it is realistic. 

13 MR. LOVE :· How would utilities look at loans from the 

14 Permane nt Fund with an inte rest rate that would be readjuste d 

15 every five y ears? 

16 MR. SMITH: I don ' t think that would be really 

17 unreasonable, although I think it would be somewhat unusua l. 

18 MR. LOVE: I know they are doing that with home 

19 mortga g es. 

20 MR . SMITll: Yes, ancl we have cons idered it on tha t 
' 

21 bas ~ s. Again, our primary difficulty is the term rather th a n 

22 the interest . Because the interest rate is an element that is 

n easy to identify and f t i s an ongo ing expens e and one that can be 

24 readily i ncorporated in the r ate base . I don ' t think that is 

25 entirely unreasonable, i f it can be set up on a workable basis . 
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MR. LOVE: The problem of financing utilities , is it a 

2 rural problem, an urban problem, or a Statewide problem? 

3 MR. SMITH: I think it is a national problem. I 

4 belong to a national association of investor-owned water 

5 utilities and that seems to be the trend of it regardless of 

6 the size of the utility. American \vater Company , General Water 

7 Company, Central Alaska Utilities , Eagle River Utilities, they 

8 all seem to have that common problem of lack of available 

9 funding . 

10 MR. LOVE : Are most of the inves · f') r utilities in 

11 urban areas in Alaska~ 

12 MR. SMITH: In Alaska? I can't really speak for that 

13 entirely. I presume largely that is true al though there is 

14 probably a large scattering of small ut i lities that are serving 

15 suburban or rural areas simply because there is nobody else 

16 there to do it . I would say we are probably far and away the 

17 largest investor-owned water utility in the State and probably 

18 the third largest water utility as such that operate in a 

19 suburban are a. 

20 MR. Gl\LLAGHER: Whc:1t is you own capital need? 

21 MIL Sf1I'l'll : Roughly a mill ion dq.llars a y ear. It goes 

22 out very easily and very fast. The water comes free , we 've been 

23 accused of selling a commodity w~ get for nothing and we have 

24 offered as a counter to that that anybody who wants to come to th -

25 well with their own bucket, we ' ll s upply them f ree water. Two 
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reservoirs that we are just completing now are roughly on the 

2 order of 750,000 dollars. we· are spending presently about 

3 1 - 1/2 to 2 million dollars a year o n capital improvements on our 

4 own syst,.._.n . Those are funds that are derived from our cash flow, 

5 

6 

but largely, probably two-thirds to three-fourths of those fun<ls 

are coming from developers as a cost of development of a 

7 

8 

9 

subdivision and that has certain benefits. They are pr:-ividing 1 

the financing in those particular areas, however, they are only I 
interested and capable of providing the facilities directly within 

10 their subdivisions. It does not accomplish such things os 

11 building reservoirs. It also puts quite a burden on the 

12 developer. As you all know, the cost of lots in the Anchorage 

13 area is at a ridiculous level at the present time. 20 to 23,000 

14 dollars tor a subdivision lot . Largely becaase of the cost of 

15 development. We also have individual .tome owners or people 

16 within a neighborhood that are existent but need the service but 

17 fla t can ' t afford it and we can ' t afford to fi niln ce it for them . 

18 We have had to establish , since we are not in the lending 

19 business , for those few cases that absolutely had to have it and 

20 could not come up with the money, provided a 3-year financing 

21 program at an e xtremely high rote of inte~est , about 1 4. 5, 5 

22 pei:cen t . Simply because we hac.1 to be in the posi t.i.on of cnub linCJ 

n them to get the service and t' q re was no other way to do it. We 

24 would ra ther not be in the financing business . The Dame , 

25 conversely, if we have the long te rm financing available and it 
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can be established that an extension, for example into a 

2 will accomplish a great deal of good and a return over a 

3 of time, I think it is a good investment. It would also 

4 enable you gentlemen to finance that improvement and le t the 
. 

5 people take advantage of the long term financing as opposed to a · 

6 two and three year program as we have now. It is an extreme 

7 hardship in many cases . 

8 MR. WOHLFORTH : That was a very eloquent presentation , 

9 sir , and we appreciate your coming forward . 

10 MR. SMITIJ: We appr:eciate the opportunity to be heard. 

11 I would like just to part on one final shot. The money is, again 

12 

13 

14 

15 

16 

to be spent entirely within Alaskan industry and the service 

we provide is entirely to 1\laska. 

MR. CRl\WFORD: What is the breakdown as far as water 

utilitieB and electrical utilities a.s comparf'd to REJ\? 

MR . SMITll: I can' t hon0.s tly say. I believe we only 

17 have one REJ\ in the group . All of the regulated utilities arc 

18 ~ot members of the 1\ssociation. We have opened the membership 

19 a11d invi tcd membership of nll the rcgula tcd utilities . Of the 

20 143 that are rcguluted, I believe 18 are actual operating 

21 members . Many of them arc extremely small. . Some of them a re 

22 REJ\ ' s and they haven't expressed a ny part icular in t ercst nor 

23 have the municipals. I believe we have two municipals. It is 

24 also a new organization. We arc just putting it Logcthar . 

25 Essentially , we started this thing wi t h the idcn of gcnc ratiny 
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support for this loan program. So, .Primarily, those uti;ities 

2 tha '_ were interested in the loan program itself imm~diately 

3 jc1i ned and have been active in it. 

4 MR . CRAWFORD: This is primarily electricity. 

5 MR . SMI TH : We have extended membership to everybody 

6 that is a regulated utility . Our membership even includes a 

7 couple of TV operators. 

8 OR . LOGSDON: DiLl I understand you to say there were 

9 14 3 utilities? 

10 MR. SMITH: By our count from the PUC list there are 

11 14 3 regulated utilities. 

12 DR. LOGSDON : Did I understand you to say 10 million 

13 dollars? 

14 MR. SMI'l'll : Well, we picked a figure that we felt was 

15 reasonable based on our que1ics of the various utilities and 

16 what they felt their needs might be. We picked a figure of 10 

17 million dollars . n level of 1 0 million dolla r s to be available 

18 during any <Ji ve n year with no utility rccci ving more than c1 

19 million dolla~s at a throw. 

20 MR. EDENSO: One question I have is , wha t is the 

21 average or the normal turnover rate for 10119 tcrrn debt .in 

22 l\lasku u tili tics? I n othc 1~ words, how long is the average lons 

23 t erm debt kep'.: on the . books? 

24 ~11L SM I 'l'll: Do you mean the t e rm of the various 

25 progratos? '!'here arc some thu t ha ve bee n rcpor ted to us -- I 
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don ' t have a real reading on it. Just the few reports that we 

2 have had. We did get a response from one utility that had a 30-

3 year loan. We , ourselves , happen to have an SBA loan , it was a 

4 disaster loan, which was a· 30- year loan. The balance of our 

5 funding has been 5 to 7 years that we have been able to get on 

6 the open market . 

MR . EDENSO : I understand that. But on the average for ! 

8 the utilities in Alaska, you don ' t have long term debt . 

9 MR. SMITH : Except in extreme or unusual cases, long 

10 term debt has not been available for the utilities . 

11 MR. EDENSO: What I am getting at is, would 10 million 

12 dollars be adequate if you have an average life of your long 

13 term debt of 30 years? 

14 MR . SMITH: Well, there are a number of factors that 

15 are going to govern this. One is the rate of expansion of a 

16 given utility for a particular area . In our specific case, 

17 we're going 10 to 15 percent a year s0 our needs arc greater . A 

18 million dollars a year essentially would satisfy our need. So 

19 trying to use that as a criteria , we ' re trying to make a 

20 projection wi thout having all the facts available and maybe 10 

21 mi lll on dolla r.s would be light . I don ' t )\now . I honestly don ' t 

22 know. Chances are, if the fu nd was once en tablished and put :i.n to 

23 use, and t 1 1e utilities aware of its use and methods of operation , 

24 then 10 mill ion wouldn't be s uf ficient . Out we are try)ng to 

25 start -- to put a parameter on the thing, we arc trying to start 

. 
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with a figur~ . 

2 MR. EDENSO: Do you know what the total asset dollar 

3 . value is for the utilities in the State? 

4 

5 

6 

MR. SMITH: No , I honestly don ' t. 

MR . EDENSO: In excess of 300 million dollars? 

MR. SMITH: Yes, I would say that is very easily 

7 true. In our case , we ' re roughly a 20 million dollar operation 

8 and this is water only . 

9 MR. EDENSO: Do you have a feeling that the demand for 

10 expansion and demand for utilities in the State, has there been 

11 any kind of information of that nature available to you? 

12 MR. SMITH: No, there hasn't . 

13 MR. EDENSO: 10 to 15 percent is your growth rate. 

14 MR. SMITH: That has been our pattern of growth, that 

15 is correct . 

16 MR. LOVE : Could we rer·~ ive some of that information 

17 from the Public Utilities Commission? 

18 MR. WOllLFOR'rll: That occurred to me that is where all 

19 the figures are . 

20 MR. SMI'rl-1: That is the one clearing house source of 

21 information. Every utility is required td file an annual report 

22 to the Commission. The Commission is aware, incidentc:i lly, our 

23 our presentation and did support us in this presentation to the 

24 Commerce Committee. 

25 MR. WOIILFOR'l'll: Thank you again, sir. lmy more 

. 
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questions? 

2 MS. FLEISCHER: Are you talking about two different 

3 kinds of financing programs, one for t he utilities . But also 

4 a separate financing for individuals who may need ---

5 MR. SMITH : No. I feel that, if such long term 

6 financing was available to the utilities the1 .. sel ves , the n they 

7 would be able to provide that service to their customers. Thank 

8 you very ·much. 

9 MR. WOHLFOR'l'II : Two gentlemen from the Home Federal 

10 Savings & Loan have been sitting very patiently. The chairman 

11 of the board and the president. 

12 MR. BOWDEN: I am Dwight Bowden , chairman of the board 

13 of the Home Federal Savings & Loan Association . I am also a 

14 real estate broker and primarily interested in residential 

15 housing . 

16 Our interest here this morning as members of the 

17 savings & loan community, having known about this for a very 

18 short time, we have had a limited amount of time to discuss the 

19 Permanent Fund with the other members of the savings and loan 

20 commun i ty . However, we feel that our views will only differ by 

21 degree \1ith the' other savings and loans . 

22 Paul l<apansky is here as president of Home Federal 

23 Savings & Loc:m. 

24 We feel one of the excellen t uses of 

25 the Permanent Fund would be as a secondary market for 

. 
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2 

3 . 

4 

residential home ·loans or possibly as 

loans in the State of Alaska~ 

Alaska has always be~n a capital-short state and the 

banks and the savings and ioans have traditionally only been 

5 

6 

able to make loans if they were able to sell them to some Outside I 
investors. Outside investors always look at Alaska and 

1 considered Alaska as a capi~al-short state and automatically our 

8 rates go up a point or two over if they were buying a loan in 

9 their own neighborhood. We feel that the Permanent Fund could 

10 well be used as a competitive market and possibly at rates that 

11 would allow Alaskans to own their own home, or keep housing costs 

12 down. 

13 Of course, another big factor in the cost of housing in 

14 Alaska is all the fees that are charged to the developer at the 

15 time that he takes out a loan because of high risk and the fact 

16 that Alaska is a capital-short state. In order to compensate for 

17 that risk, the Outside investor wants v.ery substantial fees . 

18 But we do feel this is an area the Permanent Fund could get into 

19 at fairly low risk and provide much needed housing for Alaskans 

20 who can't afford it. 

21 MR. KAPANSKY: I think that we also feel that not only 

22 to compete with some of the existing secondary markets but 

23 perhaps create a secondary market where there is none, primarily 

24 residential lending. There does not seem to be any problem in 

25 finding a secondary market for some of our housing with a loan up 

. 
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t o 68 . 750 . Anyth~ng above t hat with the exception of the state 

2 gets more difficult. As you are probabl y a~are , many of our 

3 homes up he1:e sel l for considerably more than 68 , 750. And this 

4 ha ve a tendency to put a crimp on some of the sales of these 

5 homes . Our primary ·secondary markets and I speak specifically 

6 for Horne Federal on that and not necessarily for the S & L 

7 industry up here, the Federal Home Loan Mortgage Company. 

8 Al though they do purchase mortgages, if they follow within 

9 certain criteria up to GB,750 , they also have criteria for 

10 certain areas which th~y wi ll not purchase the mortgages ln . I t 

11 doesn ' t necessarily mean that these areas are a more risky area , 

12 i t' s just that they have come up with certain criteria that says 

13 we will not purchase these. They do not live in the area and 

14 are not all that familiar with it . I don ' t think the loans are 

15 any riskier, and perhaps the Permanent Fund could be used to 

16 supplement that also. 

17 When we get involved in commercial projects, it has 

18 been my experience, as I think Mr. Bowden has indicated, it is 

19 an extremely capital-short state. The S & L ' s, the financial 

20 ins t itutions Outside realize this . When you attempt to put 

21 together a project or Q package , and although it may be a very 

22 strong package, when you go to peddle it down there and deal 

23 with them, they realize you don't have too many alternatives and 

24 perhaps in order to put the ~ackage together you hilvc to pay 

25 their po in ts and you perh.1ps have to pay a hi gher rate ilS opposed 
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t o i f we had something within the State of Alask~ which perhaps 

2 we would not have to charge the buyer or the builder as much. 

3 MR . MOTLEY : Do you sell any of your l oans to the 

4 Alaska Housing Finance Corporation? 

MR . . KAPANSKY: Yes , we do. 5 

6 MR. MOTLEY : Is their rate more competitive than the 

7 Freddie Mack? 

8 MR. KAPANSKY: I think their rate is -- they are 

9 normally lower because it is for a qualified buyer. I think it 

10 allows people who would n0t ordinarily be able to purchase a 

11 house to purchase one. 

12 MR . MOTLEY: Are their geographical ~estrictions 

13 a lot more liberal? You talked about restraints that Freddie 

14 Mack had and you meant geographical? 

15 

16 

17 

18 

19 

20 

21 

22 

MR. Kl\Pl\NSKY: That is right. 

MR. MOTLEY : Those don ' t appear in the Alaska Housing 

Finance Corporation, is that correct:? In other words, ther0 are 

no geographic .:il r e strictions. 

MR. Kl\Pl\NSKY: I don't believe there are . 

MR. M0'l'LEY: So that settles that aspect of what you 

arc talking Hbout. 

MR . K/\Pl\NSKY: Not necessarily. 7\1.:i s ka llousing 

23 Finance , to my understand i ng, i s set up on a pe r family per 

24 income basis . In 01 .hcr wor<l s , if you make ove r "X" doll ar .-imo un t 

25 and only have two children. 
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1 MR. MOTLEY: We are talking about geographical. now. 

2 Not income limitations. I we>uld assume that you don ' t sell more 

3 . to them because there isn't that much Alaska Housing Finance 

4 Corporation money available . Is that a fair statement or not? 

s MR. I<APANSKY: The reason we don't sell more to them 

6 is you once again get into the income limitations. 

7 

8 

9 

10 

MR. MOTLEY: Income limitation is the 1-'...:oblem. 

MR. KAPANSKY: Yes. 

MR. MOTLEY: The reason I bring it out is because I 

think what you are saying is a very valid point in regard to the 

11 difficulty of finding a secondary market. Alaska Housing Finance . 

12 

13 

14 

15 

16 

Corporation has attempted to fill that to a certain extent, but 

there is such a big market. I think it might be a useful thing 

to explore. The vehicle is there if it had more dough, would 

you agree to that? 

MR. LOVE: I believe you were talking about redlining 

17 when you were talking about certain areas. I mean there are 

18 certain areas of the state ---

19 MR. KAPANSKY: Certain areas of the state secondary 

20 markets do not care to invest in . 

21 MS . FLEISCIIER: Such as? 

22 MR . KAPANSKY: I couldn't tell you specifically off the 

23 top of my head. 

24 

2.~ redlincd? 

MR. LOVE: l\rc there any .:treas in l\ncl1ora9c t hat <.re 
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MR. KAPANSKY: Probably areas in Mountain View, and 

2 they call that a transitionary area, going from single family 

3 to multi family. 

MR. LOVE : We are not just talking about Dillin~ham 

s and Barrow? 

6 MR . KAPANSKY: No, we're talking about here in 

i Anchorage. 

8 

9 

MR . BOWDEN: For 'nstance, they won ' t normally purchase 

a loan on a single family home zoned for a higher use . Anything 

10 that is in a transition area . Possibly an older residential 

11 area that is in transition to a commercial use . 

12 MS. FLEISCHER : Who makes the decision as to whether 

13 it is in transition? 

14 MR . KAPANSKY: The secondary - - they have representativ s 

15 who come up here on occasion and they also have their own 

16 appraiser who c hecks out the areas also . 

17 MR. LOVE: You are suggesting we start government 

18 loan programs for homes over the 70 , 000 dollar bracket to 80 , 000 , 

19 90,000. It seems odd to me that the government would want to 

20 p r ovide government loan programs fo r people who can afford to 

21 buy an 80,000 dollar home . 

22 MR. WOHLFOR'l'Il: We are ta l kin g about the secondary 

23 market . 

24 MR . KAPANSKY : Th e secondary market. Because that is 

25 extremely limite d . As you are aware , t h is is a capital-short 
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state so you can on ly make so many home loan mortgages . 

2 MR. LOVE: My question is whether or not that should be l 

3 . a priority ---

4 MR. KAPANSKY : r · think essentially what you are saying 

5 is because a p~rson can afford a 70 , 000 or 80,000 dollar house 

6 and many banks up here cannot afford to portfolio those, so 

7 therefore that person should not be afforded the opportunity to 

8 purchase one of those homes. 

9 MR . LOVE: It seems odd to me, a government effort at 
I 

10 a social loan program ---
I 

but I 11 MR . KAPANSKY: You are saying he should purchase it 

12 where is he going to get the financing . 

13 MR. LOVE: That' s his problem. 

14 MR . BOWDEN: He's saying there aren ' t funds availabl e 

15 and you' re saying that's tough. 

16 MR . MOTLEY: I think you have missed the whole point of 

17 the secondary mortgage . 

18 MR. LOVE : I don ' t thi nk I did . I t hi nk I understood 

19 exactly what he is saying. I have a couple of other questions 

20 here . 

MR. WOllLFOR'l'll: Are !:hey questiqns? ~1 

22 MR. LOVE : Yes, they are questions. Do you think we 

23 look more towards being involved in the house r:1arkct whether 

24 it is multi or single family homes beciluse of the increasing 

25 cost of the sing l e fat:lily home. llow r ealistic do you think it 
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is over the ~ong run to really think in terms of p roviding 

2 single family homes ? 

3 MR. BOWDEN: I would say multi fami l y h0using is going 

4 to be priced in the range that more people can afford than a 

5 single family borne on its own lot because of the high cost of 

6 land and the high cost of developing that land . I would Bay any 

7 developer or builder in the Anchorage area would be quite happy 

8 if he coul d develop and build a home to sell for 60,000 dollars 

9 or less. But it is a virtual impossibility because the economics 1 

10 just aren't there . 

11 MR. :<Afi\NSKY: ·we haven't gotten that involved. 

12 MR. BOWDEN: We're very small. 

13 HR. LOVE : Rehabilitation loans for houses . Is that 

14 an area where the current money markets aren ' t serving those 

15 needs? 

16 MR. KAPANSJ\Y: You're talking about home improvement 

17 loans? I can't speak for all the S & L ' s but I know we are 

18 quite active in it. And once again, something because of our 

19 size, which we have to look at, we can only tie so much in 

20 portfolio because in our business -- or,ce again , because we are 

~1 young and haven't established a good serv~cing market , what I 

22 mean by that is selling houses on the secondary market, most of 

n the mortgages which we look at as a matter o ~ survival have to 

24 be salable markets and that is dictated by the secondary marl-.c t. 

25 MR. LOVE : There is going to be, I think , a big move 
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to have the Permanent Fund get involved in housing . A number of 

2 

3 

the legislators made that part of their campaign. Housing is a 

real tough item here ~nd I think it important that we get I 
I 

comments from the hanks and savings and loan industry. In just I 4 
' j 

5 exactly what areas are needs in terms of financing. The 
,. 

6 secondary market is not buying these second deeds or not buying 

7 home improvement loans. I would be interested in the future in 

8 hearing more . 

9 What would you think if the Permanent Fund Conunittee 

10 or whatever said, we won't put dough into the savings and loans 

11 that utilize the proxies? Would that be objectionable to your 

12 institution? 

13 MR. BOWDEN: What would be the objective of such a 

14 regulation? 

15 MR. LOVE: Well , just to give the people that put the 

16 money in the bank a more democratic control over the system, like 

1? the system was supposed tn be when it was originally set u~. Jn 

18 most banks there is not •.r1.:!.ry much respect for control by 

19 depositors 

20 MR. KAPANSKY: Once again, I think you're dealing with 

21 the nature of the animal, if they chose to. have a voice which I 

22 am not assuming they want. And then from a practical standpoint, 

n as you are aware now, pcrh~ps a municipality , on occasion they 

24 

25 

put funds up for bid. One of the restrictions is that we cannot 

collateralizc deposits . So , therefore, we , in most instances, 
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can only bid on 100,000 dollars i~ increments. So i f you are 

2 talking ~bout putting funds into permanent funds which come . frdm 

'' 3 one source. But if you chose not to have it collateralized, yes , 

4 it might be helpful. 
I 
; 

s 
6 

MR. LOVE: I'm talking about the secondary money market1 

MR. KAPANSKY: What you are saying is that because we ' 
' 

7 are controlled by proxy, therefore, you shouldn 't purchase our --~ 

8 We contribute to the economy and we put 15 million in loans into 

9 the economy . 

10 MR . LOVi:: : What do you think of that idea? 

11 MR. KAf~NSKY: To me it doesn 't make sense. 

12 MIL GALL1.GHER: As you are aware , the Department of 

13 Revenue put out of the pension fu nd large quantities of money 

14 into housing . Is that program a successful program? 

15 MR. Kl\Pl\NSKY : I can ' t speak for the whole ind11stry. 

16 But at !Jome Federal we have utilized every n :i ckeJ. that we have 

17 been able to get our hands on . 

18 rm. Gl\LLJ\GllER: ll as it satis.ficd tha t market , or is 

19 that market quite a bit bigger than 

20 MR. Kl\PANSKY: It ' s quite a lot bigger than you have 

21 funds to utilize. l\s a matter. of volume , I can't put it into --

22 whether it ' s 68.750 or whalevcr. 'l'he S & L industry approx.imutel 

23 made about 199 loans last year. So we do contribute quite a bit 

24 to the economy . For ins tance teachers re tireme nt, I think thcr.e 

25 is more in need that you have funds . 
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MS . FLEISCHER: I just wondered what 

2 limitat ion is. For Alaska housing the problem was, you said , 

3 income limitation. 

4 MR. KAPANSKY: I . couldn't say specifi~ally but I think 

5 the formula they use is it varies on the size of your family. A 

6 person may make 24,000 dollars a year and have no dep ?ndents and 

7 are not qualified. But a pe.r.son making 24, 000 dollars a year 

8 and having three dependents would qualify. So it goes in 

9 various increments and stages . 

10 MS. FLEISCHER: So, basically, it is f':)r low income 

11 people. 

12 MR. KAPANSKY: Essentially. 

13 MS. FLEISCHER: My question was, knowing the housing 

14 market here , ar~ there houses available for people if they are 

15 really low income? 

16 MR. KAPl\NSKY: The average home up here i s about 

17 between 60 and 70, 0 00 dol lcJrs. When you look at it in mortgage 

18 payments of existing rates of 9 or 9-1/2, you ' re looking at a 

19 monthly payment of 650 or 750 dollars. l\nd generally the rule 

20 of thumb that we use and the secondary marke t uses, bcca ui:; 1 ~ we 

21 have to sell our loans through the secondary market, we' re tied 

22 into that . The y look to an income r.atio of about, their monthly' 

23 payment to their gross monthly i ncome of abouL 25 percent. So 

24 at a 650 dollar monthly payment, you're look i ny at a n i ncome of 

25 30 ,000 dolla r ~ a year. 
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MS. FLEISCHER: But you ' re saying that if there were·, 

if the State woul d provide that secondary market , then possibly 

the State could meet its own needs. 

MR. BOWDEN: Set. your own criteria . 

MR. KAPANKY: Set your own criteria and I think you 

would open up the housing market a little bit more to people 

which now can ' t afford it . 

MR. WOHLFORTH: Are there any other questions? If not , 

we ·thank you very much , gentlemen . 

MR . FLEETWOOD : I ' m Al Fleetwood , an::l I am appearing 

here today in my capacity of Secretary- Treasurer of the Alaska 

Bankers Association. My presentation is in behalf of the 

Alaska Bankers Association . 

In particular , the Alaska Bunks Association is pleased 1 

to support the creation of a Permanent Fund, and congratulates 

the Legislature on its foresight in giving the voters of Alaska 

the opportunity to approve this concept . 

You have invited us to submit suggestions concerning 

the use and policies governing the Permanent Fund. We appreciute 

this opportunity to participate and cer ta inly pledge our fullest 

support and cooperation and assistance in your efforts to 

establish the policies for the best possible use oF the fund . 

The f und can be used as an econom i c stabilizer. It is 

our position that it should be structrcd and maintained as a 

'l'r.us t for the la~ting bcnc f:i t of the ci tizcns of the Sta le of 
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Alaska. 

2 As such, all obje~tives, investment policies and 

3 guidelines should be established wi thin the context of the 

4 "reasonable or prudent-man;, inves trnent principle. 

5 So managed, we feel that the Permanent Fund can be a 

6 tremendous asset for 0ur State in terms of both a capital source 

7 for future development and a cushion for a possible period of 

8 inadequate State revenues. It should be treated as a trust 

9 fund for the Alaskans of the future. 

10 At this time, we are actually not prepared to make 

11 definitive suggestions as to how to best achieve what we are 

12 sure would be our mutual goals . We are hopeful that we may have 

13 sufficient time to de ve lop speci f ic suggestions f or your 

14 consideration, belie ving that a little more time at ~his time 

15 will be worthwhile for such a far - reac i1 i ng f unction. It i s hoped 

16 tha t we can have meaningful recommendati ons i n yo ur hands i n 

17 abou t 45 days . 

