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l e g i s l a t o r s  h a d  a t  s t a k e ,  a n d  t h e  g r e a t e r  t h e  g o v e r n o r ' s  

a b i l i t y  t o  g a t h e r  v o t e s  f o r  m a j o r  p o l i c y  i n i t i a t i v e s .  H a m m o n d  

p r e f e r r e d  to t r a d e  h u g e  c a p i t a l  b u d g e t s  for l o n g e r  r u n  

o b j e c t i v e s ,  s u c h  as t h e  p e r m a n e n t  ^unc d i v i d e n d  p r o g r a m  

o r  the p r o p o s e d  c o n s t i t u t i o n a l  l i m i t  o n  s t a t e  s p e n d i n g .
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N o t e s

“''Governor J a y  S. H a m m o n d ,  " M e m o r a n d u m  to the C a b i n e t , "
J u n e  15, 1981.

2
T h e  G o v e r n o r ' s  " P o l i c y  T h e m e s "  a r e  s t a t e d  in t h e  P o l i c y  

B u d g e t  I n s t r u c t i o n s  as f o l l o w s :

1. T o  a c h i e v e  a s u s t a i n a b l e  l e v e l  of  n e c e s s a r y  p u b l i c  
f a c i l i t i e s  a n d  s e r v i c e s  w h i c h  in t h e  l o n g  t e r m  c a n  
be  f i n a n c i a l l y  m a i n t a i n e d  b y  A l a s k a ' s  c i t i z e n s .

2. T o  e n h a n c e  a n d  p r o t e c t  t h e  q u a l i t y  of l i f e  o f  A l a s k a n s
a n d  to e n a b l e  A l a s k a n s  to a c h i e v e  t h e i r  f u l l  
p o t e n t i a l .

3. T o  e s t a b l i s h  a n d  m a i n t a i n  a t a x  s y s t e m  w h i c h  e q u i t a b l y  
d i s t r i b u t e s  t h e  r e s p o n s i b i l i t y  for f u n d i n g  g o v e r n­
m e n t  s e r v i c e s .

4. To  s e l e c t  t h o s e  p u b l i c  s e r v i c e s  w h i c h  a r e  g e n u i n e l y
n e e d e d  b y  A l a s k a n s  a n d  w h i c h  c a n n o t  b e  p r o v i d e d
by  the p r i v a t e  s e c t o r ,  a n d  to p r o v i d e  t h e m  in 
an e f f e c t i v e  a n d  e f f i c i e n t  m a n n e r .

5. T o  e n h a n c e  t h e  s a f e t y  a n d  s e c u r i t y  of A l a s k a ' s
p o p u l a t i o n .

6. To  e n c o u r a g e  e c o n o m i c  d e v e l o p m e n t  w h i c h  o f f e r s  l o n g­
te r m  n e t  b e n e f i t s  to A l a s k a n s .

7. To  f o s t e r  the g r o w t h  of  a s e l f - s  .staining p r i v a t e
e c o n o m i c  b a s e  in r u r a l  c o m m u n i t i e s  , w h e r e v e r  
p r a c t i c a b l e .

8. T o  i m p r o v e  the a b i l i t y  o f  the p r i v a t e  m a r k e t  s y s t e m
to p r o v i d e  n e e d e d  g o o d s  a n d  s e r v i c e s .

9. T o  p e r p e t u a t e  a n d  to d i s t r i b u t e  e q u i t a b l y  to al]
A l a s k a n s  the b e n e f i t s  f r o m  A l a s k a ' s  p u b l i c l y  
o w n e d  r e s o u r c e  w e a l t h .

10. T o  p r o m o t e  t h e  r a t i o n a l  d e v e l o p m e n t  a n d  m a i n t e n a n c e
of f i s h  a n d  w i l d l i f e  for the l o n g - t e r m  e c o n o m i c  a i d  
s o c i a l  b e n e f i t s  o f  a l l  c i t i z e n s  of  A l a s x a .

11. T o  a c h i e v e  l o n g - t e r m  e n e r g y  s e l f - s u f f i c i e n c y .

12. T o  d e v e l o p  a n d  s u p p o r t  v i a b l e  l o c a l  g o v e r n m e n t  u n i t s .

J i m  S t a y ,  p e r s o n a l  c o m m u n r c a t x o n .
-5
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^ S a n a t u r  D a n k w o r t h ,  S e n a t o r  B e n n e t t ,  a n d  R e p r e s e n t a t i v e  
A d a m s ,  " L e t t e r  to Mr. J a y  H o g a n , "  J u l y  31, 1981.



T h e  A l a s k a  S p e c i a l  M o r t g a g e  L o a n  P u r c h a s e  P r o g r a m  

- Is the go a l  r e d i s t r i b u t i n g  i n c o m e  to the w e a l t h y ?