18 Again, I t ha nk you for t his opportunity and look 

19 fo r ward t o o u r ne xt mee t i ng . •rhat's abou t it . 

20 MR. WOllLFOR'l'll: Any q uestions to Mr . Flee twood? 

21 MR KER'f'l'UL/\ : That i s a goocl pr.esentation. 

22 MR. FLEC:TWOOD: We ll, we meun to es t ablish an cager 

23 faot i n the door. 

24 MR . LOVE: One s uggestion, wi ll t he Association t r y an d 

25 come ba ck wi t h some s peci f ic suggestions f or how to dcnl wi th 
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some of the problems which have been brought up , some of the ways 

2 or protecting the interest of the State from political 

3 maniuplation and also bank participation . We're not going to be 

4 stuck with bad loans . I 1.vould like it if I could just see some 

5 specifi~ proposals presented to us from the Association that we 

6 can look ht in terms of amounts of bank participation . 

7 · M.~. FLEETWOOD: Let me give you a little bit of 

8 background of our meeting . I wish the Permanent Fund could be 

9 ~nvested in something in the Post Office to make its system 

10 more efficient, but we got ou·t our mailing list and most of them 

11 had just one day in order to come to the meeting and all but one 

12 bank in the whole area was represented at that meeting. It's 

13 difficult to get all the banks together, but they are committed 

14 to come up with some composite position . And I think you're 

15 going to get t his. I am interested to see what will come out of 

16 it also but I think it will be very, very meaningful to your 

17 Comr.ti t tee . 

MR. KERTTULA: You think you can stretch across the 

19 State banking and mutuals and the who l e works. 

20 MR. FLEETWOOD: Yes . They are all members with the 

21 exception of the S & L. 's. But if we can't: come up with a 

22 composite position on all points , we just don ' t address thos e 

23 po i n ts. 

24 MR. KERTTULA : The medical fraternity did that and 

25 their composite position put the public r ight straight in the 
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middle. I hope yours doesn't. 

MR . F!,EETWOOD: I hope it doesn't too. 

MS . FI,EISCHER: I just wanted to ask, when you 're 

saying a composite position, on the goals of the Fund as well 

as well as the structure? 

MR . FLEETWOOD: Yes . 

MR. KERTTULA: The only thing you could ever get 

together on before , Al, was raising the interest rates. 

MR. WOHLFORTH: Any questions? If not, we thank you 

very much. 

(RECESS AT 12:00 NOON AND RECONVENED AT 2:00 O' CLOCK) 

MR. WOHLFORTH: The afternoon session of the 

Investment Advisory Committee considering the Permanent Fund . 

We do have scheduled a report from Mr. Ke n Butler of White Weld 

on leverage financing , however, I was told that he is not here , 

is that correct? 

MR . FUHRMANN: Yes . 

MR. WOHLFORTH: We are: fortunate to have two other 

representatives of that firm and, if ~hey will introduce 

themselves to the a udience, they can pr oceed with their comments. 

MR. FUllRMJ\NN: I an. Charles Fuh rmann and wi t h me is 

Ted Swick . We are from our New York office . 

We were asked to comment i n an introductory fashion 

today on the use of leverage i n the Permanent Fund, or the 

. 
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possibilitie~ of such use. It is our feeling that it is 

2 premature for a detailed discussion of leverage because the 

3 goals and objectives of the fund, which are an integral part to 

4 any decisions about the use of leverage and its appropriatness 

5 have not been established. Nor has there been a decision 

6 taken as l whether or not leverage is appropriate for the Fund . 

7 We agree that it is appropriate for Committee members to be 

8 aware of the possibilities of leverage so that they can focus on 

9 .those decisions . 

10 The Fund itself is going to have a pool of funds and a 

11 future cash flow . The cash flow being by statute at least 25 

12 percent of various revenues which can be projected by analyisls 

13 government officials and the financial conununity . And leverage 

14 should be a means magnifying the influence and maximizing the 

15 economic impact of the Fund . And there are various ways of 

16 doing that . One is by direct borrowing of the Fund, either tax 

17 exempt borrowings, if the funds to be borrowed are going to be 

18 us ed in certain fashions. That possibility exists and Ted will 

9 discuss that in greater detail in a moment . Or straight debt 

20 issues in either the public or private capital markets where the 

21 Fund wa s the borrower. 

22 Among the various development banks Clnd other funds 

n in the world, many have used borrowings on their own assets 

24 eithe r from their governments or from the public or priv~tc 

25 market. Some of the other f und s are actunl.ly the borrowiny 
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entities for their public agencies and for other purposes, and· 

2 so there are all kinds of possibilities wi~h respect to 

3 borrowing. You can borrow long, you can borrow longer, you can 

4 borrow longest. And, as I say, they are either. the public or 

5 private market and you can be issuing either tax exempt or 

6 straight securities. 

7 Another means ot leverage and one that has been 

8 discussed briefly here thi5 morning is the use of guarantees, 

9 which allow you to have a multiple effect in the use of your 

10 assets rather than being limi ted to the assets themselves, you 

11 could extend guarantees of other peopl e's securities to an 

12 extent much greater than the assets you have. And the value of 

13 the guarantee would be based on the amount of leverage you 

14 created and the form of the collateral behind the guarantee. 

15 Whether you have created a pool of cash or a pool of investments 

16 against which the guarantees ace issued , or whether you were 

17 guaranteeing strict~y against the future cash flows anticipated 

18 by the Fund. Some p0ople have us ed guarantee limits of 10 

19 times assets , 5 times assets , 20 t imes assets . And the value of 

20 that guarantee is dependent upon the amount of assets or earning 

21 power o r future cash flow behind the en ti Ly issui119 the guarantee. 

22 These guarantees could be extended to public -- other public 

23 financings, from Alaska authorities , or to private cretlits. 

24 In addition, there arc several forms o~ Federal 

25 borrowing entities or programs that provide guarantees which 
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depend upon and given to peopl e on· the basis of the equity behind 1 

2 the issue. I r efer , for example, to Title 11 financing, which · 

3 is available at the Federal level for the building of a mer chant 

4 marine operation , ships, or vessels or any kind. And the u. s . 

5 Government extends guarantees up to 87 - 1/2 percent, vessels 

6 built using the Title 11 p rogram. And they expect those vessel; 

7 tn 1-.a ve;:? .:l l'.'!-1/2 perccn-·.: equity interest in thE~m . And their 

8 willingness to give those guarantees is often dependent upon the 

9 strength of that equity . And there are also poss i bilities there 

10 for guaranteeing the equity and not just the debt of other 

11 entities in order to get them to qualify for pro<Jra1its that 

12 already exist on the Federal level . Sometimes guarantees can 

13 take the form of guarantee of performance beyond the principal 

14 and interest payments on debt then . They can also be related 

15 to equity performance. 

16 A third means of leveraging the Fund or at least 

17 maximizing the economic impact , is the form of the participation 

18 or financial participation you take in a project 's financial 

19 structure. As opposed to being the l e nder on a senior basis 

20 to a project, any consideration on the part of the Fund to take 

21 subordinate positions, either equity or subordinated debt 

22 securities . Encourage and facilitate the participation of 

23 grivate capital , becaunc they come from behind that ~apital and 

24 create a sense of security and minimize the risk to that capital . 

25 And , in t his way, you have the means of expan<ling the size of the 
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12 

projects you . can participate in without having to be the total 

lender. 

Discussed this morning was participation --

participating only with private capital and that may be an 

attractive alternative but oftentimes you will find with some 

of the projects you may wish to consider, tha t private capital 

will not be available unless somebody is going to step in with 

subordinated capital to give sorae security to it. 

Again , in the area of participation loans, by being 

a central force of a principal lender to a transaction, you can 

often encourage money from the banks and other lending 

institutions, many of which deal in longer term financing than 

13 banks do . So your means of creating leverage are borrowing 

14 yourselves to create a l arger pool of funds readily available to 

15 you through the future cash flow generated by the resource 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

revenues . Guaranteeing loans or equi ty . Providing subordinate 

capital, either debt or equity to transactions. Or being only 

willing to participate i n loans wh ich wou l d encourage external 

capital to also be participating with you. Those are the four 

principal ones. 

An unusual element here is the a bil:i. ty to use tax 

exempt market to borrow some of the funds , should you wi s h to do 

so, and I think that Ted is better informed i n that area than 

I am and can better dea l with it . . 

MR . SWICK: I think we ought to take a few minutes to 
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talk about tax exemption. In discussions, sometimes it isn ' t 

2 clear exactly what it means. It certainly means something in 

3 the capital market but what it means in terms of government and 

4 that side of the thing. As far as the ability of Alaska 

5 through its Permanent Fund to participate in tax exempt 

6 activities is inhe r ent in its very existence as a local 

7 government. The assets of the Fund itself and the source from 

8 which they come has no b earing at all on whether or not your 

9 activities can be tax exempt . The o n ly restriction that I see , 

10 a nd our e xperience shows and the law says, based on Federal 

11 statutes, that if you were using the proceeds of a bond issue 

12 issued by the Fund or an appropriate underlying entity that 

13 might be created, that those bond proceeds from that specific 

14 tax exempt issue could not be used for the benefit of a private 

15 person. I think is the language they use , which would include 

16 e ither individuals or corporations. 

17 Those funds that come directly from the principal 

18 source of your money in the Fund are not a deterent to being 

19 having access to the tax exempt field at all . There is no 

20 r es t riction on that whatsoever. 

21 The various financing alternatives t hat relate to 

22 l e verage have been used and are a vailable i n the tax exempt 

23 market. You wouldn ' t be breaking any new ground. Demonstrations 

~ and exhibits oE th~se activities can be easily brought to you. 

25 The general existence of the people who have use<l them a re 
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already in your fi l es in regard to some of the funds that exist 

2 in the Lowe r 48 that you a re already familiar with and have· 

3 background material on. The material you have, I don 't believe 

4 up to this time shows you the details and the mechanics of 

5 exactly the way it works. It is certainly implied in the 

6 s ummary of those entities . 

7 I don't know whether there has been any decision on 

8 this tax e xempt subject. Perhaps I could clear it up a little 

9 bit . The financ ing possibilities and the use of the Fund , 

10 whether to commit principal in some way or commit earnings only . 

11 As Charles has already said there are things that can be 

12 examined at that point in your life when you decide really what 

13 do you want to do and then the financing mechanisms are either 

14 copied , if you will , or developed for your needs. Or , in 

15 certain circumstances it is not be yond possibility that new 

16 configurations can be created with some work and some thought . 

17 An<l , hopefully , at that stage is where we would make a more 

18 specific recommendation. It is our judgment that the 

19 possibilities of extent to which the assets of the Fund can be 

20 expanded , if you will, into a fairly sizable activity . Your 

11 alte rnatives and your c hoices ar.e very broad. And I think the 

22 economic impact can be very pleasing to what you are trying to 

23 ~ccomplish. 

24 Char les and I uould be glad to elaborate , if you ha vc 

25 any questions. We believe that it i s too early to get into these 
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t h ings, you know, . who pays what, and how does this dol lar get 

2 to there, and all that until we collectively have a feeling of 

3 what about thi s or what about t hat, and which way should we go. 

4 MR . FUHRMANN: I · might add that I have suitcase that 

5 is lost between here and New York and it is probably sitting in 

6 Seattle with Ken Butler in a fogged- in airport . In that 

7 suitcase is a study of how some of these other funds have used 

8 leverage. And the requ irements of the lending agencies in terms 

9 of covenants and extent of leverage in order to maintain AAA 

10 credit rating for either the .guarantee or the borrowing . Tha t 

11 will ultimately get here. If not in the next 24 hours, I will 

12 see that the bag gets delivered to somebody on the Committee 

13 before it gets returned to me in New York. So you can look at 

14 that. I think that will be helpful to you . 

15 Also , off the subject for a second, in the same bag is 

16 a bibliography that was requested at the last meeting on what 

17 people might be reading about development funds and various 

18 programs around the world and how people have used them and it 

19 l ists books on the subject and articles on the subject. And to 

20 the extent that those are not available to you , we will be 

21 happy to get copies of anything on that bil?liog raphy for you. 

22 In addition , there are two addi t ional s tudies to go with our 

23 original study on international and domestic development funds, 

24 to include the industrial estates in New f oundland ~ nd Quebec 

25 development banks. Those will be available to you. 

PAT KLING REPORTING SE~V I CE 
SUITE "4 00 ANCHOl~AGE LllCAL CENTER 

1016 WEST SIXTlt AVHIUE 
A~CtlORAGE, ALASKA 

-80-



• 

• 

MR . SWICK : We have here -- just a 2-page introduction 

2 to the subject. I might even describe it as superficial 

3 perhaps. I will leave copies here with you. 

4 MR. GALLAGHER: Could you elaborate on whether the 

5 limits - - when you talk about public purpose in tax exempt 

6 financing , just what are the limits of public purpose? It seems 

7 to be the industria l development authorities are just about the 

8 limit of where a public purpose might be and sometimes they 

9 re~ch over what public purpose might be. Could you elaborate on 

10 just what the current thinking is on limits of what public 

11 purpose is in the United States? 

12 MR. SWICI<: Well , sir , as you implied and Eric is 

13 probabl y closer to some o f this. But the definition , I guess 

14 has been stretched in some people ' s minds beyond reason, 

15 particularly when you talk about industrial aid and lending of 

16 cre~it to private persons. There is still a very broad body of 

17 opinion and the United States Congress may act to restrict ~ t 

18 even further. They may adjust it so that it presumably has some 

19 impact on smaller bus i nesses or smaller activities where the 

20 restrictions are now direc t ed pretty much. As far as pollution 

21 cc·ntrol is conce rned, it created a volune i n t he tax exempt 

22 market which has been dealt with, I think , well , the market has 

n performed well. There is some fear in the minds of the Federal 

24 Congress that it is over.burclening the market but I ' m not s u re 

25 that can be really meas ured accurately. 
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I t h ink every state, in effect , rolled over and have 

2 industrial aid and industrial development and economic 

3 development, with the exception of the State of Washington. I 

4 don ' t have a n answer to your question other than as I remarked 

s earlier, t h e place they go and the place they come down in local 

6 government for financing economic development is when you use 

7 bond proceeds. The clearest demons tration of the other technique 

8 is what ha s beep done in Pennsylvania where they've used other 

9 

10 

" 
12 

13 

14 

15 

16 

assets for indust r ial l oans. One recent development which is 

maybe only two years old shows that on the other hand the IRS 

will take a view of what a public purpose is when they declared 

the handling of garbage or refuse as now a public purpose. 
I 

Subparagraph 3 in the 1968 Act relates to industrial development. j 

I would think though that the attitude generally in the Federal I 
Congress would be that the public purpose is stretched about as 

far as it s hould be and it s hou ld be brought back a little to the 

17 more traditional a ctivities of government . 

18 I think it is possible for this Fund and the source 

19 of its assets , as I have already said, to be not res tricted in 

20 the activities you can engage in with that money. If they do 

21 go into the borrowing market on a n entity of their own and 

22 expand their capital base in that manne r , the Fund does , I think 

23 it is very easily done with legal documents to have t hat money 

24 segregated and just tr.:tcc it through so it docsn' t e nd up in 

25 an indus tria l priva t e person' s hands. 
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MR. FUHfilIANN: It needn't be f undable in the sense it 

2 contaminates the who le fund . 

3 MR. LOVE : Would you say that housing and public 

4 utilities, even investor-owned utilities, are those the more 

5 traditional areas? 

6 MR. SWICK : Investor-owned utilities, the answer is no. 

7 They have entered into the tax exempt field as I am sure you 

8 are well aware in the area of pollution controJ in very 

9 significant amounts . It has been a much more reasonable source 

10 of their raising capital for ·non- productive expenses that they 

11 have to do to comply with our environmental protection laws. 

12 Tradi t ionally , really the services you come to expect from your 

13 town, county , borough, or State, schools, roads, s ewers , water. 

14 

15 

16 

17 

18 

MR. LOVE: Housing is. 

MR. SWICK: HGusing is . 

MR. LOVE: Let me see if I understand this. You've 

got a million dollar.s in principill and you either commit that 

into safe securities a nd use the principa l as your reserve f und 

19 basically , or you use, say , the earnings off your mill i on dolla rs 

20 which might be, say, 60,000 dollars a year or something like 

21 that as a committee of one . And after you've got this amount 

22 that ' s committed, how much bonds can you sell a nd maintain a N\l\ 

23 rating, how much reserve to get a /\M ra ting? 

24 MR. SWICK: You go to the credit matter which is 

25 important because it has a direct relationship on the cost of 

. 
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money. Levels of credit by our traditional ratings, AM. is the 

2 best credit and on down to AA, BAA and then it begins to dro~> 

3 out of what is called investment quality. The cost of money 

4 .directly relates to those investments. If you want to have a 

S AAA bond issue, we would want to make somethin9 Ui,,>, say u. new 

6 high school ---

7 MR. LOVE: Let's just say housing. 
\ 

8 MR. SNICK: Then to insure yourself of a AAA ratiny on 

9 the securities that were sold in the tax market to build the 

10 house units - --

11 MR . LOVE: Buy the mortgage. 

12 MR. SWICK: You would probably have to take an equal 

13 cmount of the Fund's assets . 

14 MR. LOVE: 100 percent. 

15 MR. SWICK: One to one. What the investor in the tax 

16 exempt bond issue then sees is that he has a government security. 

17 And the market for that bond is probably going to be maybe 5 

18 percent and pledged assets invested in u. S. government are 

19 earning 7. 

20 MR . GALL/\GllEH.: You might enlighten further that it is 

21 only because of' the Statc ' !:J credit. rating itself that ti1e State 

22 agencies don ' t have a higher rating. It is tradi tiona 1 in the 

23 market that the agencies don't have a higher rating, I don ' t care 

24 how strong you make the credit , it ' s not going to be higher than 

25 the State itself. 
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MR . FURHMANN : Th is isn · ·t completely true . 

2 MR . GALLAGHER: It ' s s ubstantially true . 

3 MR. SWICK: A hour, ing bond issue -- I ' m making all this 

4 up -- and pledged to it were assets of the Fund invested in a 

s like amount of u. S . government , you really don't get into that 

6 problem of it being an agency of the State and having to hdve 

7 the same rate . They ' ll go right to the 

8 MR. WOHLFORTH: That would be of such a high quality 

9 that it would be unique almost . I am wondering, would it have 

10 to be quite such a tough pledge . This was sug')ested b a ck in ' 69 

11 by some of the investment bankers who came up and they said what 

12 about a State publ ic improvement corporation which would be a 

13 bond issuing autonomous public authority. The pledge thcJ.t they 

14 envisioned was a pledge of income from the Fund up to 1 . 3, l .4 

I 15 

16 

17 

times debt service annually. To the extent that interest was 

met , those funds were then free for expenditure at the end of 

year. Since it was a test kind of thing , during the year t he 

the I 
I 
I 
I 

18 pledge is effective in favor of bondholders ' debt service. At 

19 the end of the year , it fell over and became free and things 

20 started up agai n . That was one of the thoughts they gave us . 

21 MR . SWICK: You're right , I was starting at the top. 

22 MR . FUHRMANN: Guaranteeing the l\l\J\. 

23 MR. SWICK : Bring it down . Any choice as to what you 

24 would actually put toward t hat particular indehtednc:.;s . \vha tever 

25 you do will determine what i t costs in the market. 
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MR. FUlIRMANN: A lot of this, you should also be 

2 

3 . 

4 

aware that the rate agencies are prepared to negotiate and 

discuss with you in advance of any issue what they really requirej 

You participate, you don't just send it in and ~ray . ~nd you ~ I 

s also go with s9me pretty good advice. But there is nothing to 

6 say that you have to be invested in Treasury. You could be 

7 invested in fisherie s, public utilities, vessels, timber lands, 

8 food packaging and all the rest with various invested securities. 

9 ·You have as your assets a series of invesbaents, bonds and 

10 certificates. And those may have just horrible credit, or they 

11 may have very good credit, or a mixed bag of credit behind them. 

12 That could be set aside too or the earning power and future 

I 

I 

I 
I 
I 
i 

13 principal could be set aside but then the demands would obviously I 
14 be greater than they would be in terms -- if you wanted to 

15 preserve the credit and they would be if your investment was 

16 solely in L . S. government. But this is not to restrict what 

17 you do with your ~und to maintain credit and value in the credit 

18 that you p ut in to the marke t. 

19 MR. LOVE: I guess you could go down quite a bit 

20 though from 100 percent. You could down to about 20 percent 

21 reserve and, if so, what type of interest rate? Can you give me 

22 some ballpark f i~urcs? 

23 MR. FWIR~mNN: The credit agency is concerned about 

24 the last dollar as they are the first dollar. It would not be 

25 correct to tell you that, if you only guarantectl 80 ~ercent of 
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the issue 

2 MR. LOVE : How about 20? 

3 MR. FUHRMANN: You just wouldn't work that way . You 

4 would have to guarantee the whole issue. 

5 MR. GALLAGHER: He is asking the size of the reserve 

6 fund necessary to get there. 

7 MR. FUHRMANN: It depends on what you ' ve got in the 

8 fund. That is what we are trying to say . If it's all 

9 governments there probably is a break, and it depends on hou the 

10 Permanent Fund is structured . The credit agency may be able to 

11 look to the future cash flow of the fund ~s well as security 

12 here. 

13 MR. LOVE: It seems a couple of weeks ago somebody was 

' I 

14 taking about 10 to 1 leverage in the Fund. Are you saying you're 1 

15 not going to leverage 10 to 1 in the tax exempt market, that 

16 you have to go to different markets? 

17 MR. Gl\LLJ\GIIEH: What he is saying that you g0 to 10 to 

18 20 and you may not gain that much . 

19 MR. FUllRl'·IANN: You may not be /\7\7\ when you' re finished, 

20 but you can probably go that fa r as some people have indicated. 

21 We haven 't. Sdmc funds ha ve gone as high as 20 to 1 but most 

22 of those have the taxing power behind them of the nation. The 

23 Permanent Fund doesn't . 

24 MR. LOVE: Sny we we r e to get some cstimutcs o n, you 

25 know, hypothetical situation, you might be able to get this ty~e 

. 
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of a rating ~or this type of -- let's say bonds for mortgage or 

2 s omething like that. If you were leveraging say 6 to 1 or 5 to 

3 1 or something like that To make the whole thing more 

4 tangible, I would like to ~ee -- this may not be appropriate 

5 right now but it is just really t oo early to do this type of 

6 thing , but - --

7 MR. SWICK~ It could be done but I would warn you that 

8 it would probably be such an acade~ic discussion, how it would 

9 ever relate to the market place would be anybody's guess. A 

10 credit analys i s on the municipal side , there arc really only 

11 two thi1:gs that you get down to. Nhat is the willingness o f the , 

12 issuer to make the thing work piled on top of the need for it 

13 in the first place as d governmental service. Not to get too 

14 far afield, you are talking about housing on several occasions. 

15 You may be familiar with Section 8 deal setup in the !lousing Act 

16 and what a basic disaster it has been. The problem simply is 

17 that the lender of money doeGn't find a ny comfort in any bonds 

18 that are based on the Section 8 pr09ram . llousjng units of that 

19 part of the Act which have been creaLccl hnve bee n a foil ure . 

20 MR. FUllRNl\NN: Jomie, if I were to tell you tha t the 

21 interest ra te you p.:iy fo r n lo~in i s bused on t he te rm~ of the 

22 loan , the structure of i t, whether it is 1 yc.:u: , 2 years, 10 

23 years , 15 years, and t he credit behind the l oan , whclher it's 

24 M/\ of l\l\ o r/\ , or wh.:itcve r. l\nc.I if I t o ld you the c.:reclit rn '. i ny 

25 sornewha t depended upon the e xtent of the l c ver.1c;e: , you cn n CJO as 
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you want but at some point the mark~t will tell you that. they 

2 won't acceJt you as a credit at all. But the Fund itself , to 

3 simplify the whole thing and ignore tax exempt from it, the Fund 

4 has a pool of funds, some of which may be invested as assets, 

5 cash, it will be investments in debt and equity securities 

6 perhaps , i t has the potential to earn money on its investments. 

7 And has a dedication by statute of future cash flows coming from 

8 oil revenues . So the credi t institution -- if the Fund itself 

9 were to issue straight bonds, not tax exempt , and they are the 

10 i ssuer and they are nr.t creating any pool or any th ing else , they 

11 are not setting lt aside to be issued against anything , it is 

12 not a collatcralized bond of any kind, the credit agency and the 

13 market place would be looking at what the i r perception of what 

14 the oil revenues will be in the future, earning power of the 

15 assets you have already invested in other things , how good an 

16 asset those arc, to determine what you a rc going to pay for that 

17 and what ma turity t hey nrc prepared to let you have. Now , if 

18 you take away credit from me, if you stick over something in a 

19 pool, if you just pu t the worst loans over there , I ca n tell you 

20 you're going to have trouble getting a long matu rity, you ' re 

21 goi ng to have trouble getting a low interesL rate , you're goi ng 

22 to have trouble selling Lt o t all. 

23 MR . JDV~: I ' m not talking nbout the worst lon ns. 

24 MR . FtJllRMJ\NN : 1 r y o 11 put the bes L ones over Lhere , 

25 you ' re CJOlng Lo hnve to get o Jon<JCr maturity rule -- matur ity , 
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you're goinn to get a lower interest r ate . It will be a breeze 

2 selling ·the loan. And you will be able to have greater . 

3 leverage on it,. Because the earning power will be better and 

4 it will be per~eived better without damaging your credit standing 

5 

6 

MR. LOVE: I think I understand the process. 

MR. NOHLFO.RTH: Other questions? 

7 MR. WALDOCK: Jim,when these studies on the leverage 

8 that White Weld comes up, would you see that we all get a copy 

9 of that. I would appreciate t~at . 

10 MR. WOHLFORTH: We've had some limited experience with 

11 the leverage concept, although very limi ted experience, in terms 

12 of loans from the General Fund to support a Capital Re serve 

13 Fund. One new agency which is starting up, the Alaska Munici~al 

14 Bond Bank l\u th or i ty. l\nd we have seen some crcdi t recognition 

15 to it . Certainly not wha t we had hoped for but it never is what 

16 we hope for . The Dond Dank Authority has an actual hard dollar 

17 legislative appropriation . As a reserve f und it happens to be 

18 put on a 1 0 to 1 basis . /\nd I think it h as achieved , in part a t 

19 least, a rating based o n that. I am sure some of the Committee 

~O will want to be thinking about the same kind of leveraging 

21 principle i n terms of municipal loans . Some way of trans la ting 

22 the State's c redit, which l feel will improve dra matically 

n erob,bly within the next year and certainly within the next two 

24 ycara , ways o( transl atlny that credi t to the local government 

25 who will have continuing borrowi ng ncecls. We have a small 
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example of how that can be done . The Legislature has taken a 

' 
2 step in that direction and we are seeing some signs of success . 

3 I am certain the local governments will feel that very keenly 

4 if the State is able to borrow at a AA or AAA rating, and they 

s are barely able to achieve an investment grade rating and they 

6 can see inte rest rates t hat they are paying substantially more 
I 

7 than the State itself. So it is something that has to be thought ! 

8 about as this whole process develops, from my point of view . 

9 

10 

MR. FUHRMANN: I might point out in that line an 

experience we had. We represent Nationale Prinensierra iphonetic ~ 
11 which is the Mexican development bank, for all intents and 

12 purposes. No . 1, politics in Mexico is rather intense between 

13 the people that run the Treasury Department and the people that 

14 run Nationale Prinensierra , is just one example . But the 

15 Nationale Prinensierra ha s essentially been used as a vehicle 

16 for which everything goes to the market in Mexico, except the 

17 Mexican go vernment itself. All the agencies go through it and 

18 everything else . And the Me xican government issues bonds. 

19 Nothing in Mexico is really rated b e ca use they don't want to be 

20 rated anything less than single A and, therefore , they have 

21 chosen not to b e rated at all and run the risk of being rated 

22 lens than t hat. But we were in ~ position to offer Nationale 

23 Prinensie rra a security that was going to sell better and b e 

24 perceived in t he market places as better credit than the Fede ·ul 

25 g~vernment' s direct pnper. ~nd , in th~t case, the Federal 

. 
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government was fearful that this would influence their sinkincj 
; .. 1, 

2 fund retirement programs and their ability to issue direct paper 

3 in the future and everything else and peopl e woul d be insisting 

4 that -- Nationale Prinensierra not only represented the agency 

5 but a lso represented the government ~. ":,self in the market place . 

6 So they rewrote the charter of Nationale Prinensierra to remove 

7 the advantage that Nationale Prinensierrra was going to be able 

8 to have , that was going to help them in the market place . So , 

9 if ·there is a sense of competition, you may find that happe~ing 

10 here too . Th~re is certainly within this Fund the ability to 

11 create a AAA security. So keep that in mind . 

12 MR. WALDOCK: I wonder if you would address the 

13 possibility of using an insurance program on some of our loans, 

14 i.e. , the Alaska State Housing Development people just put out 

15 some bonds here within the last month, and it is a full y insured 

16 program. Would there b e any possibi l ity of using this type of 

17 an i nsurance on various type~ of loans that we might be able to 

18 utilize through the Perma nent Fund? 

19 MR. SWICK: Well, when you 're ta l king loan insurance 

20 you are talking about bond issues of l ocal communities? 

21 MR. WALDOCK: Yes. 

22 MR. SWICK: Yes, I think very quickly to answ~r you the 

23 techn ique that is used in the Housing F inancc l\gency, State Dond 

24 Bank that Eric referred to , arc techniques that can b e applied 

25 r ight to t his corporation money . 
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2 

3 

4 

5 

6 

7 

8 

9 

10 . 

MR. FUHRMANN: I am not sure there is much difference 

between ·a guarantee and an insurance program. You understand · 
I 

II 
with a guaran,tee program the Fund could look to -- could get a 

I 

fee for prov~/ding the guarantee. And to the extent that they 

. 11 
are putting assets aside to collateralize the guarantee, those 

· 11 
assets will not be idle, will be invested. And the combination 

I' 
I 

of the guarahtee fee and the earnings on the put-aside assets 

may be considered an attractive investment alternative for you. 

MR. WOHLFORTH: The insurance program Dennis referred 

to -- the current program of this corporation is to purchase 

11 conventional mortgages which are either 80 percent loan to value 

12 or insured through PMI, Private Mortgage Insurance. A 2 percent 

13 fund has been created, essentially take care of the uninsured 

14 portion, or the perceived portion which needs coverage. It is, 

15 again, just another financial device that may well be proven. 

16 MR. GALLAGHER: It also has an additional reserve 

17 fund that insures the whole bond issue and not the credits 

18 themselves. 

19 MR. WOHLFOR'l'll: Yes. 

20 MR. SWICK : I think the poin t is th e assets of the Fund 

21 would be positioned in the same way that the corporations have 

22 done. 

23 MR. WALDOCK: D~~s any d evelopment corporation use 

24 this principle? 

25 MR. SWICK: I can't come up with one. South Carolina 
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2 

3 

4 

s 
6 

7 

8 

I 9 -• 10 

11 

12 

13 

14 

15 

16 

17 

• 18 

19 

20 

" 1 

22 

23 

24 

25 

I . was gatting and the legislation failed on the floor and it 

never got to a test . The private mortgages were interviewed and 

had meetings and had associations meet to get themselves into 

this tt ·.ng, but it never got together. 

OR . LOGSOdN: What was that, we couJdr ' ~ear that 

down here . 

MR. FUHRMANN: We.l'.'e there any other funds using the 

insurance concept. 

MR . LOVE: Are you prepared now to give us more 

tangible ideas if we went into the tax exempt market the · 

traditional type of loans we might make other than housing? 

MR. FUHRMANN: We indicat1..' cl , Jamie, we have talked 

about things like power transmission and distribution, housing, 

schools, roads und highways, recreational facilities , airports , 

ports , hospitals , water and sewer systems , transportation 

facilities and so forth. 

MR. LOVE : 'l'hcse devclopmen t: corporations they are 

basically in developing structures and facil ities, they are not 

l ike researc h deve l opment or 3omething like that? 

MR. WOllLFO'R'l.'11: He :-n:-iy be as}~ing ubout the IBB test , 

what is the test for an i ndustrial development bond with security 

interest 

MR. l;-U ll RMJ\NN: It ' s the ra tlo in dollar amounts and 

they you start qualifying fo~ all kinds of things . 

MR. LOVE : !low about if it w.:1s like for '" public 
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2 

3 
1! 

4 

5 

6 

7 

8 

9 

• 10 

11 

12 

13 

14 

15 

16 

17 

• 18 

19 

20 

21 

22 

23 

24 

25 

re~ \· urce development ccmpany or something like that, a public 
c,.I 

insurance company . Say the State went into the medical 

malpractice field or the workmen's comp. field or auto insurance, 

the State got involved in resource development , would that 

become eligibl e for tax exempt borrowing? If it was actually 

publicly owned . 

MR . SWICK: I don't know why not. 

MR . LOVE: It is not the nature of the activity, it is 

who the ultimate borro~?r is , right? But home owners would 

qualify 

MR. FUHRMANN: Someone is going to track the dollars 

that you have raised to make sure that you have not abused the 

privilege of tax exempt financing. 

MR. LOVE: But a homeowner would probably qualify. 

But a guy with a 100 or 200 apartment complex , he probably 

wouldn't qualify . 

MR. WOllLFOR'I'll: It is all very meticulously set out 

Section 103 of the Code. 

MR. SWICK: You understand that those restrictions 

thos~ restrictions only exist to ~t~ extent that you use the 

i;.roceeds of the tax exempt bond issue. Don ' t collfuse that with 

th ::! fund . 

MR . CRAWFORD: What is the point sprcDd betwee n tax 

exempt and non-tax exempt bonds? 

MR. SWICK: I t would be eusier for me t o s ny i t 
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fluctuates. I guess traditionally we're talking about l-3/4's, 

2 2 percent over a period of years . You get disruptions in the 

3 market based on te~·hnical things that are of a temporary nature. 

4 The tax exempt market is the full product of the money market 

5 and the whole interest rate structure. The demands for capital 

6 on the public and private side change that. It's substantial. 

7 MR. FUHRMANN: Changt:s with maturity. 

8 MR . WOHLFORTH '~ Some commentators in talking about the 

9 .Permanent Fund and opposing it specifically, this was printed I 
I 

. I 
voters, said that ! 10 in the Lt.-Governor's material submitted to the 

11 instead we should retire our general obligation debt and finance j 

12 all our improvements directly from recurring revenues in the 

1:3 future . What would be your reaction to that? 

1 ii MR. SWICK: My quick reaction is, why do that, just 

15 keep doing -- you ' ve got your governmental function and your 

16 regular sources of income for your governmental services. Those 

17 activities continue and I'm sure you don ' t want to lose sight of 

18 the fact th~t there is going to be additional income from the 

19 General Fund, this 25 percent or whate ver that is going into the 

20 Permanent Fund, which would be used for these special thing~ 

21 that go beyond the everyday expectations of your General Fund 

22 creditors . 

23 I clan ' t envision the exis t:ence of the Permanent Fund 

24 making it unnecessary for the State of Alaska to go into the 

25 General Obligation bond. The same idea that has been inherent 
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i n all your discussions, t here is no sense i n paying . cash for·a 

2 faci l ity or an activity that is goi ng to benefit Alaska now and 

3 

4 

down t he r oad. That is the. whol e t heory behind munic~pal finance~ 

t o build a facility that has a 25~ 30 o r 40 year life, you, in ! 
5 

6 

7 

8 

9 

10 

effect , have the fel l ow who i s going to use it 30 years from now 

also paying . 

MR . LOVE: I think some of t hat was coming from fiscal 

c onservatives who want to see the State budget limited and 

expenditures cut back • 

MR . ·swrcK: There is nothing criminal about being in 

11 debt , is there? 

12 MR. FUHRMANN: You are doing a lending by taking this 

13 money out of the General Fund and putting it into a Permanent 

14 Fund . 

15 MR . WOHLFORTH: Are there other questions? Before you 

16 leave, there is a point that I think maybe we need to have some 

17 expert advice on , later on, from perhaps the Attorney General's 

18 office as we look at some of these questions . The phrase, income~ 

19 producing investments which is virtually the only qualification 

W in the amendment, what can they invest it in . As we consider 

21 intrastructure investments , I ' d say , if they are to be direct . 

22 And we ta l k about schools, roads . Obviously some public 

n investments fall into the income producing category and others 

24 do not. We talk about the concep t of leveraging. It may b e 

25 that the Legislature considers that we will continue to borrow 
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for publ ic improvemEmts and have the Fund, indeed , provide a 

2 substantial reserve against the amount that is borrowed . 

3 I t h ink we o ught to consider early whether or not , 

4 if we use a reserve fund concept for public borrowi ng , if we can 

5 do other than a borrowing for so- called income producing 

6 investments, which a school , obviously, doesn ' t qualify for. 

7 Does the fact that u l timately that the monies may be paid back 

s to the reserve fund as a loan , does that qualify it a s an income 

9 producing investment. I am not clear at all in my own mind 

10 whether that is the case. 

11 MR. SWICK: You have already said that this idea of 

12 providing what we loosely call front-end money , having it 

13 returned and it wil l begin to return at a later date and still 

14 qualify . 

15 MR. FUHRMANN: We talked about that at lunchtime after 

16 some of the comments that were made this morning by the bankers, 

17 Chamber of Commerce people , I believe. 

Ted asked me, he said, "What happen3 if the Fund wants I 18 

19 to get into research and development ~r fron t - end money to 

20 something that would lead to an income producing situation" and 

21 my answer was that if the Fund is , indeed, income producing that 

22 another form of leverage that we really haven't talked about here 

" it ' s not really lever age but it is in a sense of multiplying your 

24 economic impact and your ability to pledge future funds that 

25 will be coming into the Fund as opposed to current funds, was 
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that you can prov~de a long-term takeout to .a bank so the bank 

2 is actually putting up the start- out or front- end money and is 

3 assured of a takeout from you when the project becomes 

4 operational. So , in that sense, you have the ability right away 

s to encourage R & D and projects getting off the ground that are 

6 not initially income producing . The other alternative, of 

7 course , is having interest holidays until the project gets 

8 1oing. But that may not be consistent with the income producing 

9 concept • 

10 One way you can work with banks is being there to 

11 provide the long-term takeout and let banks do what banks do and 

12 you do what most development funds do which is long term 

13 financing and not short t erm financing or working capital. 

14 Take that conce pt . No one has decided yet whether 

15 you' re going to be development oriented or capital preservation 

16 oriented, or to what extent you want to be both or either. 

17 Back to Lanie's goals and objectives . 

18 MR. SWICK: You can do other things . 

19 MR. FUHRMANN: You let us know what it is, and we'll 

20 tell you what kind of leverage. 

21 MR. WOHLFOR'I'll: Next on the program is Bob Richards 

22 from the J\la ska Banking System 

23 MR. RICHARDS: The comment on the discussion that we 

24 were just having that the insurance th.:i t is availa ble t o 

25 municipalities in J\lask.:i, the !lousing fo'innncc Corporn tion , t hat 
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is limited to to 20 million dollars, maY, or ·may not have 

2 application to the Permanent Fund, but one thing that is 

3 interesting, one of the positive elements of the Permanent Fund 

4 is your judgment that there is an opportunity for a AAA rating. 

5 That is pretty exciting anci , of course, that would preclude any 

6 real need for additional insurance. 

7 The specific inquiry that you made at our last 

8 session is being researched and that actiY:1 ty was preempted by 

9 the request that we go in the direction that we are going into 

10 today. At any rate, those q4estions will be answered and will 

11 be submitted to you in writing. 

12 Mr . Rhode and Mr. Etlenso requested that I prepare 

13 some observations on the inter face of the Alaska Permanent Fund 

14 with the Alaska Banking System . And I have done that, and 

15 about all I have is just that, observation .:is d is tinguishe d from 

16 comprehensive analysis of this matter . 

17 The discussion today will rea lly have two parts. The 

18 first part will be kind of institutional in nature , that is , 

19 comments on describing the Alaska Oanking System. And the 

20 other pact , and the longer part, the more significant part, is 

21 the relationship -- inititi al observations on the relationship 

22 between the Permanent Fund and the Alaska Banking System. I have 

23 some tables here that underlie some comments I will be making. 

24 I£ you don't mind, I ' 11 use the same format 1 used last time . I 

25 will lay this out and then we can discuss it . 
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I think that relative to consumers in other states , · 

2 Alaskans enjoy access to a broad banking system. Now , we all 

3 know that on any per capita contest, Alaska wins hands down. 

4 by the mathematics of the issue. But , be .ng that what it may, 

5 statistical fact remains that on a per capita basis there are 

6 more separate banking institutions -- this is not number of 

7 offices -- there are more separate banking institutions in 

8 Alaska than in all of the other western states. By the way, I 

9 don ' t know relative to the rest of the country. This is an 

10 analysis I have performed -- I arbitrarily compared Alaska to 

11 the other western states, which reduced the research effort. 

12 Further, as exhibited in Exhibit B, for communities of 10,000 

13 and over, people in Alaska have twice as many banks as the U. S. 

14 average. Exhibit C is just coming at this item in a little 

15 different way . 'J'hat the Alaska commercial banks service some 

16 pretty darn'd small entities , by any measure --- By the w~y, 

17 as an aside, I have shown this Exhibit C to various of our 

18 correspondent banks from Outside who are utterly aghast at the 

19 proposition of building a bank to service such small populntion. 

20 Finally, Exhibit D is a map , which I think indicates ~ tairly 

21 broad geographic~l dispersion of Alaska ' s commercial banking 

22 system. Out, as you can sec, quite clenrly the Alaska bnnking 

23 system falls right in . line with the Alu ska economy is rcla ted 

24 directly to the pccscnt day e conomic complexion of the State. 

25 And, finally, Exhibit E is just for your f i lcs , your background, 
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it is simply a list of all of the Alaska -- I indicated Alaska 

2 financial institutions . Included are commercial banks, savings 

3 banks and savings and loan associations. I will have to confess 

4 to you a typographical error in here and that is Behrends, that 

5 is Hoonah not Hootnah. And another quite surprising -- when you 

6 put this together -- I wus informed that the total was 110 

7 commercial banking offices in the State, I found out it was a 

8 somewhat surprising total , clearly in excess of what I ~a<l 

9 intuitively imagiued. So I think the information on these 

10 exhibits -- a ~though, again, like the statisticn I presented to 

11 you before , an intrinsic nature of the statistics that I will 

12 always present to you, and I think an intrinsic nature of any 

13 statistics anywhere at any time , they are imperfect But perhaps 

l 
I 

I 
I 
I 

I 
I 
I 
1 

I 
I 
I 

14 
: some sort of general conclusion that might be drawn here is that 

15 the Ala ska consumer, in t e rms of convenie nce, has access to 

16 is not hurting in terms of access to financial institutions . 

17 I will put that, the Alaskan consumer functioning within the 

18 cash economy. 

19 Now , the information that I have presented to you i s 

20 primarily just for your background . The main element that we 

21 wanted to get to today was some comments on the Alaska banking 

22 s y stem and the Permanent Fund. I think the most important 

23 ~lement of the Alaska banking system, in terms of the Permane nt 

24 Fund, is the role whi ch Alaska banks -- and I am going t o u s e the 

25 term banks and you can broaden that term as appropriate. The 
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role which Alaska ' banks have played conduit for channeling 

2 funds frorn large, long-term investors to Alaska's families and 

3 businesses. I'll repeat that , I think the most important element 

4 

5 

6 

of the Alaska banking system in terms of the Permanent Fund is 

the role which . Alaska banks have played and are playing as 

conduits for channeling funds from large , long term investors to 

7 Alaska's families and businesses. I will give you some examples. 

8 Over 80 percent of the money which finances the purchase of homes 

9 ·in Alaska does not come from Alaska bank deposits. It comes 

10 from large institutional purchasers of 111ortgages. And these 

11 institutional investors are comprised, at the present time, 

12 basically of one Federal agency , Fannie Mae and Freddie Mack. (2) 

13 Outside savings institutions. (3) Union pension plans. The 

14 local banks originate the mortgages, that is , they take the 

15 application from the borrower and do all the paperwork, et cetera.' 

16 Then the banks sell the mortgages to these large investors an<l 

17 service the mortgages for a fee. By that I mean collecting the 

18 payments , making the tax and insurance payments . l\nd, in fact, 

19 the borrower deals solely with the bank and is not even aware 

20 of the institutional investor who purch~sed hls mortgage . 

21 Now, another way in which the Alaska banks serve as the 

22 conduits for the flow of funds into the Ala s ka economy is through 

n loan participation with Outside banks. Thin situation normally 

24 arises when a customer comes intc his bdnk in Alaska and requests 

~ a loan that exceeds the lending authority of the particular 

PAT KLING REPORTING SERVICE 
SUITE <4 00 M~CHORACic LEGAL CENTER 

1016 WEST SIXlll AVENUE 
AHCHORACE,A LAS KA 

-111-



• 

• 

Alaska bank, or which has a charactE;?ristic such that, fo.r some 

2 reason or another, the Alaska bank wants the participation by a 

3 large Outside bank. The Alaska bank then presents the loan to 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

an Outside bank with which· it has a correspondent relationship 

for consideration by the Outside bank to lend the amount of money I 
which exceeds the Alaska bank ' s authority. This is a very, very 1 

common practice and it goes on every day . And Exhibit G ---

I'm sorry , I meant to give Exhibit F to you earlier . Exhibit 

F is still descriptive institutional material and it sinply --

note that I entitled this the partial list . This 1lst simply 

came f0rth by my checking the yellow pages of the telephone 

book and my sitting back and using -- inquiring of other people, 

and this is just to give you some sort of a representation of 

the variety and magnitude of the financial institutions which are j 

channeling funds into the Alaska economy. Well , at any rate, ' 

16 back to Exhibit G now . As I indicated to you, another way in 

17 which Alaska banks channel funds , serve as a conduit for 

18 channeling funds into the economy is through loan participation 

19 with Outside banks . And Exhibit G is just -- and financial 

20 institutions. And Exhibit G, again, is just a representative 

21 list of financial institutions that I know of which have 

22 purchased or which participate in Alaska loans . 

23 Probably the most significant inves.tor which injects 

2~ funds into the Alaska economy through the Alaska banks is the 

25 State of Alaska. The State General Fund, the public employees 
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retirement fund and the t eachers retireme nt fund currently hold 

2 over 100 ITlillion dollars in loans and mortgages which were 

3 purchased f r on Alaska banks . Additionally, a t the Federal l evel , 

4 the Small Business Administra tion has been a substantial 

s purchaser of Alaska loans. 

6 So the re l evancy of all of this , everything I have 

7 t alked about so far has led to one point and that is: The 

8 Alaska banking system is structured and has ope rating procedures 

9 established fo r serving as an e ffective conduit for the flow of 

10 funds from large investing agencies to Alaska's families and 

11 businesses. The Alaska banking system has a considerable amount 

12 of experience i n this procedure and the bankers of Alaska 

13 perceive this , I th ink, as one of their important roles. The 

14 investing agency benefits from this system by receiving the 

15 knowleuge , the skill, the manpower, indeed , the entire 

16 mechanism of, I think, an extremely efficient group of 

17 institutions set up to perform this very function. 'l'he large 

18 institutional i nvesto r pays a fee for this service, which, 

19 obvious ly, the institutional i nvestors, to date, have fe l t was 

20 more economical than setting up their ow n orgcrnizations to tnkc 

21 loan applications and process the paperwork and ct cetera . Or 

22 else they arc making irrational decisions , one of t he two. 

23 1'hc conclusion t hen , it seems Lo me, is that if a 

24 po rt ion of t he Permancn t Fund is all oca tccl towil rd lonns Lo 

25 consumers , families and /\lu:Jkil businesses and organizationn -- a 11 
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I don't mean to imply that it should be -- I don't mean to imply 

2 that it should be. I don't mean to imply that it shouldn't be. 

3 But, if it is , if a portion of the Permanent Fund is allocated 

4 toward loans to consumers, · families or Alaska businesses and 

5 organizations , it appears to me to make sense to do this through 

6 an efficient system of financial institutions already set up to 

7 perfor m this function. As I say, this is the conclusion ciiat a 

8 number of large institutional investors have already come to 

9 themselves . 

10 Further, however, I think that, if the managers of the 

11 Permanent Fund, whoever they may be, should give consideration 

12 toward allowing Alaska banks to pcJrticipate in the large 

13 eco nomic development type loan. Now, some Alaska banks already 

14 participate in major financing in the State which was actually 

15 originated betwee n the corporate headquarters of a national 

16 firm and a large lender , a large bank in the Lower 48, who then 

17 bring in , so to speak, the Alas ka bnnk . The advantage of having 

18 t h e participatio n of the Alaska bank is two - fold. One , often 

19 the Alaska bank brings an understanding of the environment within 

20 which the loan is being made. /\nd, No. 2, the 1\laska ban ... 

21 provides a certain amount of local s upervision of t he loan by 

22 maintaining surveillance over the activity which LhL loan is 

23 fin a need. 

24 Uow, I think that most bankers i n /\lnska arc quite 

25 enthusiastic over the Permanent runcJ. 'J'his was evidcncocl in th 
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statement which they made to you t his morning . Because, frankly, , 

2 they are aware of the tremendous good that can be forthcoming 

3 from this vehicle. And they certainly do not perceive it a s a 

4 threat, at least the bankers with whom I have discussed it. It 

S should be kept in mind that commercial banks are in business to 

6 make short term commercial loans. Hence, their name. The 

7 Permanent Fund , on the other hand, as indicated in my very firs t 

8 working paper I presented to you, should have long range 

9 or{entation. It ' s very name implies this. And it is my opinion 

10 that the Alaska voters had this in mind when they approved it. 

11 So, operated as I think they ought to, the Permanent Fund and the 

12 Alaska Banking System are certainly not in a competitive posture 

13 and are certainly in a complimentary posture . As an added 

14 service to the Permanent Fund , howe ver, the Alaska Banking System 

15 does offer an efficient conduit through which the Permanent Fund 

16 could channel certain of its investments. 

17 Those are my observations at this point on the 

18 Permanent Fund and the Alaska Banking System. Again, to 

19 summarize, I think they are complimentary s ys terns. 

20 MR. WOllLFOR'I'll: I would be my suggcs tio1. we all take 

21 a little break and a leg stretch before we launch into Mr. 

22 Richards with questions . Let ' s try and hold i t down to ubout 

23 five minutes. 

24 OFF 'l'HE RF.CORD 

25 ON 'fllE RECORD 
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MR. WOHLFORTH: We are back into session now, if you 

2 will take your seats. Bot Richards has concluded his prepared · 

3 remarks and now it is questioning time. Who would like to be 

4 first? 

s MR. GALLAGHER : I want to make one institutional 

6 observations and then I want to talk about institutional 

7 problems. I see a need for an institutional change. These 

8 numbers on banks in the size of towns are good numbers. There 

9 are even a number of smaller co1TU11unities in Alaska. I see the 

10 need for us to change the Banking Code to make mobile branches 

11 or branches that don't have to be open five days a week and 8 

l? hours a day , which is under the current law. It could make the 

13 banking system even more responsive than it presently is for 

14 rural Alaska. 

15 MR . RIClll\RDS: I slrnre the same feeling. 

16 MR. GALLAGH ER: 'l'he institutional problem thut I 

17 would like t c get at and it really relates to rural Alaska is 

18 that it is the tende nc y of the commercial banks in the State to 

19 send out the relatively young and inexpe rienced managers out to 

20 these small rural branches. Since they arc young and 

21 inexperienced, they seem to be unwilling to take risks or do a ny 

22 new sort of program. I was wondering just what sort of 

n institutional change or what sort of emphasis could be 

24 a ccompl ished in order to make them more responsive to thw t 

25 problem. 
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MR. RICHARDS: Two reactions. No. 1, I don 't 
I 

2 necessarily concur with your thesis . No . 2, it woul d be helpful 

3 to me to know what sort of tack we' re going to take over the 

4 questioning period. Are we just going t o discuss the Alaska 

5 Banking System? Are we gojng to discuss the Permanent Fund and 

6 the structuring of the Permanent Fund? Are we going to be 

7 discussing the relationship between the two? 

8 MR. WOHLFORTH: Unfortunately , Mr. Richards , I have 

9 .been able to exercise very little control over the questioning 

10 and the direct relevancy of the que~tions to the Permanent Fund. 

11 So I would just have to say that it is going to have to be 

12 fielder ' s choice to some extent . I guess the agenda item, 

13 Alaska Banking System, has probably an indirect relationship 

14 because any State loan program that is conceived to come from 

15 the Permanent Fund must interface wi t h the system a s you have 

16 already indicated. So I would hope that we would try and keep 

17 our questions in that general context, but certainly I can ' t 

18 insist that they be. Did you have any more response to 

19 Commissioner Gallagher's c omment or question? 

20 MR. RICHARDS : Well , as I say , I don 't think there is 

21 sufficient I haven't seen a s uft icient amount of data to 

22 lead me to that conclusion. There are young inexperienced people 

23 in all enterprises in ~laska . l\nd , as you know, I was once an 

24 employee of the National Dnnk of ~laska and 1 could perceive ~o 

25 -- either policy or behavior on their part that substantiated t he 
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thesis expressed. 

2 MR. GALLAGHER: I happened t o have to go to visit 

3 several rura l towns and I just happened to gc vis i t the branch 

4 manager in each town and quizzed them on what State loan program 

5 monies were getting down to their level and were they aware of 

6 cer tain State loan programs . And the answer was universally no , 

7 they were not awar e and , no, they had not participated. 

8 MR . RICHARDS: Have you visited branch managers in 

9 Anchorage? 

10 MR. GALLAGHER: No, I haven ' t . But under the State 

11 loan programs -- that worl through the banking system , we are 

12 getting substantial loans our of Anchorage banks and Fairbanks. 

13 But it is in the rural areas that we are not getting that sort 

lit of applications . 

15 MR. RICllARDS: I respect your raising the t hesis . It 

16 is one that I do not necessarily concur with its validity . 

17 No. 2 , I don't feel qualified to respond to it. 

18 MR. \~OllLFORTll: Maybe we are talking in general the 

19 whole communications problem which has been such a problem in 

20 Alaska. We are challenged all the time to figure out ways of 

21 getting the message ,cross , even what is happening at these 

22 meetings. And media devices , I don't think there is a state 

23 I don ' t th ink any of µs have really f ul filled our responsibility 

2it of how to get e ve nts t hat are hap~cning acroso. We arc doing a 

25 lot now with task forces and groups and committees, but there are 
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a whole lot of people who aren't clued in yet . It's a universal 

2 problem. 

3 MS . FLEISCHER: It's just that I can' t really know 

4 anything about this . For one thing, this is kind of a small 

S point in a way but I note the census data here is 1970. I know 

6 that the towns aren' t this small. 

7 MR. RICHARDS: I agree with you . I think you are 

8 raising a trivial point. I 
9 MS . FLEISCHER: Well, what I was wondering was, are you I 

10 

11 

12 

saying that towns as smal l as 150 people can have a bank now. 

Did they have a bank when there were only 163 people there? 

MR. RICHARDS: That is a very important question or 
I 
i 
I 

13 point that you raise , Lanie. And I don't think you can draw that 1 

conclusion necessarily. It depends upon the role of that town I 
in the region in which it is located. It depends upon the 

14 

15 

16 relation~hip of that town to the other towns served by the branch 

17 system of which that branch is a part . 

18 MS. FLEISCHER: In other words , the: town itself may be 

19 small but they may be serving ---

20 MR. RICHARDS: Right. 

21 MS . FLEISCHER : What I was wondering, what is the need 

22 for banks in smal l er villages, unless there is a need , if people 

23 rieed to be served. 

24 MR. GALLJ\GHEH: One of the institutional problems I 

" was referring to, FDIC requires them to be open five days a week 
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and I think six hours a day if the y're open . And so there is an 

2 

3 

institutional problem. If the State allows a State bank to do 

then automatically the Federal banks are a lso allowed to do it 

under Federal regulations. · So it is a matter of changing the 

it , 
I 
I 

4 

S State b a nking code to be more responsive in that area. 

6 MS. FLEISCHER : That is something that could be done 

7 regardless of what happens to the Permanent Fund. 

8 MR. RICHARDS: I think most b a nkers, or at least I 

9 ~ould concur with some sort of mobile system or parttime system, 

10 or some sort of device to make remote banking efficient . 

11 MR. LOVE: The Permanent Fund , a l ot of people think 

12 i t is to provi de loans to Alaska r esidents . I think what would 

13 be helpful to the Committee is some indication of the areas 

14 where the Permanent Fund might fill gaps t hat are not otherwise 

15 met, either by the bank 1 8 ONn portfolios or secondary money 

16 market. And I feel like right now J don ' t feel we are work ing 

17 with very objective data . We've never really had the banks tell 

18 us where those unmet needs are . 

19 MR. RICll/\RDS: We would be happy to . 

20 MR. I~VE: Secondly , I think at some point and you may 

21 or may not be the proper person to draw on for information, I 

22 would l ike to know a little bit bette r how we can interface with 

23 S & L's credit unions. I k now there a re some t hat say, S & L , 

24 we're going to have different types of problems -- the impact of 

25 the Permane nt Fund o n savings and loans some people say is going 
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• 10 

11 

12 

13 

14 

15 

16 

17 

• 18 

19 

20 

21 

22 

23 

24 

25 

to be different than the impact on cornrnercia.l banks. I 

like to know how the difference . And also a little bit more 

about the credit unions. You may prefer to defer to other 

consultants on this matt er, I'w not sure. 

Also, Senator Kerttula earlier got into a dialogue with 1 

Frank Murkowski about some of the problems in the past, the 
I 
I 

Development Loan Corporation or something like that, and some 

of the areas where he thought the banks had taken advantage of 

the State. The State had made money available to the banks to 

make loans , And we told him, Frank Murkowski, t hat we would 

like some specific proposals submitted to us that would outline 

how they think that we ought to balance -- safeguarding the 

public's interest. This is obviously public funds being invested i 

by the bank . 'I'ha t in itself would present a problem if the bank 

didn't have to take the loss. What I am saying, the members of 

the Committee, we 're going to come up with some reconunendaLion. 

The State ' s interests have to be safeguarded in these types o i 

investments, and I have a vague notion that has to be done 

somehow . I am not sure of the best system and I would like you 

to provide us with a recomm Jndntio , . 

Also, · another area and this has to do with ju::;t some 

clollor figures. We sort of know :..hat the bank:;; .:ire no t 

providing money in th<=: seconuary market. I would like some 

figures at some t i me over wha t the total dollar amoun t is mad e 

annually in mortc1ages . nougltly, how much of t h is is by Federal 
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agencies, how much by Unions. So we kind of know the dollar 

2 amounts ·currently we are dealing with so we can understand q 

3 little bit more about how the Permanent Fund relative to its 

4 size fits into all these overall pictures. Secondly , besides 
' 

5 

6 

mortgages and things like that, the amount of consumer loans that ! 
I 

are being made , the different kinds of Alaskan loans so we ' ve got 

7 of a detailed picture of just how all these investments how 

8 these markets are being served . We are asking each person to 

9 give us some figures, the utilities , the fisheries said they 

10 didn't know yet how much they wanted. But before we start 

11 making a lot of grandiose plans for the Permanent Fund , we have 

12 to know ~ 1at the needs are in the State to what we're looking at 

13 in terms of this money. Then we can l ook at decisions about 

14 whether or not we want to get into leverage and make direct loans ! 
I 

and things like that. These are the l:ypes of things I would 15 

16 like to see provided rel ative to how the banks fit in with the 

17 Permanent Fund . 

18 MIL RICHARDS: I feel conf i c.en t that I can respond 

19 adequately to the first three . To yo ll r fourth there is a data 

20 problem in terms of -- we can \'~s timu te, we can come up with some 

21 sort of rough estimate I think , but ---

22 MR. GJ\LLl\GIIER: 'l'ha t information lllc1Y be available in 

23 the semi-a nnua 1 report we send to l'DIC. You tel 1 them in one 

24 of those reports just whnt lonns you mnke a nd which ones you 

25 sell . 
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MR. RICHARDS: That's true , but whether or not 

2 is going to ---

3 MR. GALLAGHER: Or are you going to go to the State 

4 Banking Commission. 

5 MR. JLOVE: · You say you think the State should move 

6 into the long term money market just ~varall ideas about the 

7 total amount of money to commit to the long term investmen+-.s or 

8 that we could commit -- that the market probably wouldn't be 

9 over saturated with, whether it's mortgages , take out loans on 

10 various resources or SJ mething else . 

11 MR. WOHLFORTII: Are there other questions. 

12 V.R. WALDOCK: Bob, would you mind exploring a little 

13 bit more in depth in regard to your -- second to your last 

' 14 paragraph in your presentation today in regard to the competition ! 

15 of the Permanent Fund and the banking system . I understand from 

16 what I read here that you are implying that you think we ought 

17 to concentrate as Committee members toward larger sums of money 

18 and longer term structure for these monies rather than to 

19 participate in the shorter term type vehicles. 

20 MR. RICHARDS: For t wo reasons. One, I'm no political 

21 scientist, I ' m just another guy off the street when it comes to 

22 this observation. But it seems to me that the Alaska, the very 

23 nature of this thi ng that Alaska voters approved , the Permanent 

24 Fund, and all the talk that I have ever heard about this subject 

25 has some sort of connotation of long range permanency. I t's my 
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guess as just another guy off the street that was what tJ1e 

2 Alaska voters intended. 

3 

4 

5 

6 

The second reason is all the other paragraphs that led 

up to the last paragraph, there is, in my opinion , existing a 

very efficient mechanism for handling the short term credits . 

And I t hink it i s more efficient than any other mechanis1~ that 

7 could be established . This is not to preclude the Permanent 

8 Fund from investing in some shnrt term credits, but I think they 

9 should do it more in the way of purchasing, participation with 

10 l ocal financial institutions . It 's more efficient . 

11 MR. Gl\LLAGHER : One comment I have made here from time 

12 to time, I see the banking structure in Alaska resembles a rural 

13 economy with small short term deposits, or very little long term 

14 deposits and quite a bit of short term deposits. Is there any 

15 data available to show the legion of financial institutions that 

16 go together in a mature economy, let ' s say like in California 

17 you'll have insurance companies. Is there financial data 

18 available t ha t s hows all those assets per state and how they 

19 make up? 

20 MR. RICHARDS: I am not a ware of any in a mean ingful 

21 way because , yciu see, those -- the State data is a reflection of 

22 the headquarters of t hose various firms and they could b e 

23 inves ting in loans all ---

24 MR. Gl\LLJ\GllER : 'l'hc reality of the mntter is 4uite 

25 often they use the investment wi thin 50 miles of headquarters 
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though. Loan officers intend to loan to things that they arc 

2 familiar with. If the home office is in San Francisco, they 

3 tend to lend in the San Francisco area. 

4 MR. RICHARDS: Yes, but I just don't know what portion 

5 the Bank of America -- maybe they ' re a bad choice but certainly 

6 others, Security and UCB and Union bank . I may be able to draw 

7 some inferences from this but that would be I conc.;ur with 

8 your original thesis that the deposit mix in the Alaska bank 

9 tends to reflect a rural economy and there is not the mature 

10 deposit , so to spe~k. 

11 MR. GALLAGHER: Is there any data that you might be 

12 aware of that could prove my thesis? 

13 MR. RICHARDS: No , but I ' ll l uok for it . 

14 MR. WALDOCK: Bob, would you mind clarifying for me 

15 what is the length of a short term loan and wha t i s the leng th 

16 of your lo ng term loans? What I am trying to say is, I would 

17 like to know what you mean by a short term loan, i . e ., what the 

18 commercial banks are doing versus what you think the Permanent 

19 Fund should be doing in regards to length of time . 

20 MR. RICHARDS: I think more than maturity is -- I could 

21 give you a textbook answer to that question but it wou ld be 

22 meaningless in terms of Alaska . I think r a ther than the maturity 

23 is the implied market . I think that Alaska banks are wel l set up 

24 to take care of credits that originate from Alaska families and 

25 businesses . I am not asserting that there are not some gaps , a3 
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suggested by . ~ami~. I think there are some gaps. How large 

2 they are, how significant they are, I don't know. But I think 

3 the Alaska banking system, at least is set up to take care of 

4 credits generated by local Alaska businesses and families. 

S But to give you a nother kind of response to your 

6 question. They make consumer loans that are as long as ten 

7 years. The textbook answer is a commercial bank makes loans to 

8 businesses for less than a year and they are paid off within 

9 ·that period. That's a nonsensical definition in terms of 

10 Alaskct and many other areas as well. It's kind of more the 

11 market perceived by the enterprise. The Permanent Fund, as I 

12 have suggested really from the outset, should be oriented more 

13 toward the larger oh, for lack of a better word, economic 

14 development types of loans. In terms of what its organization 

15 does, I'm not s a ying they should just invest in those kinds o f 

16 loans. If they invest in local loans or loans of families and 

17 locally owned businesses , so to speak, I think that can best be 

18 done through the Alaska bankinry system on simply the basis o f 

19 efficiency. 

20 MR. WOllLFORTll: I can remember, if I may, the time of 

21 the le.ase sale in ' 6 9 the banks were anxious a nd properly so to 

22 be conside- ed f o r State deposits and , indee d, substantial amounts 

" were deposited with the banki ng system and some money, I think 

24 25 million was put up on a 10 to 14 year basis. The colloquy of 

25 the bankers at tha t time reflected an underlying fear that eve n 
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though the deposits were made on a long term basis that, in fact, 

2 they might not be. And at least one had a perception , one 

3 

4 

couldn't prove it, that their ability to really use these 

deposits in a meaningful short term conunercial loan was inhibited ! 

by the perception that the deposits were vulnerable. Do you 
I 
I 5 

6 think that deposits from a Permanent Fund, in quotes, would carry i 

7 
l 

that same kind of banking apprehension o~ not. Do you think 

8 that deposits would be more meaningful did they come from a func! 

9 of ·this nature rather than the Generc.l Fund? 

10 MR. RICHARDS: Yes , I defi.nitely thi.1k so. I definitelJ 

11 think so. I'm glad you raised that b~cause there are way in 

12 which the Fund can influence indirectly the type of lending 

13 activity of Alaska banks. And if you place long term -- except 

14 for this appreh~nsion -- if you place long term funds with bankers 

15 that don't have that apprehension, the bankers will feel more 

16 inclined to make longer term loans. Getting back to perhaps 

17 some assertio ns that Senator Kerttula made this morning -- I 

18 wasn 't here. Dut just because I'm saying - - suggesting one 

19 thing you might do is buy the loans from commercia l banks. I am 

20 not implying this be done wil ly-nilly , but you can tie all sorts 

21 constraints around this or criteriu. If t he manager o( the 

22 Permanent Fund concludes that certain loans, certai n types of 

23 loans ought to be mad': in cer tain places, they can ~ ;ay, we will 

24 buy these types of loans made in these types of p l a ces . 

25 But to repetit my answer to your inquiry, r think the 
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attitude on the part of Alaska bankers is such that long term 

2 CD's, let's say for example, purchased by the Permanent Fund 

3 would be perceived as stable long term deposits and, therefore, 

4 would find their way into those kinds of loans . 

s MR. GALLAGHER: In talking about vis a vis making a 

6 loan direct and putting deposits, when FDIC looks at its 

7 financial institutions they usually require certain asset mixes 

8 and capital structure bases. By putting in deposits are you not 

9 creating a cost to the bank to have a certain capital structure 

10 • that may not be reflected in its natural capital asset 

11 structure? 

12 MR. RICHARDS: You are absolutely right. The response 

13 is inquiry, it implies within the bounds of prudent asset 

14 management, you bet, or liability management. 

15 MR. GALLAGHER : I think 1\laska banks are more J n the 

16 liability management than the asset management. 

17 

18 

MR. LOVE: J\ll these thi11gs you are saying about banks 

could be equally applied to credit unions . 

19 MR. RICllJ\RDS: I don't t h ink I am particularly qualifie 

20 to respond to the ma ttcr of credit unions. 'rhey are under a 

21 whole different set of laws wi th which I am not f.:imiliar. 

22 MR. LOVE : My suggestion to the Committee would be , if 

23 ~e are going to pursue this idea of h~ving banks making a 

24 certain number of lo"rns, we illso ought to a nalyze equally the 

'25 possibilities of doing the same thi ng with savin9s and loans a nd 
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credit unions. 

2 MR. GALLAGHER: The credit unions aren't in that 

3 business. There's no institutional thing that is against it but 

4 they have never been in that business. S & L's are very much 

5 in that business. 

6 There is one difference between S & L's, credit 

7 unions and banks under their financial charters. S & L's and 

8 credits unions cannot collateralize deposits. That has been a 

9 tho'rn in the Department of Revenue's side when we put out 

10 deposits. One has to collateralize it 100 percent , and the 

11 other ones by the FDIC regulations, or FLIC, and those other 

12 institutions cannot pledge assets. Public trust and having some 

13 connotatio n of public trust and security. Those two 

14 institutions because of their nature and beca use of those 

15 restrictions do not have as much security. 

16 MR. LOVE: Would that be the same thing on mutual 

17 navings b.:inks? 

18 MR. G/\LLl\GllER: No. Under FDIC regulations. 

19 MR. CRJ\WFORD: Bob, is there a substantial demand 

20 that is not being satisfied? Is that true? 

21 MR. RICl~RDS: Well , I have to respond to that question 

22 as an e conomist . /\s you know supply nnd dem<lnd always clear. at 

23 t he market price. An~ I don' t know whether the demand for 

24 tooth paste in Alaska is being satisfied or the demand for --

25 pick any product you want. In economics, demand is always 
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- - supply and demand always equal. So the implication that 

2 demand is not being satisfied definitely implies some sort 0f 

3 

4 

value judgment being made on the part of the asse r ter . 

But to~ I don't mean to be begging the question at all. 

5 

6 

often this assertion -- frankly , I think it is a naive assertion l 
and to give a naive assertion a sophisticated response, it just 

7 cannot Naive in the rigors of economic analysis , not naive 

8 necessarily in the understanding of the world, this sort of 

9 thing. I know that from time to time comments are made on the 

10 street by people that the banks aren't loaning enough money. 

11 That is like somebody saying on the street John Stepp isn't 

12 selling enough Fords or Larry Carr isn't selling enough 

13 groceries. The banks are in business to loan money. And banks 

14 want to loan money. l\nd e very bank tho t I know of in Alaska 

15 is loaning just as much money as it can consistent with i ts 

16 judgment rega~ding the credit worthiness of ap[">licants and 

17 liquidity considerations . 

18 MR . CRJ\NFORD: Is money tight now? 

19 MR . R!CllARDS: Well, putting on my econol"is t' s hat, 

20 no. 

21 MR. Gl\LLJ\GllEn: You car li0r though spoke of 

22 institutional sor t of problems. You referred to commercjal 

23 banks lencling short. If the need in the State is long l e ndin g 

24 then t he re may be an unfilleu need . 

25 MR . JUCll/\RDS: •rhut could very wel l be. '/ou 're right, 

. 
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there very well may be a demand for more Jeeps, but that is no 

2 criticism of John Stepp. I assume -- are conunercial banks 

3 doing enough of what they are supposed to do. 

4 MR. LOVE: Can you get a home improvement loan for 

S 5,000 dollars from most banks? 

6 MR. RICHARDS: Sure . 

7 MR. LOVE: '.i'hat is not what I ' ve been told by people 

8 that work in mortgage banks. They say they can't make enough 

9 money on them, they don't like to process the paperwork. They 

10 tell me opposite. This gets .back to. are there areas that 

11 aren't being serviced . Maybe that is an area for the Permanent 

12 Fund to look at. 

13 MR . CRAWFORD: That wasn't the basis of the question. 

14 With the documentation we have been presented a nd the analysis 

15 for the western states. The purpose of the question, I guess 

16 is there are substantial demands now which arc not being met, 

17 which I think you answered . 

18 MR. WOHLFORTll: I think that in any what we call --

19 have to really call an offshore problems like Alaska with a 

20 relatively young banking system, a young and volatile economy, 

21 there's going to be a lot of basic dissatisfaction with the 

22 ba nking services , real or perceived, it ' s the nature of the thing 

23 The banks represent to a lot of people, you know, a kind of 

24 money center which they don ' t like. 

25 I would like t he discussion , if we con , to get off n 
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little bit of examinatio n of the adequacy of the bankin~ system 

2 because I don't think we can hope to resolve that in a n 

3 objective sense , but lnto a little more of the details . Some 

4 of the observations that Bob Richards has made. He stated, and 

s I don ' t thin~ you have t o be taxed with it as having bee n . 
6 stated as an absolute certainty , that the larger loan , the l onger ! 

j 

7 term loa n, and Murkowski said the same thing this morning, were 

8 probably a thing that the Permanent Fund should be looking at 

9 aqd not disrupt the credit mechanism of the banking system which 

10 is to some exte nt satisfying and servicing the shorter term 

11 smaller amount of loan catagory . I think, however, that is 

12 something we are just beginning to approach in this Committee . 

13 That assumption needs a very rigorous t es ting . The consultants 

14 from White We ld and others are aware of development corporations 

15 in some of the Canadian provi ces that have made some very 

16 serious mistakes in large loa n situations . 

17 MR. FLf.ETWOO~: A short term loan is 5 years or l ess . 

18 (inaudible) Their policies , what they do with their funds is 

19 based on whe re their capital comes from. Principally , they arc 

20 invo lved in making loans and investments and their loans arc of 

21 the short intermediate variety and their .invcstmenl.3 usually 

22 cover securities . They arc prohibited by law from making equity 

23 investments. I don't · know t he local policy wit:h r espect to banks 

24 and whether they do reach out Cor longer loans . Funds in 

25 developme n t banks have a complete ly different capitol structure . 
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80 or 90 percent of their capital is either equities and long 

2 term and the other 10 to ~O percent is perhaps short term in 

3 nature. So t hese funds in development banks. (All the rest 

4 of this inaudible) 

5 MR . WOHLf~RTH: To me your comments are helpful, maybe 

6 bringing us back on the track a little bit . Is there a demand 
. 
7 for long term credit? Is there a real demand for long term 

8 credit? What does real mean? Does that mean there are projects 

9 which should be financed now and which are not because of lack 

10 of long term capital. 

11 MS. FLEISCHER: Do we have the answer to that question? 

12 MR. {vOHLFORTH: I said two meetings ago I think i t is 

13 probably one of the central questions to the whole concept of a 

14 development loan bank in the State. We don't want to set up a 

15 credit mechanism which is inappropriate to the economic scene 

16 and climate of the Stat:e. Everyone in his own mind's eye has 

17 perceived the capital needs for ~laska but nobody, it seems to 

18 me, has a real grasp on what they are, are they being unmet now 

19 for lack of capital. 

20 MIL D/\RNES: I think Bob alluded to the difference in 

21 the Alaska banking system to the United States banking system and 

22 is very substantiilll.t different. J\nd I think it il lustrates that 

23 the Alaska banking system a mortgage banking system plus wo are 

24 filling a gap and that gap is real estate monie s . That ' s where 

25 the real need is. We have to now write our morL~~ge~ tr the 
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underwriting standards of Outside lenders. ·someone sitting down 

in Washington tells us the criteria we have to use if we're 

3 going to sell them loans . And those, in many cases, are not 

4 realistic Alaska criteria . · They will say we won't take anything 

s that doesn't have streets, gutters and sewers. That eliminates 

6 half of Anchorage and certainly the rural areas. So, why don't 

7 banks make more mortgage loans on the Kenai Peninsula, we can't 

8 sell them . They don ' t meet lende~s' criteria. If the State had 

9 a program in which these criteria were eliminated , that I think 

10 would serve a real purpose. 

11 MR. CRAWFORD: I notice on the agenda tomorrow we get 

12 into the structure. We still haven't deci ded what our goals are. 

13 I think we continue to put the cart before the horse. I think 

14 we should decide what the objectives of the Fund and in wha t 

15 direction we want to go . 

16 MR. WOHLJ:-.ORT!l: Do the members feel we are making any 

17 progress in our thinking? In the discussions we have had, arc 

18 the areas s harpe ned in your minds , the issues that the 

19 Legislature has to face a nd I see them fac.:ing it this year and 

20 perhaps next year in determining the goilln .:tnd t he areas where 

21 this Fund ca n be effective . 

22 Mn. LOVE: I think some of the i.1ost important thing s 

23 we can do now, I don't think this Commi ttl!C ca n commit t he State 

24 towards goals in different directions. T think the best t hin g 

25 t hut we can do is that, if you e mbark on certain goal:;, these 
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might be sor.ne of the structures which you might want to l ook a·t , 

2 if we want to get into development banking. I'm not so sure 

3 that it is going to be too fruitful for us to presume that we can 

4 set goals , social goals for the Fund . I think what we can eo is 

5 getting some good background in terms of types of vehicles and 

6 the structure that is necessary. I think we shoul d get some 

7 facts before us. So when the public begins to deal with these 

8 decisions about goals, that they have better information and 

9 understanding of the program and they also have before them a 

10 bunch of different alternatives and choices so that they are 

11 making their decisions based upon the best educated and most 

12 sophist icated understanding of the whole thing . 

13 MR . CRAWFORD: We have heard conunents from various 

14 people about public uti lities, secondary mortgages , and 

15 fisheries and several oLhers. One of the bases for decisions 

16 is how big a pie there is to split up, which we don't have. 

17 Can we get pro j ections <is to what is goi ng to be in the Fund . 

18 MR. Gl\LLAGHER: ! think Bob Barnes ' point was wel l 

19 taken. I think under that cont xt is what tomorrow ' s sessio n 

20 is about. 

21 MR. WOllLFORTll: I think it is f rus tra ting for any 

22 group to be thrust with any job of findi n<J the goals. J\nd i t iB 

23 possible you c<ln only gel to it throuqh a process of discuss ion, 

24 if you will, of segments of l e nding activiti" s or capitn l needs 

25 in the State . Then the goals could concci vnbJy begin to emerge 
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as the understanding of what we are dealing witll is develoFed. 
! 

2 I, for dne, like the question, What Went Wrong. That is to . say 

3 at least we can be aware of some of the positive things that 

4 have happened elsewhere that we want to avoid and we can transmit 

5 that to the Legislature . That seems like a valuable effort . 

6 I honestly think it is completely unrealistic to say we'll sit 

7 down at 9: 00 o'clock tomorr0\·1 and determine our goals. 'l'ha t i s 

8 my 0wn private view. 

9 MR. EDENSO: Mr . Chairman, I don't think anyone intends 

10 tomorrow to try to identify the goals or objectives , or for that 

11 matter, what you will do with the i ncome once you have earned it. 

12 I think that will take a public process, public participation 

13 process that will include several months and a great deal of 

14 effort by a legislative body plus a whole number of dollar3 

15 which we don't have. However, we do have a t~sk before us and 

16 one of the easier portion3 of t hat task is to address what kind 

17 o f structure and organization we may have . I t:hink if you take 

18 i t in the context that we do want to provide raome kind of social 

19 service or social good or if you do want to p:("ovidc some economic 

20 development activity or if you do want to provide some conununity 

21 development activity than you can begin to ta l k about structure 

22 a nd organization and management. I think t ha t we arc very 

23 ~er ious ly remi ss in our thinking if we can asBume t hat we con go 

24 along between now and January, r.1ceti.n~J every 111o nth, every t wo or 

25 three weeks at the company ' s expense without coming up wi th a 
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p roduct. 

2 I fully intend to see that this Committee has some 

3 kind of product before the legislative body in January . That 

4 may mean taking each one of us out behind the barn and settling 

s our differences, or it may not mean that. I am hopeful we will 

6 get a lot of cooperation. This is a constructive effort, we are 

7 trying to construct something . We are trying to construct a 

8 Permanent Fund. We have hired some very expensive, very talented 

9 consultants to do that for us . We've got them here, we've had 

10 them here several times. We have spent a considerable amount of 

11 money. You have listened for literally hours on end to them 

12 describe different kinds of organizations, different kinds of 

13 funds and I think it is about time we started taking a cut at it. 

14 You know, at least a significant portion of our task. To 

15 divide the task up into thre e major catagor ics, one is what are 

16 the goals and objectives. I don't believe we can answer that. 

17 I don't believe we have either the time or the money available 

18 to us betwe en now and January to do that. ~ second is, what 

19 kind of organi za t i on , what kind of str ucture, how docs that 

20 relate to the general public, how docs it relate to the 

21 legislative body and how does it relate to the administr at i on . 

22 I think we can address that . I think we can take ~ome r e al 

23 signif i cant cuts at it and c ome up with very sound, very we l l 

u based i d eas. hnd, finally, you do ha ve a proble m o f what do yo u 

25 do with the income of the Permanent Fun<l. liow you d is tribute 
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that , how yo~ directly benefit Alaska. I think, again, we are 

tal.king about a l arge amount of time and a very l arge effort on 

the part of this committee and on the part of a number of other 

peopl e. 'tle don't have that time . We do have a committee and 

we may b t: able. to talk about it . There have been ideas kicked 

around such as Alaska , Incorporated, such as tax benefits or t a x 

rebates . The only thing that is lacking in that is our 

imagination and i1ow to address the problem . So, again, I think 

·we do have a task. I ' ll really put it before the Commi ttee. I 

think the Committee ought to ·begin to sit down and look at it. 

One of the reasonable things we can do is talk about structur~ 

and organization. An6 I think one start at that is what went 

wrong with other efforts . What kind of mistakes hav e been made. 

And then from there just get into a general working session and 

say, "Look, maybe we want a dual board system or maybe we don't". 

There are all kinds of que5tions that that could raise. With 

that I would ---

MR . GALLAGH~R: With the basic assumption that you do 

want to look at this sort of management structure given ~1is 

sort of goals and objectives. 

(MEETING RECESSED AT 4:50 P . M. AND TO 
RESUME AT 9:00 O"CLOCK, NOVEMB E:t G, 1976) 
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2 

3 

(CHAIRMAN WOHLFORTH CALLEO THE MEETING TO ORDER 
AT 9: 00 A. M., NOVEMBER 6 , 1976) 

HR. REGIS : This is the second report of Pr ice, 

4 Wat erhouse . I f you recall', the former report was given by Pete 

S McDowell . That first report was a comprehensive look at matters 

6 affecting the securi ty and protection of any prospective fund 

7 t o be established with tl!e proceeds associated wit h the Alaska 

8 ~ermanent Fund issue . By contrast , this is a specific issue 

9 oriented question which was given to us through Jim Edenso and 

10 Jim Rhode. 

11 We were presented wi th three specific questions which 

12 t his report attempts to address. The first was , what 

13 development banks had gotten into trouble and why. Secondly, 

14 from our experience with development banks, what are our 

15 preliminary views as to an appropriate policy level and 

16 operating structure for the Permanent Fund. And, lastly , and 

17 this was primarily in response to a question which was posed in 

18 the prior presentation, what are some of the specific criteria 

19 by which the success of development banks -- development bank 

20 efforts are measured . 

21 Firs£ , let ' s take a look at the problems associated 

22 with development banks . The only notorious and widely-known 

23 case of a development . bank failure or what ca n be called very 

U close to a development ba nk failure , occu~red with the developmen 

25 bank of Eth5opia. This also happened to be the very first 
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development finance • company which was funded by the World Bank . 

2 A development finance company, you may recall from McDowell's 

3 prior presentation , is in reality just a smaller version of an 

4 internatio nal devel~pmer t company. And the primary distinction 

5 

6 

7 

8 

9 

10 

is that its concentration is in one geographic area and tends to 

concentrate on smaller dollarsize issues as opposed to the large 

things asso~iated with an international finance company. 

In this particular instance -- let me step back for a 

minute, I said that this is the only widely-known case of a close 

to failure. There are some specific reasons for that which I 

11 will go into a little bit later. But for the moment , 

12 concentrating on the Ethi opian bank. The problems probably 

13 began as a result of a split between the agricultural and 

14 industrial sections of their charter. Originally, it was a 

15 multi-faceted institution. And subsequently the agriculture was 

16 retained and the industrial section was put off in a separate 

17 develo pment bank. Now, from what we have been able to determine 

1 'l t he causes for the problems subsequent thereto were essentially 

19 four. First of all, the only thing left with this bank was the 

20 agricultural area . There was too much concentra tion in that 

21 particular sector of the economy. Crop failure or wha tever , 

22 there was not adequate diversification to protect that portfolio 

23 as a whole . Secondly, the key issue, the loans were much too 

24 small. Too small to be adequately supervised, to small to be 

25 processed efficiently. And, in turn, by their size alone, us one 
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would guess, they were to mostly unsophisticated bocrowers who 

2 did not properly t lSe the proceeds to expand production and as a 

3 result were unablt:! to repay many of them . Management, and this 

4 again is a key issue, management was simply not adequate to the 

s task. And, ~inally, ~he control systems which were devised for 

6 a multi-faceted bank and which were set up to handle a larger 

7 volume, or larger single value portfolio, were not probably 

8 revised when they went to a small organization. 

9 These problems were recognized with t~e Ethiopian bank 

10 and it was remerged into the industrial bank and, at the present 

11 time, it appears to be operating successfully. 

12 At the outset, I said that there were no known 

13 failures and very few notorious examples of problem banks. That 

14 requires a bit of comrnen t. For the most part, development 

15 finance companies , which are the most risky of al l ve ntures, can 

16 be shored up by the local government so they are understa ndably 

17 reluctant to wash their a~rty laundry in public, and it is very 

18 difficult to find case by case information . Our discussions 

19 with World Bank and other associated with them on a no-na1:1c 

20 basis and trying to concentrate on issues as opposed to spe cifics 

21 gave us a laundry li~t, ii: you will , of commo n reasons why some 

22 of the other banks had gotten into unpublicized trouble . An d 

23 the reasons, again, are protty much the same as the Ethiopian bani 

24 with some diversification but essentially they are: I ncompe tent 

25 manageme nt, unusua l or undue political influence, a nd lack of a 
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,, 
clear 

1
->perating mandate . And in some ·es; there is also one 
I . 

2 final one and that was too ambitious a program . 

3 A summary of lessons which could be learned from these 

4 experiences would be first of all t hat the operating management 

5 must be very capable as must the Board. The appointment power 

6 must be removed generally from the political influence so that 

7 operating management can and does indeed exercise prude nt 

8 decisions. The charter o f the institution must clearly define 

9 the obj ectives . Imposs ible objectives should not be set . If 

10 you w~ sh to l oan a ce1tain dqllar value of money , it isn't any 

11 trcuble to throw it away . And, finally , government influence 

12 mus t be reasonably controlled so as not to dilute the 

13 independence of the institution. 

14 The second issue had to dea l with organizational 

15 structure. Pe~haps I will s~ve t hat fo r the last in order 

16 be cause it probably will elicit the greatest comments and 

17 questions . 

18 Perhaps we will move on to page G of this report about 

19 measurement techniques. This question primar~ly arose f rom a 

20 -- one of t he Committee members asked, what criteria o ther than 

21 simple ability to repay were used i n determining whe ther o r not 

22 a pr ogram was successful for a development bank. First of all, 

23 most of t he organizat ions we presented to you in the prior 

24 report we re World Dank or World 13ank-uffiU..-.itcd , or s omehow 

25 associ ated wi th receiving funds or whatever. 1l 1he World Donk hos 
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a section called Operations Evaluating Department, or some words 

2 very equivalent to that. The function of that particular 

3 organization is solely to evaluate the results of particular 

4 programs which are undertaken. At the completion of every 

5 p r oject , there is a very detailed project completion report 

6 submitted Ly the various sections involved in mal: i nq the loan. 

7 And this is reviewed hy the OER Department. From time to time , 

8 the OER Department also specifically audits some of these 

9 programs and looks to the report to see that it is indeed 

10 i factual. The thrust of the evaluation process in the Wcrld Bank 

11 and its affiliates is that it is both inward and exte rna l . I 

12 use the word inward intentionally as opposed to internal-external 

13 Inward meaning that they use both the borrower, borrower's 

14 consultants, other third parties, to measure the success of the 

15 project as well as their own internal staff. The purpose 

16 obviously being to avoid the p rospect of t he bank considering 

17 its own beauty in the mirror . 

18 Evaluation is really a 3-fold process . The primary 

19 thrust is a comparison of actual to plan as it was originally 

20 proposed when the project was brought to World Bank or World 

21 Bank actually sought it out. 

22 There are a whole series of specific things which are 

23 c:ompared in t his actua 1. plan which i nclude implementation , just 

24 how quickly it was done, if it wa s done in the same time as 

25 propJsed , has a serious impact of a host of the benefits 
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intended. Compli~nce, did the borrower and t h e governme nt 

2 associated meet the loan covenants and so forth . Did the 

3 consumer perform as e xpected. Questions relating to that. What 

4 is the financial performance of the borrower. That is the 

s obvious one. What !s the economic impact to the extent that it 

6 can be measured . Regretably this is probably the most nebulous 

7 area and perhaps one of the prime objecti ves . Unfortunately, it 

8 would take a number of years to really assess it in many cases. 

9 And, finally, a question of efficiency. Efficiency on the part, 

10 primarily , of the lending in~titution . Could or shoul<l other 

11 projects o f this like be offered and can i t be done in a more 

12 expeditious manner . 

13 The second thr us t is a macro viAw of the impact on 

14 the economy of the country or the area , whatever was intended 

15 and :his would be c~mulative as opposed to individual. Annually 

16 within World Bank there is a report by the Evaluation Section 

17 wh ich measures the cumulative impact of all the projects. And 

18 this macro view is designed to see whether you help employment , 

19 income redi stribution, wh atever else was intended in that 

20 particular country , has the standard of living increased , 

21 whatever. 

22 And , finally, is the sugges tion at t he outset that the 

23 thrust is inward. Can we do a better job? Was the performance 

24 of the bank actually appropriate to the c i rcumstances presented 

25 to it? Was the diagnos is of the borrower's needs appropriate? 
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Was the definition of the objectives of the project correct at 

2 the outset, understood, whatever . Were there unintended effects, 

3 

4 

either good or bad? Poor or good environmental impacts? Was the I 
bank participation effective or was it detrimental. The purpose 1 

5 

6 

of all this ~s to restructure activities in the future -- future 

efforts. 

7 Let's move back to page 3. It starts on the end of 

8 page 3 , Organizational Structure . This is the first, I guess, 

9 question for the most part asked of us in terms entirely 

10 judgmental call. So far, I think most of our input has been in 

11 terms of comparison with other associations with the possible 

12 Permanent Fund. For input only this would probably be the first 

13 conclusion . This is a very tentative one and there are a 

14 number of factors yet to be decided. 

15 The question essentially is, what is the appropriate 

16 organizational structure at the policy level for the Permanent 

17 Fund institution assuming that development financing is a 

18 significant part of the ac tivit ies . The objectives that we were 

19 trying to achieve when we set up this our conclusion is 

20 essentially it should be a dual board structure. I'll get into 

21 that in more detail. The objectives that we were trying to 

22 achieve with this dual board structure. First, we wanted to 

23 avoid undue politicul · influence while being yet responsive to 

24 the politicc:il s ystem. We wanted to provide for public i nput. 

25 We wanted to make sure t hat the organization ullowed the 
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selection of the most capable people. And, final l y, we wanted 

2 to make sure that the organization preserve t he operating 

3 management 's prerogatives ordi narily associated with management 

4 exercise. 

5 

6 

The dual board structure is composed -- our suggested 

dual board structure would be composed of first a board of 

7 citizens and secondly a board of directors . The board of 

8 citizens , the primary purpose , in our view, in this board of 

9 citizens is to react and to act and suggest changes in the 

10 charter. Secondarily, it's purpose would be to represent, if 

11 you will , the citizens of the State of Alaska and voice their 

12 views with respect to the operation of the Fund . I should not 

13 say secondarily, it is equally primari ly. But that second 

14 objective would be accomplished through an annual meeting very 

15 comparable to that which is held for normal corporations. This 

16 board of citizens could be composed of two -- and that is only a 

17 s uggestion - - two members from e ach Senatorial District. We 

18 used that since that would be the easiest in terms of trying 

19 to preserve one man, one vote at this point. It is suggested 

20 the board be composed of two members, elected by popular vote 

21 from each Senatorial District , to a term of ei ther two to four 

22 years . Dut to coincide with the election of the State 

23 representatives, or the election of the governor or members of 

24 the Legislature . 'l'he purpose , of course , to gel the muxirnum 

25 amount of input inlo these races. 
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·1 The board of citizens would meet annually only unless there 

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

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

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

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

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

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

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

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

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

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

12 analogy with the representatives elected here being very 

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

14 being elected by sharehol0~rs . 

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

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

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

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

19 governor, staggered terms, so no one gubernatorial candidate 

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

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

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

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

24 presented to it by management but does not intervene in 

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

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

3 the staff. 

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

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

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

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

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

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

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

11 would have no vote . 

12 Those are our views on the three questions presented to 

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

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

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

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

17 be more responsive to the Permanent Fund? 

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

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

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

21 that function is clearly well establiohed and is not 

22 intermingled with a host of other issues. 

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

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

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

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

3 delegated all powers except those reserved to the board of 

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

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

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

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

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

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

10 Articles of Incorporation or the bylaws associated therewith. 

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

12 directors would be explicitly prohibited from suggesting or 

13 recommending any particular financing operation to be 

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

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

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

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

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

19 means? 

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

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

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

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

u question of seeking out particular areas of loans other than 

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

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

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

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

s ballot for us to vote on. 

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

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

8 want that to be all staff generated . 

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

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

11 be opera ting as a matter of policy . 

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

13 board of citizens of approximately 40 members . 

14 MR . REGIS: Are there 16 Senatorial Districts? 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

s 
6 

7 

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

representation , which is an important feature. 

MR. EDENSO: Could a board of citizens board member 

8 also be a legislator? 

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

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

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

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

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

14 well as a legislator . 

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

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

17 that . 

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

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

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

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

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

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

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

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

2 weight and influence on t he Permanent' Fund. 

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

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

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

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

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

8 do tht:!y do? 

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

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

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

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

13 electorate itself . And, secondarily, perhaps even more 

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

Permanent Fund if circumstances themselves change . There is no 
I 

15 

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

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

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

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

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

21 we want to do to it". 

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

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

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

25 at least have to think about the problem. Say the canned salmon 
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contributed 100,000 or whatever to var ious candidates. .I can 

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

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

4 decide where these loans are allocated. 

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

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

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

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

9 protection built into ~his organization is not great . 

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

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

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

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

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

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

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

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

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

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

20 and maybe contributions could be raised through corporations, 

21 maybe contributions could be raised through executives or other 

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

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

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

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

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

2 those groups that are looking to get the investments . 

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

4 the , both the operating management which is relatively 

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

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

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

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

9 accomplish. To accomplish loans to a particular segment of 

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

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

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

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

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

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

16 managed. 

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

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

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

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

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

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

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

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

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

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

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

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

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

6 argument against the Legislature sitting as a citizens group. 

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

8 suggesting this as entirely separate from the Legislature. 

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

10 stockholders , like having the annual meeting and doing stockholde 

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

12 operations . 

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

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

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

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

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

18 easily? 

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

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

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

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

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

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

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

2 thing. 

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

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

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

6 

7 

8 

9 

10 

think if we assume that the legislative body will have the 

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

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

th~ Permanent Fund from the legislators . 

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

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

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

13 the proper political input. 

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

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

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

17 for budgetary purposes or government expenditures is one of the 

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

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

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

21 purpose of the ·Permanent Fund . 

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

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

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

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

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

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

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

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

6 by the Legislature but still allows very positive influence. 

7 MR . WOHLSFORTH: I think we must distinguish between 

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

9 the track very rapidly. 

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

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

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

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

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

15 deciding body . Did I hear you say that? 

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

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

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

19 on that policy . 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

11 direction. 

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

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

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

15 that short of changing the whole charter? 

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

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

18 policy. 

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

20 apply , either endorsing or suggesting a change . 

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

22 don ' t have to sit chere . 

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

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

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

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

3 citizens. 

4 MR. REGIS: That· is corre:ct. 

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

6 What you are talking about : s essentially establishing a 

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

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

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

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

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

12 there to represent the stockholders and they perform the same 

13 function as stockholders of any corporation. 

14 MR. REGIS: Very comparable, yes. 

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

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

17 corporation. There is no question but that the Legislature 

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

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

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

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

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

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

24 and the board of directors? 

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

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

3 MR . LeRESCIIE: Wh ich? 

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

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

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

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

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

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

10 somebody and he was confirmed by the Legislature . 

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

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

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

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

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

16 him , then the person could stay on. 

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

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

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

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

21 feature that allows the Legislature by a sufficient majority to 

22 kick that particula ~ rascal out. 

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

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

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

2 accountability is in the law. 

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

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

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

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

7 boss? 

8 Mk. MOTLEY: The line of authority. 

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

10 people aprointed by the governor and confirmed by the 

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

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

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

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

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

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

17 be proper . 

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

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

20 another somewhat comparable Fund migh t have been structured and 

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

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

23 which to draw on. 

24 

25 

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

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

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

3 banking, then Alberta becomes analagous. 

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

5 to us? 

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

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

8 talk about what is different about it. 

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

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

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

12 MR. FLEETWOOD : The Alberta situation is not 

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

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

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

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

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

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

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

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

21 say that Alberta is a l so a smorgasbord. 

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

23 ~uch of a track record. 

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

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

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

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

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

5 instruments, employment-oriented projects, among other things 

6 that they ere already inves~ed ~n. 

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

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

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

10 it. 

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

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

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

14 

15 

16 

17 

18 

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

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

And with respect to the profit-oriented or preservation profit 

oriented projects, the responsibility is with the administrators 

19 of the operation. 

20 MR. GRUENING: You have an executive officer who 

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

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

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

24 comingled with the Treasury Department. 

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

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

3 MR . FLEETWOOD: As the Alberta Heritage Trust Fund 

4 that may be the case. 

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

6 development financing area at this moment. 

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

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

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

10 OFF THE RECORD 

11 ON THE RECORD 

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

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

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

15 those. 

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

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

18 called SinCrude Development Canada , Canada Cities Services, the 

19 Alberta Energy Company, telephone and municipal finance 

20 corporations, and liquid money market instruments . 

21 They can leverage their assets al though they can only 

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

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

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

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

2 revenues and know what it is corning. 

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

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

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

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

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

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

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

10 not. 

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

12 nation . 

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

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

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

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

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

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

19 pretty strict criteria and there are established means of 

20 evaluating even the social benefit non-income producing 

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

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

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

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

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

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

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

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

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

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

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

7 percent of their assets in projects which provide long term 

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

9 yield a return to the fund • 

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

11 see this organization as appropriate if the primary function was 

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

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

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

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

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

17 the way the question was posed to me . 

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

19 the 100? 

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

21 Canadian or provincial government type securities . Up to 100 

22 percent could be inve sted in income producing social economic 

23 diversificd tion and development type projects as long as they 

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

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

2 discretion of the Provincial Treasurer. The major purpose there 

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

4 catagories . 
. 

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

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

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

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

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

10 The Provincial Treasurer is the guy that operates and 

11 administrates the fund to all intents and purposes. 

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

13 is he an employee of the fund? 

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

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

16 MS. FLEISCHER: Who is he employed by? 

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

18 you . 

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

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

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

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

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

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

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

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

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

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

5 dual board system proposed by Price Waterhouse. 

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

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

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

9 structure? 

10 MR. LeRESCHE: Who hires the executive director? 

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

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

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

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

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

16 on the performancE? of the fund . 

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

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

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

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

21 that is why I would see some difference. 

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

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

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

25 MR. FEGIS: No, I wouldn't sny that. Do you mean 

PAT KLING REPORTING SERVICE 
SUITE .. 00 AN CHORA GE U:GAL CE NTER 

1016 WEST SIXTH AVfNUE 
ANCHORAGE, ALASKA 

- 168-



• 

• 

economic diversif~cation would be the so l e criteria? 

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

3 what I perceived when you des cribed it . 

4 

6 

7 

8 

9 

10 

11 

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

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

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

accomplish basically social ~bjectives which are primarily 

economic in impact through the private enterprise system. 

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

MR. WOHLSFORTH: Now , that you have heard your 

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

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

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

15 apart. 

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

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

18 enterprise system? 

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

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

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

MR. FEGIS: Yes . 

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

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

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

2 the private sector of the economy. 

3 MR. LeRESCHE: That could include private nonprofit 

4 corporations? 

5 

6 

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

I 

7 MR. LeRESCHE: They are at least equal. 

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

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

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

11 any other comments? 

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

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

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

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

16 banking. 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

9 differently . 

10 MR. FEGIS: It certainly would, yes. 

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

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

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

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

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

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

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

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

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

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

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

22 function, then a whole lot less complicated organization would 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

s be making the decisions. 

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

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

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

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

10 authority through the board to do anything besides what this 

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

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

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

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

15 the Legislature and only the Legislature. That would just 

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

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

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

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

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

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

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

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

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

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

2 the mark than saying they probably intended a savings portion 

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

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

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

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

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

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

9 acount administration for a number of years. 

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

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

12 several years of front end investigation and accumulation of 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

11 be ---

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

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

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

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

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

17 that is available plus a certain percentage . 

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

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

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

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

22 development aspect becomes more important as we need to develop 

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

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

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

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

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

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

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

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

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

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

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

10 This has implications obviously for the savings account concept . 

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

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

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

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

15 we want to address something called the structure of the 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

16 address structural organization . It would be desirable to 

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

18 costly the further down you go. 

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

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

21 some suggestions have been made that the Legislature certainly 

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

23 consultants say the structure will vary according to the 

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

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

2 about as simple as I can say it. 

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

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

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

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

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

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

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

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

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

12 sort of thing". 

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

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

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

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

17 agree that it is necessary . 

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

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

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

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

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

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

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

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

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

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

4 Committee to state its recommendations and preferences, but also 

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

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

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

8 order to proceed . 

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

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

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

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

13 structure. So let ' s lay them out. 

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

15 MR. LeRESCHE: This gentleman is in the unfortunate 

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

17 objec t ive . 

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

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

20 exclusively savings account. They have expert aivice on money 

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

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

23 realize the things that are implicit. 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

motion that we recommend the money just be placed in the 

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

20 develop actual goals and objectives for social programs , and 

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

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

23 goals and objectives 

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

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

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

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

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

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

6 initially star t with. 

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

8 economic, maybe diversifications, con.munity development and 

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

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

11 from time to time as the economy changes . 

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

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

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

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

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

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

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

19 all the othe r State ' s revenue. 

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

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

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

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

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

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

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

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

4 Gruening is next. 

5 

6 

7 

8 

9 

10 

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

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

something horrendous is going to happen if elaborate structure 

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

think t he Legislature might address itself to some kind of 

tempos.ary administration of it . Nhat Sterling is suggesting 

isn' t 
I 
I 

I 
l 
I 

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

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

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

I 
any ' 

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

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

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

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

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

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

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

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

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

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

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

~ say these are the structures that will probably be more 

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

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

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

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

7 going to exist for the next 10 years . 

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

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

10 to change. 

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

12 it. 

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

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

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

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

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

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

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

20 would be our recommendation to the Legislature for a structure 

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

22 various structures that arc available and really getting down and 

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

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

25 with. And I really think that, although this may not seem 
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constructive, thiµ i s const:ructive. What we are all attempting 

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

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

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

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

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

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

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

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

10 at the second meeting. 

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

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

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

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

15 structure to administer that kind of policy. 

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

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

18 what are the differences in management structure that you might 

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

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

21 things that you want to have in it. 

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

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

24 really got a handle on it. 

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

2 Legislature to take care of the administration of the 

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

4 feel right now , without knowing all the alternatives available 

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

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

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

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

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

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

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

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

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

14 determine how to utilize the funds. 

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

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

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

18 following session . 

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

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

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

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

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

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

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

. 
PAT KLING REPORTING SERVICE 
SUITE '00 ANCHORAGE LEGAL CENTER 

1016 WE ST s1xrn AVENUE 
ANCHORAGE, ALASKA 

-1£15-



• 

• 

2 

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

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

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

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

s Legislature has hearings on how you affect a sector called 

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

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

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

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

10 accomplishing something. 

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

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

13 all the people . You take 

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

15 the sector analysis that will be necessary for the following 

16 year. 

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

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

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

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

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

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

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

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

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

2 Legislature then spends the next in-term years developing 

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

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

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

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

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

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

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

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

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

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

13 but he always expected that a temporary statute would be 

14 necessary to provide for the routine investment of whatever 

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

16 Committee are recommendationcl and alternat ives on structuring 

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

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

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

20 involves the session of 1978 or beyond that. 

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

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

23 thre0 hundred million doll~rs in size? 

24 MR. RHODE: No. 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

24 group what we are really talking about in the first year 

25 would be a conservative approach on how to invest these funds . 
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Probably just putting the money in a conventional money market. 

2 Looking at perhaps a more diversified approach in the second 

3 year ~fter a lot more information has been brought in and more 

4 people have had more time to examine all these things. It 

S probably would make sense then to r~commend a 7-member board of 

6 directo rs and a 32-member citizens board right off the bat. 

7 MR. FEGIS: No, it wouldn 't make sense to provide for 

8 that. 

9 MR. LOVE: I am looking fo r you to think in terms of 

10 making a recommendation to us. One of the alternative structures 

11 would be t.o simply perform a functio n of very conservative 

12 investments the first year . And, secondly, maybe provide some 

13 informa tion and advice, either for the Legislature or this 

14 Cammi t tee, or the administration during that. first period of 

15 time, planning for the second year. nnd I would like to know 

16 how that structure would differ frcm the structure that is in 

17 this paper right here . 

18 MR. FEGIS: I have not given that question a lot o f 

19 thought. But my reaction is that probably the citizens board 

20 woul d not be required at all although you migh_ want to have it 

21 provided for at a future point. I think you specifically would 

22 want to provide for it at least i n th.is concept, you want the 

23 citizens to be able to input and say we do not want it to be a 

U savings account . That may be one thing you would get out of the 

25 citizens board one year hence . So I think you would want to 
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provide that i t could mee t within a given period of time, 

2 probably on an interim basis. 

3 
I 

MR. 'LOVE: I' m not quite sure -- what structure did 

4 you say we should have if it is to unde rtake this job that I 

5 have outlined for the first year? 

6 MR. FEGIS: I think I would like to think about that 

7 question a little further. I would say that at the outset, at 

8 least , there wouldn ' t be a necess~ty for it . 

9 MR . LOVE: I certainly th i nk it is among the ran~e of 

10 alternatives we're going to have to ~resent to the Legislature. 

11 MR. GALLAGHER~ I think there is a need to come at the 

12 next session with something to start working on strategies. 

13 MR. LOVE: I included that in the - --

14 MR. GALLAGHER : I am not necessarily disagreeing with 

15 you. I think there has got to be some sort of structure i n 

o rder to do strategy analysis -- planning, on how you help the 16 

I 
I 

17 various structures. So when you co.me back to the next session, 
I 

18 I 
I 

at l east you can start to accomplis~ some thing . 

19 MR. LOVE : I think t he definite p lanning ought to start • 

20 now and b e in h igh gear for the next few year s. I think by the 

21 time you get going 

22 MR. GALLAGH ER : Th e stratc:!gy wi ll take the longest 

23 time to put t ogethe r . . 

24 MR . LOVE: Maybe that is one the major recommendations 

25 we can make . The initial management: structure for t he Permanen t 
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F und have a very large :mandate toward doing certain types of 

2 planning jobs , cer tain. types of economic planning jobs. The 
I 

3 types of analysis that we think are very important. Maybe that 

4 is more important a job in· the first year than making loans . 

5 MR . GALLAGHER: I agree . I think the sector analysis 

6 of each sector is how to help it along ~ith public funds by the 

7 Legislature would be ve:ry necessary. In order to get anything 

8 accomplished in the second year Legislatu~e. 

9 MR. CRAWFORD: There was a suggestion about an hour 

10 ago that we look at the options and maybe thrash those out and 

11 I, for once, would kind of like to get on with that. 

12 MR . BARNES: I think I would agree with Mr. Love's 

13 earlier suggestion that it is almost time for a motion to 

14 promote some kind of progress in this Committee. And I would 

15 suggest that I don ' t feel any sense of urgency that some members 

16 do to come. out with particularly anything except to recommend 

17 that the Legislature enact temporary legislation to invest the 

18 funds , which are not goicg to be very significant in conventional 

19 money market investments to give us the time. Then, if they 

W want to -- for us to flush out all the options, which they can do 

21 themselves, then let's Clo it. I think we should decide that ther -

22 should be a suggestion for them to make temporary legislation 

23 and then, if they want t.o give us their goals and objectives , 

24 then we can certainly work out the alternatives for them. 

25 MR. GRUENING: I think that is a good suggestion, but 
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I think we could go fartper. If we make a motion that we all go 

2 home -- I would concur with that motion but we might suggest to 

3 the Legislature something they could consider in terms of 

4 structure on a more permanent basis. I think that is what Jim 

s would like to see us do. 

6 MR. EDENSO: Again , t his is a first cut at looking at 

7 a ~tructure and organizational basis. 

8 MR. GALLAGHER : Let's do what I want to d o in this 

9 hour. One of the things I would like to accomplish in th is 

10 hour is, if we want to talk about savings account objectives , 

11 what sort of management structure the Committee would see. To 

12 me, there are two obvious things. One, you can either leave it 

13 in the Department of Revenue -- and, i f your goal is only 

14 savings account , then leave it in the Department of Revenue and 

15 have them manage it just like any other fund . That ' s the most 

16 inexpensive. Or, the other a l ternative is to have some sort of 

17 small board over view that activi ty b u t still have it accountable 

18 to one manager . If that is your goal, the savings account , what 

19 does the Committee think of those two al t ernatives? 

20 MR. WOHLSFORTll: I can g ive my view. I don't think it 

21 makes any sense at all to have a board, an operational board, 

22 and it has been proven state after st.ate thCJt it is a pain in the 

23 neck. You need one manager who should be the State Treasurer, 

24 or in this case , th• Department of R<;!Venue. 1\lso , bear in mind 

25 the State los t a lot of money in 1970 . 1\nd, again, I am a greeing 
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with what someone said here . By not getting into the investment 

act for the General Fund unti l June 15, the money came 
. I 
in, as you · 2 

3 know, the prior September. In the meantime, the State could only I 
4 i nvest in direct u. S. Government obligations, it couldn't even 

s invest i n a~encies. So we had o v e r 900 million do llars at that 

6 time at which 1we were l osing an increment o'f anY'Yhere f rom 1-1/2 

7 percent to whatever the differential was because the Legislature 

8 had i t in mind that they ~aci to deal with the whole problem 

9 rather than simply segments to get us a reasonable money market 

10 instrument statute . I would hope that would be avoided this 

11 time , that there could be a n inves t ment statute on the books by 

12 the time mone y is in t he fund to permit a proper rate of money 

13 market instruments . 

14 MR . LOVE: I would like to offer a motion that we 

15 recommend to the Legislature that in the first year that the 

16 Permanent Fund be managed by the Commissioner of Revenue under 

17 existing statutes 

18 MR. GALLAGHER: That is not what I want accomplished 

19 this hour. 

20 MR . FREER: Maybe we've reached that same point that 

21 Abraham Lincoln did when he came to this little group of 

22 soldiers at the f ence and h e couldn't figure out what command 

23 to give them to get them on the other side of the fence. Maybe 

24 it's time we fall out and reassembl e on t h e other. side of the 

25 f e nce. 
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MR. WOHLSFORTH : Are you suggesting a break? 

2 OFF THE RECORD 

3 ON THE RECORD 

4 MR . WOHLSFORTH .~ · Take your sea ts , please. Yes, Mr. 

5 Gruening. 

6 MR . GRUENING: I have a motion to make. I move that 

7 the Conunittee direct Commissioner Gallagher to draft for 

8 consideration at the next scheduled meeting of this Conunittee 

9 a temporary statute which authorizes management of the Permanent 

10 Fund monies in a manner similar to the Department of Revenue ' s 

11 present administration of surplus funds. 

12 MR. WOHLSFORTH: Is there a second to the motion? 

13 MR . LOVE: I'll second it. 

14 MR. LOGSDON: May I make an amendment that it be a 

15 statute and not a temporary statute? 

16 MR. GRUENING: I concur. 

17 MR. GALLAGHER : I have a question . Does that mean 

18 some sort of sunset provision i n it like this one will self-

19 destruct after one year? 

20 MR. GRUENING: Make this discussion on the motion. 

21 Presently there exists a set of statutes which deal with the 

22 Commissioner's authority to invest surplus f unds. Now, the 

23 Eermanent Fund will have to have that kind of statutory 

24 authorization from its establish fore ver. Because there alwa ys 

25 be funds that are not immediately invested in 
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whatever they will be . They are funds that .are coming in. 

2 They are funds that haven't been administered for purposes of 

3 the goal. So you always have to have that kind of stat utory 

4 authority. So , in a sense·, maybe this could be a statute that 

s exists for the life of the Permanent Fund. On the other hand , 

6 I like the s uggestion of a sunset provision . It ·may be in the 

7 structure. You might consider that, but I think that maybe right 

8 now what we are concerned with is s tr ictly how are we going to 

9 .admin ister this fund until we really get the structure for the 

10 goals more firmly established. 

11 MR . GALLAGH: Let me say what I see . I see the 

12 Department of Revenue under this and see if we agree . Investing , 

13 during next fall , monies and meanwhile the Legislature will pass 

14 a statute creating the structure . During next fall they will 

15 start creating the management structure that starts doing some 

16 of the s t rategy work as to how to help various sectors . And 

17 the n at the end of the following session you will have 

18 implementary legislation as to how you implem~nt various 

19 strategies . Am I clear? 

20 MR. GRUENING : I ' m not entirely sure what you 're saying 

21 I'm say ing that this particular recommendation, t he draft would 

22 not create a ny instruction that doesn ' t exist now. It ' s just 

23 authorizing the administration of funds that come in under some 

24 kind of arrangement. We may not agree .::is to how similar it 

25 should be to tho present statutes deal ing with surplus f unds , but 

. 
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we would to look at a draft, that's all. 

2 MR. GALLAGHER: I don 't want this to be the end-all of 

3 things that we do. 

4 MR. GRUENING: Np . 

5 DR. LOGSDON: I might suggest that this be a clause in 

6 the statute permitt ing the Conunissioner to invest these funds, 

7 wi t h a structure that was established in the future . To provide 

8 funds to this as established by the Legislature . 

9 MR. G~LLAGHER: I think when you revise in the 

10 follow i ng session under a strategy bill , that will be part of it. 

11 And at that time the Conunissioner of Revenue will phase out of it 

12 which I think he will more than likely do . 

13 MS. FLEISCH ER: What I wanted to say about the sunset 

14 clause, which I understand gives the people a chance to reaffirm 

15 things on a periodic basis . So perhaps what we could do is see 

16 that the sunset clause is in the enabling legislation itself but 

17 it doesn ' t ha ve to be in this first statute. 

18 MR . GRUENING : Is that an amendment? 

19 MS. FLEISCHER: No. 

20 MR. GRUENING: The constitutional amendment itself 

21 establishes the f und. The re is no thing we have to do further to 

22 establish the fund, it is established . Money is going to 

23 accumulate as of an effective date of 120 days. Actually, the 

24 money doesn 't start to accumular unti l the effective date which 

25 is 120 days . 
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MR. GALLAGHER: Certification date. 

2 MR. GRUENING: Certification . So the money isn't 

. 3 accumulating now, it won't be accumulating until another 120 

4 days, whenever they certify this last election. What we are 

5 talking about is a recommendation from this Committee, after 

6 Sterling drafts a suggested piece of legislation which would 

7 aut~orize somebody to handl e those funds in some manner, a very 

8 conservative manner. They 're not going to make any long term 

9 investments, that is the sense of my motion • 

10 MR. MOTLEY: Mr. G~uening, what do you visualiie as 

11 far as the objectives of the Commissloner of Revenue? Can he 

12 invest this t h ing in equities and can he invest this thing in 

13 just savings accounts, can he invest it to deposits to banks? 

14 Can he do all these things? 

15 MR. GALLl\GHER: What he is saying is for me to come 

16 back with a recommendation. 

17 MR. GRUENING: I am not suggesting any of that . 

18 Obviously, not in dams or a lot of things that have been 

19 discussed here, but something to conserve the principal . You 

20 can't just put it in a cache or put it in a piggy bank. 

21 Probably in CD's. My intention would be someth ing -- CD's, 

22 something very modest like that, in Veterans loans. But I want 

23 to sec what he comes back with and we can discuss it at that 

24 point. 

25 MR. LOVE: I am speaking for the motion so we can get 
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a motion on record so we can progress fast. This is a comment 

2 to the Commissioner, I would be hopeful that it would be a 

3 structure that would provide a somewhat liquid investment of the 

4 fund. 

5 MR. GALLAGHER: If there is something and things 

6 don't come on stream and I'd bet into some sort of box. Of 

7 course, there isn't that much money in the fund. 

8 MR. WOHLSFORTH: Is there any more discussion on the 

9 motion? The question has been called. The motion, as I took 

10 it, is that it is the direct~on of the Commissioner of Revenue 

11 to draw up a statute for presentation to the next meeting, 

12 which would authorize him to i nvest the Permanent Fund in a 

13 manner similar to other State funds. And included in the motion 

14 was some provision, some time limitation on tnat authority. 

15 Is that correct or not? 

16 MR. GRUENING: I would use the language, authorizes 

17 management, although it means investment. I think the public 

18 needs to know the distinction between the kind of investments 

19 the r"und will get into in the future and the need to manage the 

20 Fund on a surplus fund . I don 't want them to think we're 

21 dra fting a statute dealing with, authorizing l im to make 

22 investments at this point. It is an investment but not the kind 

23 of investment people are envisioning. 

24 

25 

MR. WOllLSFORTll: Money market investments. 

MR. Gl\LLAGJIER: r want it very obvious that it is u 
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temporary thing; 

2 
MR. GRUENING: Right. In order to manage, you've . got 

3 to invest but I think the language "authorizing management" of 

4 the Permanent Fund. 

s 
MR. LeRESCHE: I thought your original moti on said 

6 interim management. 

10 

7 
MR. GRUENING: Somebody objected to that , but if you 

8 want to make another amendment. I don't really care , one way or 

9 the other. Every statute is temporary in the sense that it can 

11 would make the Legislature consider whether - - if it does adopt 

be repealed. You could put a se l f - destruct date on it which 

12 it, whether it wants to continue it . 

13 
MR. GALLAGHER: The other assumption that underlies 

14 the whole thing is we are going to work on having a structure 

15 next year. I want that clear to everyone out there in the 

16 world too. We can't p ut that in the bill, but we are just 

17 talking about general understandings . 

18 

19 
MS. FLEISCHER: Could we have a reading on the motion? 

MR . GRUENING: The motion i s the Committee direct 

20 Sterl i ng Gallagher to draft for consideration at the next 

21 scheduled meeting of this Committee the statute which authorizes 

22 management of Permanent Fund monies in a manner simil ar to t he 

n Qepartmcnt of Revenue's present administration of surplus funds . 
24 

MR . WOHLSFORT!l: /\re you ready for the q uestion? All 

25 in favor say aye . Opposed? Motion carries. 
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MR. WOHLSFORTH: We have accomplished only a small 

2 part of t he task. 

3 MR. GALLAGHER: Let's talk about the time with the 

4 Committee. I have to have· a report to the governor on Monday 

s having to do with a"totally unrela t ed subject and tha t is going 

6 to take m~ about three hours to write. I need some time, that 

7 report has to be typed all day Sunday a nd I have to hire a 

8 Kelly Girl and things like that to be ready for a Monday morning 

9 

10 

mee ting. My time limits are getting short . I would like to go 

through maybe some sort of a drill -- not a drill, something 

11 like you suggested, Bob LeResche, and put up maybe a savings 

12 account or maybe the four objectives up on the board and talk 

13 about just .nanagement structures overall and see how the 

14 Cammi ttee reacts to them . 

15 MS. FLEISCHER : You mean right now. 

16 MR. GALLAGHER: Yes , or do we have time to do that. 

17 MR. WOHLSFORTH: How long can you 1.1eet with us? 

18 MR. GALLAGHER: I can probably meet for another hour 

19 and a half . 

20 MR. WOHLSFORTH: That would be then basically our 

21 agenda for the rest of the day so far as your involvement is 

22 concerned. 

23 MR. LOVE: I would like to hear if there are alternativ 

24 ideas on the ways to do mana~ement. Part of my inquiry is to 

25 find out if other members of the Committee have other ideas. 
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MR. GALLAGHER: I would like to do some freelancing.· 

2 Mainly what I want to do is have a freelance , if we talk about 

3 these goals -- structures. 

4 MR. LOVE: One idea that I think we are going t o have 

5 t o deal with sometime and that is -- if the r e is going to be a 

6 movement to r egi onalize decision making or something like that 

7 I'm no t convinced that is best idea but I think we should at 

8 least l ook at different models -- maybe not having a centrali zed 

9 board, maybe havi ng different communi ties or different segments 

-
of the State being abl e to make different choicns . Just like 10 

11 the Regional Corporations are taking a much different direction 

12 in terms of fund s and maybe splittin g the thing up may be an 

13 alternative we ought to look at as opposed to a centralized fund. 

14 MR. GJ\LLJ\GHER : Before we go jumping off into 

15 community development , why don' t put put the four different 

16 things that we have been talking about: Savings account. 

17 Economic diversification. Community Development. And then 

18 maybe title a third one , Smorgasbord . 

19 Let ' s ta lk about the savings account area. The 

20 Commiss i oner of Revenue ca n invest it under some sort of s urplus , 

21 or you coul d have a separate i nstitution do it . Let me give you 

22 a run at this one , j ust my personal feelings o n t h is one . Doing 

23 savings Recount investments is a very t echnical thing . You 

24 don ' t need a whole lo t of board input . That is what we have 

25 presently -- the State Investment J\dvisory over t he year -- kind 
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of a trophy, it .didn't have any real function because the only 

2 thing the Commission of Revenue could invest in were money . 

3 market instruments. When we got the 900 million everyone thought 

4 about doing development and community loans but the crush of the 

s budget prevented that happening. So the original purpose of 
' 

6 the State Investment Advisory, it just kind of withered away 

7 for two or three years there because there was just nothing reall 

8 to do. That's why, if you're going to have a goal of savings 

9 account, at the most you have -- maybe you could set up a 

10 separate fund and have a small board and that's the extent of it. 

11 Does anyone see any di fference in the management structure? You ' 

12 can either do it through the Treasury and have an Advisory Board 

13 or have a full board with a director and two or three people ~ ~ 

14 do accounting. 

15 MR. LOVE: I i:hink you can really decide the purpose of 

16 the Fund is a saving account purpose but you can still get 

17 involved in quite a bit of social loans in the State that are 

18 income producing. You may make a decisio n, for example, that 

19 the money markets, which are not perfec t or not adequate , are 

20 serving some very profi t able an<l sound i nves tments within the 

21 State of Alaska . Mortgaqc loans and areas outside of 

22 conventional neighborhoods. 

23 MR. GALLAGllER: /\re you SU<Jgesting something like they 

24 do in the rcti1·e ment fu 1\d , invest i n the highest and best return. 

, 25 I do invest in mortgagc a . 
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MR. LOVE: You may have fairly elaborate social type s 

2 of loan~ being made that still gain, you know, right up there in 

3 highest and best returns. In markets that are not the 

4 conventional money market, · simply because the money markets 

s aren't perfect. What I am saying is it may be necessary in a 

6 savings ~ccount approach to have some type of fairly active 

7 input in terms of social goals. 

8 MS. FLEISCHER: You mean socially oriented decisions 

9 about where to invest the money . 

10 MR. LOVE: Another thing, if you look at savings 

11 accounts, you may decide for a savings account to be super 

12 effective, you may decide for a savings account to have an impact 

13 on future genex.ations that you may want to slow down the rate of 

14 growth by not putting the earnings back of the general fund 

15 back into the Permanent Fund because you may decide that the 

16 savings account may not be very effective if it is very small 

17 related to overall State expenditures and revenue maybe 20 years 

18 from now when the Perma ne nt Fund disappears. To me the savings 

19 account is a real obj ective goal and ~t may have broader pol i cy 

20 implications i n terms of investment strate gy, and for that 

21 reason you may not want to invest it in the State , you may want 

22 to invest it out of State. 

23 MR. WOHLSFOR'l'll: I think the income must CJO to the 

24 General Fund. 

25 MR. GALLAGHER: No. 
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MR. LOVE: If it' s a true savings accoun·t, then the 

2 income should not go to today ' s citizens, the income shoul d 

3 definitely go to future generations. So I think it would have 

4 to be, if it is a t r ue savings account, reinvested. 

5 MR. WOHLSFORTH: I ci-:>n 't know about that. You ' ve 

6 said an awful lot in the last coupl e of minutes. You said ~ 

7 savings account might have social objectives and then you sort 

8 of transitioned into such things as mortgage investment. 

9 Mortgage investment which has been done through the retirement 

10 fund has a perfectly legitimate nonsocial context . There .is 

11 nothing socially oriented about buying a 10-1/2 percent good 

12 Alaska mortgage. 

13 MR. LOVE: It is serving markets that haven ' t 

14 otherwise been served. 

15 MR . HOHLSFORTII: Every investment has a social content , 

16 if you ' re talking about even investing in Gene ral Motors stock 

17 or whatever, u. s . Treasury. I think you get to a pretty 

18 a ttenuated use of the word social there. I don 't necessarily 

lY accept the proposition that any savings account has to have its 

~ interest reinvested. Equally, you can have the income and the 

21 principal is there for future generations. I do accept the 

22 basic proposition though that may make some sense that even with 

23 a savings account it is good to have a board to ping- pong your 

24 work against at least twice a year. That is always good for a 

25 manager. 
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MR. C~WFORD: A couple of the opt ions that have been 

2 suggested here such as p r oceeds of t h e savings acco unt concept 

3 going into the General Fund or proceeds going back to the 

4 Permanent Fund for a speci,fied period of time for growth fund. 

5 

6 

DR. LOGSDON: What do you cons i der a savings account? 

MR. GALLAGHER : In my mind we mean government 

7 corporates and fixed income. You can also buy private 

8 placements. You can also make CD ' s . 

9 MR . EDENSO: Are we considering the different ways you 

10 earn income in the savings account approach, or are we 

11 considering some kind of a structure and organization for 

12 managing the savings account approach? 

13 MR . WOHLSFORTH : I think we're off on a mixture. 

14 MR . EDENSO: Well , regardless, you have a pool of 

15 money there and you have agreed to manage it somehow, you 've got 

16 to have some kind of management decision making process which 

17 tells you investment A is better tha n investment B vcrus C, or 

18 what have you. And if it's going to be into some kind of 

19 developmental activity or some social goal, then you're going to 

20 have a board or management structure that somewhat varies from a 

21 pure investment banking func tion where you' re making decisions 

22 on money market instruments, whether fixed income, equity or 

23 mortgage loans. It's a different kind of activity, a different 

24 kind of decision making process. To try to get a board to agree 

25 on one instrument over a specific period of time when you know 
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the money market is changing daily, you might never gain any 

2 income opportunities. Under ·savings account then, we're ta~king 

3 about a straight money market activity. 

4 MR. LOVE: This is something I don ' t think ha s been 

5 discussed. Let's say that your policy for the savings account 

6 was partially to buy mortgages in Alaska because they are 

7 considered good investments. So you went into the secondary 

s money market and you're buy i ng notes from savings and loans with 

9 commercial banks , is this the area where the Per manent Fund 

10 should get involved like making decisions , here's a chance to 

11 use the economic power of the State of Alaska to use these social 

12 funds to reform institutio n s within the State . For instance, 

13 say we will not buy mortgages from savings and loans if they use 

14 the proxies because we don't think that ' s a democr atic way for 

15 that institution to function. I ' m just using that as an example . 

16 At some point if we decide , you know, whether or not it would be 

17 the purpose of the Permanent Fund even if it was managed as a 

18 savings account to get involved in using its eco nomic power to 

19 get other types of objectives out of different institutions withi 

20 the State . I don ' t know if you guys want to talk about that at 

21 any point or rot . 

22 

23 

24 

25 

MR. GALLAGHER: 1.rhe f inancial objectives you get out 

of u. s. Government, whe n you invest in u. s. Government , arc 

you going to say , you know , get -- o n your deficits? 
' 

MR. LOVE: You might no t get anything out of t here but 
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you might. very ~ell be able to af feet the savings. and loan 

2 industry. 

3 MR. GALLAGHER: When we're talking about savings 

4 account, we' re mainly talk.ing about investment decisions that 

s arise outside -- it's a trust account and you look for the 
. 

6 highest rate 'of return. And that quite likely may not be in 

7 Alaska. 

8 MR. WOHLSFORTH : Let's accept the proposition that it 

9 is .possible the Legislature could indeed decide that they wanted 

10 tci reform financial institution practices in Alaska through the 

11 use of the monies in the savings account. All right, we've 

12 said it now let's go on to something else. I don ' t think it 's a 

1~ realistic use of a savings trust account personally. Others 

14 may think so. 

15 MS FLEISCHER: Would that inc lude mortgage investments, 

16 secondary markets. As we heard yeste :·day , the savings and loan 

17 sell their mortgages to these outside investors and whether 

that is the kind of investment we would be making with this Fund 

19 in the State. If it is, then could you also tie that to some 

20 decision, for instance, to invest in home mortgages in the 

21 vj llages. 

22 MR. GALLJ\Gll ER: No, th<m that would become some sort of 

n developmental. 

24 MS. FLEISCllER: If a decision is made that i t - Llocs not 

25 produce income , but t:!xpcricncc s hows that it is sometimes 

income producing. That has been shown in Chicago in areas th.:i t 
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were redlined because the banks decided they were not income 

2 producing but, in fact, when they went in there and did make 

3 loans to those neighborhoods, they were very high income 

4 producing loans, in fact higher than citywide. So my question 

s is, who is making the decisions as to whether ---

6 MR. GALLAGHER: That is an important structural 

7 question. 

8 MR. LOVE : It is an important one I think, who is 9oing 

9 to make the decision . 

10 MR. GALLAGHER: The thing that is analagous to it the 

11 pension fund. And we do try to fill the unfilled need in the 

12 State. One of the things we try to fill is the 68 to 100 ,000 

13 dol l ar market where there is no Outside investor for, and on 

14 which we get outrageous rates of return. The major market that 

15 we are filling with the pension fund is the 68 ,000 to 100 , 000 

16 dollar market . 

17 MS. FLEISCH ER: · There is a person staying at the house 

18 now from Bethel and you can't get loans on hous e s in Bethel. Or 

19 if you get the loan, you can't get insurance. Is that need 

20 being met? 

21 MR. EDENSO: Well, Lanie, you have to understand the 

22 nature of the way land is sold and deeds in rural Alaska. 

n Sometimes you just can't get any kind of indication as to who 

24 owns title to what. And you have the consideration of whether 

25 or not you have adequate fire protection and whether or not you 
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can get insurance on your mortgaye. 

2 MS. FLEISCHER: Well, apparently they can't. 

3 MR. GRUENING: Maybe what we are trying to get at 

4 through the trust account ·if we do want to reform the practices 

5 of banks , maybe it can be more directly done through a statute 

6 which says you can't redline, or identifies redlining. Maybe 

7 we ' re trying to do indirectly what we can better do through 

8 another means, another vehicle. The other points, let ' s say 

9 housing loans to Bethel, if the bank isn't maKing it - - maybe 

10 that's what we're gc ing to do under community loans. !lave the 

11 Permanent Fund make it directly out there. But I think 1 .. :e .:ire 

12 going to end up having everything under one category ayain . 

13 MS. FLEISCHER: My question was, is this a good place 

14 for it and your answer was probably not . 

15 MR. GRUENING : Probably not, but we could list it. 

16 MR. WOIILSFORTH: Is there any :more disc1· J.On under 

17 savings account . 

• 18 MR. LeRESCHE: Could we pretty much establish the 

19 principle that the savings accoun t obje~ ive would r equire the 

20 simplest of all the management structure:;? Is the board agreed 

21 on that? 

22 MR. WOHLSFOR'l'll: Yes. 

23 MIL CRJ\WFORD: Possibly under c1ptions there , we should 

24 list the trust concept of managing for the highest return. 

25 MR. G/\LLl\GHER: That is one of the goals you h.:ivc to 
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write up there, . Jim. 

2 MR. LOVE: I would ·like to at least look at the 

3 structure of the Regional Native Corporations as a:i alternative 

4 to that of a centralized system. We've got sort of an 

5 analagous situation . If the Natives are managing for the 

6 purposes of providing revenue and profits and most l y making 

7 investments within the State of Ala~ka -- this is at least 

8 something that I think should be analyzed in terms of alternative 

9 MR. LeRESCHE: I don't understand which characteristics 

10 of the Native Corporations he is talking about . 

11 MR . LOVE: There are s eparate corporations representing 

12 geo~raphic areas of the State. Maybe the same thing could be 

13 done with the Permanent Fund. I may not advocate that but I 

14 certainly think we ought to at least consider that, particularly 

15 since there is such an obvious model to study , you know, the 

16 implementation of the land claims. 

17 MR. EDENSO : I don 't see the similarities between the 

18 Permanent Fund and the Native Land Claims Settlement Act at all. 

19 I don't think there is any degree of ~omparison . The one has a 

20 complete ly different objective than the other . 'l'he Native Land 

21 Claims Settlement Act was to satisfy what Congress recognized as 

22 a just claim upon the State of Ala s ka a nrl t h e u. s. Government . 

23 The other is the Permanent Fund which distributes benefits from 

24 a resource owned by all the reside nts of the State of ~laska. 

25 MR. LOVE: What's the diffe1 " nee? 
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MR. EDENSO: The difference is the Native Land Claims 

2 Settlement Act is mandated by law to provide in fee simple 

3 title, mainly land distribution to the 12 Regional Corporations 

4 and to provide monetary distribution to the 12 Regional 

S Corporations. It aiso identifies specifically who the 

6 beneficiaries are under the .Act. 

7 MR. LOVE: The beneficiaries are the people of 

8 Alaska, I think that is pretty clear. 

9 MR. EDENSO · Who are the people of the State of 

10 Alaska ten years from ~ow. 

11 DR . LOGSDON: There is one point that I think he is 

12 trying to make here. Should the Fund be in the whole or should 

13 it be subdivided in parts based on one thing or another . For 

14 instance , we heard yesterday the possibility of subdividing the 

15 Fund by specifying a certain percentage o f it should go in 

16 utilities, a special fund for utilities. I think what he is 

17 saying is, should we subdivide or ---

18 MR . GALLAGHER: 'l'he question is, should it be 

19 sectoral or regional. 

20 MR. GRUENING: Maybe one of the points Jamie was gett Ln 

21 at is maybe democratizing the economic decisions by region. If 

22 we're t a lking about development, shouldn ' t the people within a 

23 given region decide what kind of development they want as 

24 opposed to , let's say a ccntial board which may be r e presented 

~ let's say Anchorage interest -- developing our Anchorage economy 
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is built on development on the outside. Maybe it might be 

2 determined the region in which people would like tc live 

3 s hould have a say in the structure as to how they want it 

4 developed. 

5 MR. GALLAGHER: The other way, of course, is sectoral. 

6 You have to do power development, you have one to do utility 

7 development and one to do agricultural development . 

8 MR. GRUENING: Decentralization of management is maybe 

9 a better term . I think that is a basic question, whether we're 

10 going to have a one management structure for development or 

11 whether you decentralize. 

12 MR. EDENSO: Decentralization decision making . 

13 MR. LOVE: 'l'.hese are all various alternatives. It 

14 could be completely an autonomous corporation. It could be 

15 central management with regional decision making , development 

16 for a particular area. It could be combinations of the two. It 

17 could be completely autonomous Statewide thing that just did 

18 everything at a State level. Maybe that's the most efficient 

19 way to do everything. 

20 MR. WOHLSFORTH: Does this all presuppose a central 

21 governing board which interfaces with a r egional development 

22 corporation. Let's get back to a li t tle loglc there. There is a 

23 P.ermanent Fund, not 12 or 14 permanent fnnds established by the 

24 voters. 1\lmost certainly, it seems to 111e, there has to be a 

25 central -- some central governing body 

PAl" KLING REPORTING SE:RVICE 
SUITE .. 00 ANCHORAGE LEGAL CEN TER 

1016 WEST SIXTH AVENUE 
ANCHORAGE, ALASKA 

-212-



• 

• 

MR. LOVE: That could be a very simple function . An' 

2 executive director, divides up based on population, 13 or 16 or 

3 10 ways. 

4 MR .. WOHLSFORTH: . I don It think myself that is what is i 

5 contemplation. 

6 MR. EDENSO: It seems to me, Mr . Chairman, we're not 

7 talking about structure of organization, we're talking about 

8 functions, deve lopmental function, and trust savings acc0unt 

9 function, community development loans . These are all different 

10 kinds of investment policies and investment functions. 

11 MR . LOVE: To give you an example, let ' s say Kachemak 

12 Bay where the Statewide organization said we want to develop 

13 this area, offshore oil development, that's really the best 

14 thing to do, more jobs . The people of Kachemak Bay said we 

15 want to develop the fisheries , we want to have hatcheries and 

16 we want to have this and we want to have that. I see there 

17 could be a conflict in terms of --- I'm jus t saying this as a 

18 possibility, this may be a lousy example, but there could be 

19 different ideas about what development is best for the area . 

20 MR. LeRESClll~ : I think you're talking about different 

21 objectives f or differen t areas rather than about different 

22 managemen t structures . 

23 MR. LOVE: I think we should be operu ,\inded about all 

24 possibilities. It may be that you would want m~ybe 6 or 12 

25 dif fcrent ma nagement structures competing against each other ancl 
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some maybe would do very good and ·some maybe very bad , but maybe 

2 out of that -- maybe as a development approach, you ' d learn . more 

3 about it maybe than having a central organization wi th nothing 

4 to compare its success or £ai lure against. 

5 z.tR. WOHLSFORTH: Just one more time and then I ' ll quit. 

6 There ma~ be real merit in having regional autho r ities and they 

7 may be closer to people and they will be competing, but 

8 nevertheless it seems to me contemplated, unless I am absolutely 

9 crazy, that we have some central agency of some kind that has 

10 to allocate between agencies . Unless there is to be a 12-party 

11 di vision of the fund right from the start among these agencies. 

12 

13 

Would you accept that? 

I'm not saying I ' m against I MR. LOVE: No , I wouldn't . 

14 it ---

15 MR. WOHLSFORTII: I aM not talking about what you like , 

16 I'm talking about what the thing says. 

17 MR. LOVE: I think that JOU could conceive that there 

18 would be a very simple administrative function at the central 

19 level that really was hardly anything 

20 MR. GRUENING: What I had in mind -- I think you're 

21 rig ht, I think there has to be some central administration to 

22 determine wh ich region ge ts it. But t he idea would originate 

23 ~nd be adminJ stered by a regional authority which may or may not 

24 be part of the Permanen t Fund . They won ' t have to be. They 

25 could sprlng ur on their own. But t he concept would be the 
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Permanent Fund wouldn't take , say Outside investors who want to 

2 move into a region, or develop, or promote - - they would be 

3 dealing as say the World Bank is dealing with other authorities. 

4 That was jus t one thought I threw out. I can't anticipate that 

5 you woul d divide the Fund into 12 -- say if you were going to 

6 go as a model the Regional Corporations -- say we'll have 12 

7 funds . I don ' t know how you could divide the money in any way 

8 that would meet the constitutional mandate. 

9 MR . EDENSO: Mr. Chairman, I really have some difficult 

10 in understanding what Jamie is talking about , but it seem to me 

11 what he is trying to do is -- an organizational idea or a pure 

12 structural idea , what normally happens very efficiently in a 

13 ma r ket. If somebody has a n idea that maybe is goi ng to make 

14 money, they go to a bani· , they fi nd out if that idea has got 

15 some merit , the ba nk either ~<lys yea or nay, and you go with it . 

16 It sound s to me what J amie is try i ng to do .is c r eate a whole 

17 bunch o f little things that you are goi ng to have in a central 

18 location a nyw.:iy to satisfy some kind of st ructure. Is that my 

19 understanding of what you are s.:iying? 

20 MR. Gl\LLAGllCR : Let ' s look at a ma nagement structure 

21 of it ' s only a ne\I develo~·mcn t, wh .:it a management structure 

22 is quite liknly to be is a 5mall h ighly techn ical s ta ff . 

23 MR. LOVE: Centralized , e ither rcgionnlized or 

24 central ized . 

25 MIL Gl\LLJ\C.ll E R: r.i t ncr w.1y A You c .rn h-:ivc a S IMll 

Pl\ r t\ L ING REPORTING SERVICE 
SU ITL ~00 AUCllORACI: LtCAI. CCtHCR 

1016 wen SIX rtl AVl! HU E 
AHCttORAC E, ALA!>KA 

-215-



• 

• 

technical staf£. A staff that goes out and makes a whole lot of 

2 little tiny loans or a staff that makes a series of very large · 

3 loans. 

4 MR. LOVE: How do the t~ative corporations do it. As 

5 I understand it, they are autonomous -- the money is divided UtJ 

6 among them and then they do out and do their thing. The make 

7 their own investments, they make joint ventures when they want 

e to . Some of them invest in their own conununities, some of them 

9 invest in Anchorage. 

10 MR. GRUENING: The money is divided according to the 

11 

12 

It is complex -- based on population within the region . Bill. 
I 
I 

I don 't know where you would draw the line -- you might be ab l e 

13 to do it by statute , say so much money would go in this region __ J 

per capita basis I 14 MR. GALLAGHER: You mean make it on a 

15 of revenue s haring or something l ike that. Well, whe n you talk 

16 about development loans -- let's say divide up a region -- a 

17 development loan in the Aleutians, it migh r. be a whole lot more 

18 risky than a developmcmt loa n in /\nchoragc. 

19 MR. WOHLSFORTll: Certainly , the idea of a loca 1 

20 development corporation is a good one . I support that, j t might 

21 be a good in te rmediary for th is kind of t hing . Dut I can't see 

22 thilt the amendment contemplates a division of the n1uney by 

n tcgional secto~ so to th~t extent I don ' t think you can 90 much 

24 farther than simply rcco9uizin9 that we mc:iy intcrfDce with l o .al 

15 corporations. 

. 
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MR. LOVE: The only reason I bring this up and I hope 

2 in the future we can have some presentations on this. I would 

3 like to learn from the Native Co;r.poration' s experience how they 

4 manage their funds, what kind of investments have they 1:.:ide, with 

5 what success o r failure have they invested. I would hcpe at so~e 

6 point we would have some info on that . 

7 MR. EDENSO: Mr. Chairman, there is informati o n on 

8 that. It is published annually in each annual report from the 

9 Natjve Corporations . And for all practical purposes they have 

10 made their investments into Gonstruction activities and i nto 

11 money market instruments. 

12 MR. WOHLSFORTH: I think it is a good point and 

13 certainly they are a model of somebody who has a lot of money 

14 to invest in the last four or five years. 

15 MR. LOVE: I don ' t want to be on the record a~ an 

16 advocate for a decentralized syste~ but I think it would be 

17 wrong for us not to cons i fur this in our options and to take a 

18 look at some of the advantages of doing it t hi s way and also the 

19 experience of how it has already been done. If it has been a 

20 bad experience, I would like to know why lt was a bad 

21 experience and in what areas docs it feel it hus had a goo<l 

22 experi e nce . So that we can know that as we develop our own 

23 structure. 

24 MR. GRUENING: I have great difficulty i n e nvisioning 

25 hm1 you could itpportion as they have done in the Lanus Claim 
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bill money by either region or popu~ation. If it were b_y 

2 popul ation, it would a ll go to Anchorage. I am trying to co~e 

3 with that. I ~0n 't even ttink we can talk about it in terms of 

4 dividing it -- the money by region, but dividir:g the decision 

S making a~ to how the money is used within a region. I think we 

6 

7 

8 

9 

10 

11 

12 

13 

are addressing a political question here . Maybe we don ' t want 

to have one agency saying we're going to make a loan in the 

Bethel area for this , no matter what you think. I think that's 

what we are getting at . 

MR. EDENSO: I think one of _the things that was 

addressed by centralization, decentralization concepts was the 

idea submitted by Price Waterhouse and the recommendaticn for a 

board that would be composed from all the various election 

14 districts in the State . That would very definitel~ give you 

15 input on a regionalized basis as tc how you wo uld structure and 

16 possibly make decisions concerning either savings, developrn~nt 

17 or community development types of activity . 

18 MR. WOllLSFOR'l'll : Don ' t \·/e have something we can ~mt 

19 up here? 

20 MR . EDENSO: So far we haven ' t had anything to do with 

21 structural organization. 

22 MR. WOllLSFORTll: /\s Clark just said, divide the 

n decision making by regions and this raises the issue would there 

24 be some sort of subsidiary governing board by regions or docs 

25 reprcscn ta tion on t he citizens boa rd meet t:ha t problem? 
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Central and reg.ional boards might be better than funds. 

2 MR. LOVE: I like Clark's suggestion of saying that 

3 we consider recommending ~hat people in a given geographic 

4 area have some say over the types of development investments in 

5 their own conununities. I think that sounds like something we 

6 should really 

7 

8 

9 

10 

MR. EDENSO: One of the problems I have is the way 

Jim has been writing these up her~, one thing versus another 

thing . I think what we are doing that way is excluding one over 

the other. We should just say centralized boards, decentralized 

11 boards, etc. 

12 MR. CRAWFORD: Under development, I think it would 

13 also be appropriate to get into the management of it on a~ 

14 administrative rule basis, whether or not the funds would go to 

15 development of any of these at the highest return to the fund. 

16 MR. GALLAGHER: Development doesn't necessarily mean 

17 that . Maybe the highest economic r eturn but not the highest ---

18 MR. LOVE: I think that's true, we've got to resolve 

19 whether or not th~ development loans are going to be prudent or 

20 best return, or what is the alternative criteria 

21 MR. EDENSO: We can give it away. 'I'he point on that 

22 it seems to me you at l eas t have to earn some kind of income 

23 whether it i s 1 pcrce~t or 2 percent or 100 percent. 

24 MR. GALLAGHER: You may be looking at the highest 

25 economic returns, or you may -- but then you stray away from that 

PAT KLING REPORTING SERVICE 
SUll'E ~00 ANCHOl<ACE Ll!GAL CENTER 

1016 WEST SIXHI AV ENUE 
ANCHORAGE, ALASKA 

-219-



• 

• 

1 land decide to make it social -- tie in a social one. Say, in a 
' I I I 

' 2 rural area an economic diversification that doesn't really mak~ 

3 all that much sense. It employes lots of people ---

4 MR. LOVE : I think there is a difference between high 

5 return to a return and a lower interest rate . And a third 

6 category is marginal chance of return . That is a decision we 

7 are going to have to decide whether or not we want to include 

8 in the types of investments that won ' t pay off at all . That 

9 could make the Permanent Fund less than permanent . If it does 

10 pay off but if it doesn ' t pay off, at some point we are going 

11 to have to develop some philosophy along that line. 

12 MR . WOIJLSFORTH: I would say that income producing , 

13 you're not only going to get the income but you're going to get 

14 the principal back too . 

15 MR. LOVE: I think it ' s a threshhold question. 

16 MR. EDENSO: Mr. Chairman, under the decentralized 

17 concept, would the decc~tralized board or organization , would 

18 that be making decisions concerning an investment or a series 

19 of investments or something of that nature . And, if so, how 

20 would they indicate that to some kind of a centralized 

21 organization which establishes a Permanent Fund. You obviously 

22 don ' t have a dozen Permanent Funds, you only have one. 

23 MR. GALLAGHER: Jim, the re is one otter third sort of 

24 board thJt we did talk about . It wasn' t regional, it was 

25 sectoral. 
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MR. ~OVE: Inst~ad of boards for geographical areas, 

2 boards for various types of development. You may want an 

3 advisory board for petroleum development, mining. And you bring 

4 in people with unique expertise versed in these various areas of 

s development that are more qualified to give advice in those 

6 particular areas. I think that has a lot of merit. 

7 DR . LOGSDON: The thing that scares me about that is 

8 the only example I am able to put my finger on is the failure of 

9 the development bank. \ 

10 MR. LOVE: We are just showing alternatives here. 

11 He is not s aying that the loans would be diversified, he is just 

12 saying an advi sory board for something like tha t o f particular 

13 industries so that they could have a broad backgro und. 

14 MR. WOHLSFORTH: Sectoral advisory boards? I don't 

15 know what that means but it sounds good. 

16 MS. FLEISCllER: Another consideration if we did that, 

17 we'd still have to have some way to protect the neighborhood , 

18 even if the decisi on were made by a n expert, i t sti ll could be a 

19 bad decis i on fo r tha t vi l lage, tha t region , that area. 

20 MR. GALLAGHER: I t ' s a combin a tion. It's a ccntrill 

21 board with a combination o f secto ral a dviser s . 1\nd under the 

22 ccntrill board yo u go ou t and ta lk to the people a nd s ec i f they 

~ want it in that area. 

24 MS. FLEISCllER: 'I'hcr11 could be il pro ject de veloped 

25 which would be ubsolu tc ly de vastating to that pa ~ ticula r vil l age 
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or region . 

2 MR. GALLAGHER: There are two ways to do it , you 9an · 

3 put the decision making out there or do the hearing process out 

4 there. 

5 MR . MOTLEY: I would like to ask the board for a 

6 comment . If you decentralized this and went into various regions 

7 let ' s assume, for example, a genuine need for electricity and a 

8 particula r individual in that particular region where the dam is 

9 

10 

going to be constructed says I like to fis h in that stream and 
\ 

therefore I think this is really a disastrous thing so henceforth 

11 let's say no to this particular area . Wouldn't this cause a lot 

12 of problems in some of these larger development programs that 

13 may be necessary for Alaska . 

14 MS. FT .. EISCllER: Maybe the need is for energy, maybe 

15 thermal energy is a better unswer than a hydroelectric dam . 

16 MR. EDENSO: I think, again, central boards is 

17 descriptive of possibly more· than one boaru . 

18 MR. LOVE: We have the Pr ice Wate rhouse model which is 

19 one model for development . Another app : oach I think might be to 

20 just turn the development completely over to the Department of 

21 Economic De velopment and j ust make it a cabinet position -- say 

22 that that function of the Permanent Fund be managed by somebody 

23 in the Cabinet. I think that is an alternative you might want 

24 to consider. 

25 MR . MOTLE~: Wouldn 't that come under a great deal o( 
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po l i t i cal pressur~? 

2 MR. LOVE : In terms of development loans I think that · 

3 might be good. 

4 MR. MOTLEY: That means that the pres ent governor or 

5 whoever designs that Cabinet then can pretty much select in which 

6 di rection that the Permanent Fund ' s monies are going to go. 

7 M.R. LOVE: This may or r.lay not be all the funds that 

8 are in the Permanent Fund . It may be that a c~rtain percentage 

9 i s in savings account, a certain percentage in development • 

MS . FLEISCHER: The question then is, do you w~nt it 

11 subject to the pressure of the population, maybe you do want 

12 po l itics to have something to say about it. 

13 lvL~ . LOVE : Maybe you just want a commissj)ner who is a 

14 member of the governor ' s cabinet subject to confirmation or 

1.5 rejection by the Legislature. 

16 MR . GALLAGHER : There is also one other thing , you 

17 could make it all in CD ' s and put it all in banks and let them 

18 make all the decisions . 

19 MR. LOVE: Let t hem make all the decisions, that is 

20 something they have expressed a will ingness to do . 

21 MR . GALLAGHER: I didn ' t hear them s~y that . 

22 OFF tl'llE RECORD 

23 ON THE RECORD 

24 MR. LOVE : Mr. Meekins approached me yesterday about 

25 the Legislature making up the board of the Permanent Fund. I 
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10 

11 

12 
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15 

16 

• 17 

18 

19 

20 

21 

22 

23 

24 

25 

know that there are many legislators who think that is a good 

idea. I guess that is not too surprising . 

MR. GALLAGHER: They don't have the power under the 

constitution to be able to do it though. 

MR. LOVE: Maybe they were given that power by the 

Constitutional amendment. 

MR. GALLAGHER: They weren ' t given any e xecutive 

power , all they were given was policy making power . 

MR . EDENSO : The question then comes , can a legislator , 

also be on the board. Then you've got a board that is 60 

members strong, not 40. 

MR . RHODE: I have had discussions with legislators 

on th~t point. And I said it awaits legal advice by the 

Legislative Council or the Attorney General a s to whether in ~act ' 

the Legislature could , in fact , or further as one legislate~ na s 

suggested that they b e able to approve each and every loan ove:r: 

a certain size . I have been advised that posnibly because the 

amendment was a separate part of the Constitution the norma l 

doctrine of separation of powers might not apply. 

MR. GALLAGHER: We have a pretty clear case on the 

Royalty Board on which the people just voiced their opinion. 

MR. WOIILSf'OR'l'll: I think there are so;,1e real legal 

questions here that I hope are being oddrcssecl at the outset . I 

have at l east four that I have heard. A. How much latitude is 

there in the Legislature to divid~ the Fund up into regio ns . 
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B. How much de legation is permissible by the Legislature to a1d 

2 the board . c. What does income producing mean. And D. Can 

3 the Legi s l ature appoint member:. of the board directly , or sit as 

4 members of the board. 

s MR. GALLAGHER: That's a question whether the 

6 Legislature cons i ders it executive . 

7 MR. WOHLSFORTH: I think t hey are all interrelated. 

8 I think they are major questions that have to be addressed very 

9 early • 

10 MR . CRAWFORD: Is the Attorney General addressing 

11 those questions? 

12 MR. GALLAGHER: We have to know what the questions are 

13 before we ~an answer them . We will try to get them answered, 

14 yes. 

15 MS . FLEISCHER: I move that we ask Sterling to ask the 

16 Attorney General for answers to t11ose questions before the next 

17 meeting . 

18 MR. CRAWFORD: Can I make a suggestion on your motion. 

19 And I will second it . I wo uld like to am0 .1d the motion to read 

20 either the Attorney General or a private attorney , whichever has 

21 the time prior to the next ---

22 MR . GALLAGHER: The Attorney General h.:is a staff o : J S 

23 attorneys . 

24 MR. CR.l\.WFORD: I just want to make sure we arc go:i. ?1lJ to 

25 get it back so we can do something on it. 
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? Would you repeat the questions? 

2 MR. WOHLSFORTH: A. How much latitude is there in the 

3 Legislature to diyide the Fund up into regions of th.a State. 

4 B. How much delegatlon of· powers is permissible by the 

s Legisla':ure to aid the board. c. What does income producing 

6 mean. D. can the Legislature directly appoint members of a 

7 board. These are broad questions and I wouldn't have the 

8 vaguest notion that a young Attorney General spending all his 

9 time from now to the next meeting coul d give us clear- cut 

10 !' definitive answers . But at least he can get started on it . 

11 MR. CRAWFORD: I think it would be helpful to gi.ve 

12 some type of deadline, either we can get an answer or we can ' t . 

13 MR. EDENSO: What are you going to do if he doesn't . 

14 MR. CRAWFORD: I t is sometimes helpful to give peoi;:le 

15 deadlines. 

16 MR. WOHLSFORTH: We agree. Let ' s move on to 

17 cornrnuni ty loans . 

18 
I 

MR. GALLAGHER: Community loans. I can see in this 

19 area direct lenJing, I can see indireqt lending -- I am just 

20 going 1, 2 , and 3, Jim. You can see community d1:velopment 

21 corporations. You can see different sort of boards, different 

22 agencies for different sort of things like housing, utilities. 

23 ~gain, we' re going over the range of possibili ti<~ s. 

24 MR. LOVE: I think Sterling earlier brought this up 

25 the idea, I don't think it should be community 1C1ans but ra thcr 
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community development. I think the earlier concept was that 

you just go to highest and be3t use and maybe go to a trust 

approach in terms of income p~oducing, and you just give people 

money and let t hem make their own choices. I mean if people 
. 

have more money then they can afford to pay more local taxes, 

they can a fford to buy houses easi er . 

MR . GALLAGHER: You can't do that as an Lwestment 

loan, you can only do that with income producing investments . 

MR. LOVE: We're talking about three goals, trust 

account, economic developmen~ and community development. I'm 

saying that you might achieve community development better by 

distributing money ---

MR. GALLAGHER: They 've got to produce income and 

have to h ave an asset . 

UR. LOVE: I ' m just saying that the way you might 

develop a community is by having a trust account, instead of 

reinvesting the money in a trust account, distribute the mone} 

to peoplt and that they use their money in the market place to 

develop their own communities. I would feel better if you put 

down community dev elopmen t as a goal because I do n' t t hink the 

goal is to make loans, the goal i!: to develop - - devclopmen t 

type of stuff. 

MS. FLEISCHER: Community developme nt loans. 

MR. LOVE: Giving a way money might be 

income, distribute the income. 
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MR. GALLAGHER : That isn't in this management 

2 structure. 

3 MR. EDENSO: You've got something written up there , 

4 fund, and I didn ' t hear anybody say fund , and you 've got CDC 's 

5 and I didn't hea r anyone say CDC ' s . And you've something called 

6 differential. We ' re talking about structure . 

7 MR. LOVE: I think Jim ' s point is he may want to deal 

8 exclusively with CDC ' s for community develo~ .. :on t-. That is a 

9 potential way of doing it and it also addresses sor.1e of the 

10 things we talked about earlier -- development loans , you know, 

11 sort o f decentralizing them. 

12 MR. EDENSO: Why don 't we say what CDC 's are first. 

13 MR. GALLAGHER: Let ' s say in fact what they do , they 

14 do a l ot of sma l l business loans, they are not much into the 

15 housing business. 

16 MR. LOVE: I think there is u. lot of emphasis on CDC ' s . 

17 In depressed areas where they have tried to develop local 

18 economy , big emphasis on jobs. llowever, 1 I thi nk as Sterling has 

19 mentioned in earlier meetings , they could just as well be 

w involved in construction of houses as well as anything else. 

21 MR. EDENSO: Bob , do you have any idc.::is on structur.::il 

22 organization? 

23 MR. BARNES: My idea on this type o [ thing is, if you'r 

24 going to have a central board to handle this thing , then what 

25 does the central board look like. I think the model that Price 
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1 Waterhouse came oµt with is basically the model that everyone 

2 seems to be happy with, but we haven ' t addressed that citizens 

3 board type thing. I don't think we should get into whether 

4 we ' re doing direct loans or indirect loans . I'm t a lking about 

s the structure -- wh6 is going to manage this, and we're 

6 philosophizing on how you do these things but not the structure 

7 of this entity that does it . I think that is what we should 

8 concentrate on . 

9 MR. LOVE: I think it should be decentralized as much 

10 as possible. 

11 MR. EDENSO: Do you have any ideas pertaining to the 

12 structure itself or the organization of the structure, possibly 

13 a board or not a board? 

14 MR. BARNES : I sort of do think that the citjzen board 

15 approach for the political sensitivity is important. That could 

16 be a small board appo inted by the governcr who actually operates 

17 the entity and l ~t them choose the management . I don ' t think we 

18 should 'Jet into the board will have to have so many managers. 

19 t-Je can g l vc that to them as their rcsponsibil i ty delegated to 

20 them. And I think that is the basic structure. We all seem to 

21 come back to that. And the Legislature will tell us t he 

22 philosophy, the goals that that bo.:ird is SUi:li.:>osed to meet. l~o 

n matter what you're going to do , baaicolly th.:it structure is 

24 going to serve if you have a · developmental type aµ~roach. If 

25 you have the savings approach, you have a small board and .:i small I 
I 

PA1" KLING REPORTING SERVICE 
SUITE ~00 ANCHORACI! LCGAL CENTER 

1016 WEST s1xrn AVC:NUE 
ANCHORAGE, ALASKA 

-229-



• 

• 

staff. And I think those two alternatives are the only things· 

2 we are talking about. 

3 MR. LOVE: I think we are going to have to deal with 

4 the same issue here that we did on development loans and that is 

s -- we may come to different conclusions on the two programs 

6 and that is whether or not you want to have decentralized 

7 decision making about what the priorities are in different 

8 communities as far as development in those communities. You 

9 still will be able to have centralized management of the actual 

10 development but you may want the decisions made about what they 

11 want developed decentralized. 

12 MR. BARNES: Mr. Chairman , T wonld say the citizen 

13 board concept answers that question. You do have the input , 

14 that 's what they're there for. If you keep putting this 

15 decision points out all over the State, you're going to get 

16 nothing done . Someone will say no or veto it or something like 

17 that. So it doesn ' t serve a purpose to say you have to 

18 completely put it out there. You have the input on a general 

19 broad basis and that ' s the only way it's going to work. They 

20 can 't say yes and no t o every project, you 'l l get nothing done. 

21 Ten years from ·now you'll just have money piling up. 

22 MR. MOTLEY: Might I take a few minutes of the 

23 Conunittee's time. I'ye spent quite a bit of time with a nwnber 

24 of other people, manngerial people throughout the business 

25 conununity on the kind of a structure that I would like to 
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basically put out to have the Committee review ~nd have . 

2 discussion on. And, if it would be accept abl e with you, I 

3 would like to turn the board over and put it down in black and 

4 white so everybody could see. 

s MR. Gl\.LLAGHER: That 's what we are trying to accomplish 

6 here , finish up community development. Has it been already 

7 discussed in the development aspect or is it a combination which 

8 we come to next? 

9 MR . MOTLEY: It ' s basically just a structure to 

10 manage the Permanent Fund , per iod. It does not have any 

11 objective goals or anything else , but at least establishes 

12 a centralized managerial group, such as Bob Barnes is talking 

13 about and also Frank Fergusion was talking about it. 

14 MR. GALLAGHER: What is its objectives? 

15 MR . MOTLEY: The objectives will have to be settled 

16 by what the Legislature says. 

17 MR. GALLAG~IER: Then wha t you are trying to do is 

18 nonresponsive to what we are trying to accomplish. 

19 MR. MOTLEY: Well, basically, I thought we were trying 

20 to accomplish a structure , a managerial structure , to handle 

21 the~e Permanent Funds . There ha s been a conunent made that we 

22 have to have a different kind of managerial structure if we have 

23 a savings account or if we have a development corporation or a 

24 community loan project. I don ' t think so . 

25 MR . GALIJ\GllER: We still have one category left called 

. 
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combination . ~f you want al l three .of t hose goals or an 

2 additional one, maybe what you want to do is brinSJ it up when 

3 we get to combination. 

4 MR. MOTLEY: All. right, I ' ~l wait -- I ' ll hold off 

5 until after we finish the combination. 

6 MS. -FLEISCHER: I still don't understand how you' 11 

7 get regional decisions reflected under community development. 

8 I think that people will ha.ve some priori ties in their own 

9 communities that somehow have to be reflected a nd I don ' t 

10 understand how that ---

11 MR. GALLAGHER: You don't think it can be accomplished 

12 with some sort of sectoral -- say the Natives want teachers 

13 housing , and then you do that through 1\laska Housing Finance, 

14 you don ' t. think that can be accomplished. 

15 MS. FLEISCllE1': Do you want to put -- repeat what 

16 we ' ve said under development under community development . 

17 MR. GALI~GHER : I think we have it up there. 
I 

18 MS . FLEISCHER: Okay , then s pell it out for me. The 

19 board made up of representatives from different agencie s? 

20 MR. GA.LLl\GIIER: No, let's say you have one agency 

21 handling housirig and another one small business loans. 

22 MS. FLEISCHER: '1.'hen how does a particulLir village get 

23 their priorities ---

24 MR. RHODE: They would approach that existing State 

25 age ncy to put a loan t0gether and of fer it to the Permanen t 
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Fund . 

2 MR. LOVE: I n response t o Mr. Barnes ' comme nt that he 

3 t h inks the citi zens board would be able to per for m the function 

4 of g i v i ng t ne input of what a particul ar community want s out of 

5 i t since we've got these guys elected from the Senatorial 

6 Di stricts, I think the problem with that the citizens advisory 

7 board is given two j obs. One is t o deci de t he i r pr iorit ies as 

8 to whether or not t he Fund should -- let ' s use these existing 

9 . things, trust , development and community devel opment . Now, 

10 let ' s say you ' re a community .and the guy that got elected ran 

11 on a real strong rlatform of development and that was it. He 

12 was opposed, l et ' s say , to putting a lot of dough i nto 

13 community development or the trust account. Let ' s say he was 

14 successful to a degree that they're still going to put some 

15 money into development , that may not be the person who is best 

16 eg· i.pped to repr esent .:he wishes of that particular community. 

17 He may have done a ptetty good job in saying this is our 

18 priority in terms of how we want the Permane nt Fund inveated, 

19 but he may not be the most sens i tive person as far as that 

20 community is concerned in term~ of communi ty Jevelopment . I ' m 

21 not thrilled with Price Waterhouse ' s idea of a 32- member citizen 

22 committee meeting once a year. I would like written down on the 

n boar d , regional advisor y committees to t he centr a l management 

24 of the Pe r manen t Fund about t he types of community development 

25 they want as pa r t of the structure. 
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MR . ~OVE : Also , I think we should also 

2 MR . WOHLS~,ORTH: Jamie wait a minute. Others may 

3 have some thoughts now and the time is short . You have really 

4 had ample time . Does anyone .• ave any other comments on this 
.· 

subject before ~~ turn the board over? s 
6 MS.~FLEISCHER: Can we add veto to that because of 

7 what Mr. Barnes said, and I do think the people should have the 

8 right to veto a particular project if it isn ' t right fl ·r that 

9 particular region . 

10 · MR . EDENSO: Should we have a general election to get 

11 some kind of development done? 

12 MS. FLEISCHER: I don ' t think we should ram something 

13 through because it is good for the State if it is not good for 

14 the region. 

15 

16 

MR . GALLAGHER : A community development loan is a 

pretty small loan and it only affects If you are talking 

17 about a bigger dev~lopment project, then it would fall over 

18 here . But if you are talking about a housi~g loan in Bethel, I 

19 don't want them to vote on e ve ry housing loan. The very fact 

20 that you do a development loan, you ' ve got to go out and ge t 

21 input f rom the community . That is the only way you can do it . 

22 If you ' re going to have a utility system , the city council has 

23 got to decide they want a utility l oan. 

24 MS. FLEI SCHER : In other words, you a r e suying it is 

25 alr eady 

. ~. 
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MR . GALLAGHER: It is implicit when you talk about 

2 communi ty development. 

3 MR . EDENSO: Why don ' t we add to a 5th one under 

4 community development loan , why don ' t we say city council s and 

5 managers and ?oroughs and combined assemblies. Those are 

6 structures that we could conceivably deal with. 

7 MR . WOHLSFORTH: I think you get to a point where you 

8 really don ' t like the ph~losophy of a development loan and you 

9 get to this point. Admit it if you don't like it . 

10 MS FLEISCHER: If you ' re talking about me, I do like 

11 the idea but I want to make sure that somehow the Ftructure is 

12 set up so people have a real say as to what ha ppenes to them. 

13 MR. GALLAGHER: We al l agree with that. 

14 MR. CRAWFORD: Mr . Chairman, I would like to ask 

15 Dennis a question. Do you feel that this recommendation you 

16 have come up with is applicable to the four alternatives that 

17 we've had? Is it a m'ana~iement system that can be '1ccepted 

18 MR. MOTLEY: If you are asking my opinion, yes. 

19 MR. WOllLSFOR'l'JI ·: Maybe we can get on with that. Is 

20 that the board ' s decision? 

21 MR. MOTLEY : What we tried to do in the approach was 

22 to approach it .:is a businessman's decision if e ach one of us 
I 

n was g i ven a million dollars or a billion dollars or whatever and 

24 try to work out managerial decisions on how you ' re going to 

25 structure this thing. You can go on for an eternity t:alking 
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about various structures. You could have them decentralized 

2 where you wo uld have everybody in the whole State of Alaska 

3 workin~ on this thing, the bureaurocacy involved would be so 

4 great you'd never get anything done. Starting off here at the 

s top, using the Department of Revenue for openers. Commissioner 

6 ~f Revenue . O~er here in this block will be the Deputy 

7 Conuniss ioner and we have Deputy Commissioners of the Treasury. 

8 I ' m taking a line off of that because of t he fact the 

9 Department of Revenue has already got short term vehicles, 

10 peop l e working down th"?re in governmental investments in 

11 Treasuries and CD's nr deposits in the bank, we thought that 

12 working off of this particular Department of Revenue which is i n 

13 cuarge o £ handling money for the State of Alaska. Over here c. 

14 totally separate group of people, i.e., a president -- or start 

15 from the top , Chairman of the Board, president , vice president 

16 and so an . The same structure as the banks . When a bank such 

17 as Bob Earnes, or the ND of A or the First National -- have , 

18 working staff and the Chairman of the Board and the president 

19 and these various officers, depending on the amount of work to 

20 be developed and this will depend on whether or not we are just 

21 going to go to savings or whether we are going to development 

22 or commun i ty loan and whatnot. The larger it is the more staff 

23 you're going to have . Over h~re and totally separate from any 

24 other e n tity we have this box, and' we have a staff of people. 

25 For example , you decide to go just into a saving s account , you 
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mjght get one person, i.e. , a money manager from Outside which 

2 will invest in CD's or gGvernments or whatever we have . We 

3 think that they shou l d have a board of directors. We selected , 

4 and this is something open for discussion , 12 people. The 12 

S people are broken down into groups of 3 . The top group wou ld 

6 be in power f9r 4 years . The next group is 3 years , 2 years and 

7 1 year . By structuring i t like this you are going to alleviate 

8 potential possibilities of turning this thing into a political 

9 fo6tball because of the fact this particular individual up 

10 here will be in office , either elected or appointed, for 4 

11 years , Governor Hammond is going to be there for 2 years, or 

12 maybe another 6 years. But each one of these individuals will 

13 keep moving on so there will be no direct conflict by the 

14 board of directors who, in fact , will be the people -- the 

15 board of directors will be responsible to these people here . 

16 These people can hire or fire these indi\'iduals depending on 

17 the performance of what they are doing with the Fund . 

18 We suggested that these 12 peo~le b e selected , 6 

19 from the administrative group , the governor ' s group, and 6 from 

20 the legislative group . Those particular individuals would be 

21 chosen such as · the way the commission board or the board of 

22 realtors is c hose n. Divide the Slate into five different 
I 

n sections and a particµlar individual comes out of each one of 

24 those areas to make up the board of realtors , to make a l l the 

25 decisions in the real estate area . Now , this particular group 
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up here is expanded to whatever the demands are going to be. 
' 

If you decide every step is going to go into development, general 

development of the State of Alaska, needless to say this 

particular board ia going to have ~o be much more large in size. 

If you elect. just ·to put it in savings, probably one small 

business manager and one- quarter of one percent in the Lower 48 

to invest in various savings accounts, Treasuries, or whatever . 

Just an individual, maybe out of the Revenue Department . But 

this way, you have totally alleviated the thing from the 

political atmosphere. This particular board cculd treat just as 

a business assignment. Take the money and make it go. 

Now, as far as the structure of these people are 

concerned, this has to go on to a later date because the 

people of the . State of Alaska or the legislature ~ill have to 

decide what kind of vehicle they are going to want . If they 

want a combination of savings account, general development or 

community. That could be called maybe Alaska General Development 

Corporation or it could be called something else that the 

Price Waterhouse people and the White Weld people come up with. 

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 you are going to want to go into. At least by 

keeping this concept, working'management, they can immediately 

take over the responsibility. 

MR. BARNES: I think you need a tie-breaker on your 
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boar d, either 11 or 13. 

2 MR. MOTLEY: 13 we' 'il say, or some odd number. T~1e 

3 question was asked, how is the policy decision made up here . 

4 The policy decision would come -- let's assume that after this 

s Committee and the legislature have come to an agreement , 1/3 

6 into developm1ant , 1/3 into local community areas and 1/3 into 

7 savings. This policy would be handed to this group of people 

8 by the legislature, these peo~le would be responsible -- if 

9 they didn't they'd get fired and put in new people. By putting 

10 in the kind of staff , you can go out and hire the best in the 

11 United States ~o be the president of the board and so on, so you 

12 have the best banking expertise. 

13 These particular individuals will ba six from the 

14 legislature , ~ix from the administrative department. 

15 MR. FREER: The six from the administrative side , do 

16 you contemplate they would be existing employees of the State 

17 or would they be from the public sector . 

18 

19 

20 

MR. MOTLEY: From the publ ic sector. 

MR. FREER: Would they be f~lltime paid employees? 

MR. MOTLE.. Our suggestion was that the governor 

21 would select six peoi:-'le, again using the real estate ' s board 

22 concept, divided into 5 different sections. Try to pick people 

23 out of each one of the sectionk so each one of the sections in . 
24 the State of Alaska has representation. The same with the 

25 legis lative people over here, they would choose the l r people 

,· 
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from the various areas of Alaska so that the whole State is 

2 represented to help make these decisions. 

3 MR. FREER: Are they voluntary, or are they paid? 

4 MR. MOTLEY : We pelieve that they should be on a 

s voluntary basis . These people up here , this board of 

6 directors , working board of directors are going to be paid very 

7 handsome amounts of money. These people over here will be 

8 supervising to ·make sure that your policies , whatever the 

9 legislature chooses , i s carried out . And if i t isn ' t carried 

10 out, you removE? the board of directors and put in a new board 

11 of d irectors . 

12 MR. WOHLSFORTH: Mr. Gallagher has to leave but we 

13 might as well continued with any questions on t his . 

14 MR. BARNES: It is very similar to the Price Waterhouse 

15 model. You are using the legislature as the citizens board . 

16 And you are setting up an operating board and it sets up 

17 management which is P.retty much what Price Waterhouse has said . 

18 Doesn ' t it strike you that it is fairly similar? 

19 MR . MOTLEY: We felt that it was a little bit more 

20 workable from the standpoint that it i s more c lear cut and less 

21 bureaurocacy invo lved so far as getting those decisions out. 

22 And it also giv1~s more attention to these particular individuals 

23 who are up here . If they don't carry out these policies that 

24 have been selected, these 12 peopl e are going to elect to fire 

25 them . It's just like over at your shop , if you don't carry out 
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the policie s of your board, the decision of . the boa rd, yo u 

2 aren' t goin g to be there any more. 

3 MR. WOHLSFORTH: Any ot!1er discussion before Sterling 

4 has to take off? 

5 

6 

MR. LOVE: Two comments. First.I am wondering when 

we're go~ng to address different ways of things to do with the 

7 earnings . As we have community development , development and 

8 trust funds , I think we o ught to have -- that the goal is to 

9 redistribute the wealth . 

10 MR . GALLAGHER: If .your go.:il is to redistribute the 

11 wealth, how 

12 ! '~. LOVE: I would like us to take a look at possible 

13 ways of distributing it. There will be prosperity in the State 

14 brought about by the revenues, who is going to get t he most of 

15 it? Who is going to become weal thy and who is going to remain 

16 poor? I' m not saying we should discuss it right now, but I 

17 think those are some things we are going to have to discuss . 

18 MR. GALLAGHER : The third week in December is the 

19 next meeting . 

20 MR . MOTLEY: Is there a possibility to move it forward 

21 just one week? 

22 MR. EDENSO: Jim Rhodes a n d I have talked at some 

23 l ength about the next rneeting. Due ti:> travel schedules and 

24 time of the day, time of the year, holidays and everything , it 

25 l ook s as t hough the third week of Dccc:?mber is probably the best. 
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And probably if we could have another 2-day meeting . I think 

2 we pretty well filled up two days this time, so Decembe r 17·and 

3 18th. But that is only open to the Committee. If the 

4 Corrunittee decides that is ·a bad t ime , then let ' s hear some· 

s other suggestions. 

6 MR. MOTLEY: Would it conflict very much with the 
I 

7 Department oi Revenue if we had it sometime between the 6th 

8 and the 10th, which is the second week in December? 

9 MR . LOVE: I would like to see us meeting again ~ 

10 the month of November , even if we don ' t have a -- because I 

11 think this has been very f r uitful . 

12 MR. If we could have some work committees 

13 in November and come back and look at organization and 

14 structure. 

15 MR. LOVE : This has been very helpful to me in getting 

16 a c ... earer picture . I woul d like to the committee as a whole 

17 meet sometime in November and pursue , the discussion we started 

18 today. Maybe just for a day. 
I 

19 MR . WOHLSFOR'rH: I wonder if it came to a vote how 

20 we would feel a bout some subcommittee work. I think you 

21 resisted it very strongly at the last meeting . 

22 MS . FLEISCHER: No , we didn't , we asked for it. 

23 
\ 

MR. EDENSO: If we are going to hold a n~e ting that 

24 soon , I woul J like some ideas , or at least a better idea of wha t 

25 we are going to at tack or address at t ha t meeting. 
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MR. LOVE: I would like us to talk about the two things 

2 I mentioned previously. Distribution of earnings from the Fund 

3 and the effect of '.::he investment policies on either 

4 concentration of wealth --~ Secondly, I think we should have 

5 

6 

7 

8 

some additional presentations, if we coul¢i , by the consultants 

giving us a back~round on present State loan programs and maybe 

something relative to the activities of the Native Corporations. 

MR. nHODE: I think to take each one of these areas . 
9 we .have discussed today , the three different separate goals 

10 and start looking at how an organization under that would be 

11 structured. 

12 MR . You might break down into subcomittees 
\"' 

13 on the basis of the three sets of structures, and in each case 

14 focusing on what kind of governing board . What any of them be 

15 elected or not . Would you have professional managers that are 

16 appointed by an executive officer. 

17 MR. WOHLSPOR1'H: The idea Qf subcommittees makes worlds 

18 of sense. These are expensive meetings when you consider the 

19 nwnber of people who ure being brought in from throughout the 

20 State. 

21 

22 

23 

24 

25 

MR . r.OVE: What kind of subcommittec!s do you want? 

MR . WOHLSf'OR'rll: I think Jim had a suggestion on that. 
\ 

MR . RHODE: . According to the three things . 

MR. LOVE: I don ' t t hi nk one on the savings account. 

MR. IUiODE : Probably not, but on the other two. 
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MR. LOVE: Community development and development. 

2 MR. RHODE: I think that allows people who have strong 

3 ideas in one area or the other to concentrate on t~~m. 

4 MR. LOVE: Just work sessions and whoever shows up 

5 becomes the subcommittee . 

6 MR. RHODE: Have a work session and then at the next 
I 

7 formal meeting in December. 

8 MR. LOVE: Let ' s have a couple of work sessions on 

9 those two subcategories that you mentioned sometime in November , 

10 and just those who are interested in those particular areas 

11 make up the subcommittees 

12 MS. FLEISCHER: Could you ask the consultants to come 

13 up with some ideas on the structure based on these alternatives . 

14 ~R. RHODE: You have the structure in front of you. I 

15 think it is a relatively simple one . In my judgment, every 

16 issue that you have to face is laid out in the paper by Price 

17 Waterhouse or White Weld . 

18 MS . FLEISCH ER: I don 't think it is very workable . 

19 MR. One is simple and one is complex. If 

20 the complex one or the goals demand ccmplexity, then it is 

21 variations on a theme that Price Waterhouse has suggested . The 

22 questions are, should the citizens board ~e elected or appointed , 

23 should it be -- should the citizens and the governors board be 

24 merged into a single board . Should the governor be given 

25 guidelines as to how he des i gnates his people. Then the next 
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1 level is operation as opposed to management ·and a control. 

2 MS. FLEISCHER: I guess wha t I wanted to know is 

3 whether we could have some help on the implications of t he 

4 variations on the theme. 

s MR. CRAWFORD: I think it is going to be very 

6 difficult for us to come up with any kind of concensus on a 

7 structural entity until we get the answers from the AG so far as 

8 the constitutional questions . 

9 MR . WOHLSFORTH: It might be helpful if we do have an 

10 interim meeting and the young AG 's assigned to the problem could 

11 advise us at least -- give some preliminary views and that would 

12 lead us a little bit farther down the line. I doubt very much 

13 i f we could get a definitive yes , no answer very quickly,if at 

14 all. On the 17th and 10th, is that agreeable for the next full 

15 board meeting . 

16 MR. EDENSO: There is some difficulty with that whole 

17 week . 

18 MR . MOTLEY: How about the 3d and the 4th of December. 

19 MR . WOHLSFORTH: Will somebody move that? If no 

20 objection, so ordered. 

21 MR. EDENSO: A subcommittee meeting on the 19th and 

22 20th has been suggested. 

23 MR . RHODE: Does the Committee available at this wock 

24 session or not?_ 

25 MR. WOHLSFORTII: 19th and 20th for a workshop , December 
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3 and 4th for the regular meeting. May I hav~ a motion to 

2 adjourn? 

3 

4 

s 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MS. FLEISCHER: So moved. 

·' 

(MEETING ADJOURNED AT 1: 50 P.H. NOVEMBER 6) 

\ 
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