For the S e n a t e  S t a t e  A f f a i r s  C o m m i t t e e  

S e n a t o r  V i c t o r  F i s c h e r ,  C h a i r

J a m e s  P a c k a r d  L o v e *  
H a r v a r d  U n i v e r s i t y  
D e c e m b e r  1, 1981

*T.ne a u t h o r  w o u l d  1 ike to a c k n o w l e d g e  the c o i . L l  i b u t i o n  
o f  Dr. M a t t  B e r m a n  o f  the I n s t i t u t e  for S o c i a l  E c o n o m i c  
R e s e a r c h ,  w h o  o r i g i n a l l y  r a i s e d  the i s s u e s  d i s c u s s e d  in the 
p a p e r .



In the past four years the State of Alaska has experienced a dramatic 

influx of revenue from production of oil in the prolific Prudhoe Bay oil 

field. As a direct result of this change in financial fortunes many govern­

ment programs and services have been expanded, including programs which 

provide subsidies for housing. The lion's share of all state housing invest­

ments now go to a program which provides low interest loans for homebuyers.^ 

This memorandum explores the distributional consequences of the allocation 

of housing subsidies, plus the impact of the program on housing and land 

prices and on the quality and quantity of housing stock.

Income Distribution

The Alaska Special Mortgage Loan Purchase Program is Alaska's largest

individual grant or subsidy program. By next year iome $200 million in state

funding is anticipated— approximately four times the amount currently budgeted

2
for AFDC payments. The exact amount of the subsidy per household is deter­

mined exogenously by financial markets— as the State sells housing bonds and

then subsidies the difference between the bond price and a base rate which

3
is set by the legislature. In recent months the state rate has approached 

11%, while the "cost of funds" has exceeded 19%. * The cost cf ' ie subsidy, 

of course, is also determined by the amount of the loan. (There is no limit 

on the size of the loan, but the homeowner must pay the market Interest rate 

on the proportion of the loan which exceeds $90,000.) An estimate of the 

subsidy p e r  household can be determined by comparing the state's rate of 

approxiinently 1 1  percent to a hypothetical market rate of 1 7  percent.

Introduction
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SUBSIDY PER HOUSEHOLD*

Price of Home $50,GJ0 $60,000 $70,000 $80,000 $90,000

Subsidy: 1. m o n thly 2.37 284 331 379 426

2. annual 2,840 3,408 3,976 4,544 5,112

3. over 30 

yea r  life

of mortgage 85,203 102,244 119,285 136,325 153,336

*Assumes market rate of 17% and state rate of 11%.

A  rough rule of thumb suggests that combined mortgage, insurance and 

property taxes w i l l  amount t o  12 % of the purchase price of a home, if financed 

at the 11% state loan rate. Assuming that the homebuyer must earn at least 

3 and one half times the annual mortgage p\yment - the minimum income which qualifies 

for a  lcar. is about 42% of the price of tin. home. For a given housing unit 

this would amount, to the following.

M i n i m u m  income required to qualify for home purchase.

Price of Home $50,000 $60,000 $70,000 $80,000 $90,000

Required Annual Income 21,000 25,200 29,400 33,600 37,800

Do u s i n g  prices vary across the state. In Anchorage where

half of the populatior lives, it is difficult to find any condominium or

house for less than $70,000. T h i s  suggests that tnc minimum household

income required to participate in the program is just under $30,000 per year.

The most recent available data on state income distribution arc the

1973 income tax filings. In that year more than 73 percent of all tax

5
returns reported earnings of less than $25,000. This includes returns from



pare time and seasonal employees, and may therefore understate 

earnings. Another useful comparison is the average wage and salary earnings 

per worker^ e s timated to b e  $26,500 in 1981.^ The latter figure suggests that 

a household with one br e a d w i n n e r  earning an average wage would be a marginal 

p roposition to purchase a home under the state subsidy program-

The basic thrust of the home mortgage program is to provide subsidies 

to those ’"i h igher income brackets. This is not necessarily intended— but. 

it is an u navoidable consequence so long as the subsidy is tied irrevocable 

to the act of homebuying. L o w  and moderate income households are simply 

unable to participate in the p r o gram because they lack the means to purchase 

a hoime even at the state interest rate of 11%. Thus, the program not only 

rewards those who buy larger houses with larger subsidies, but there is an 

effective income threshold wh i c h  excludes many wage earners from participat­

ing in the p r o g r a m  at all.^

Impact on th Price, Quantity 

and Quality of h o u sing Stock

One important feature of the mortgage subsidy program is the impact 

on housing prices. The state program has now replaced the conven­

tional mortgage market for most homcbuyers. Housing prices, which have seen 

a sharp dip in the rest of the co -ntry, has remained l'irm during the past 

year, and the real estate and construction industries, if not booming, are 

experiencing healthy growth. In essence, the program helps both sellors and 

buyers of homes. The increased demand for home purchases which is caused by 

the subsidized interest rate causes a corresponding increase in the piice 

of the available housing stock.

The price of h o u sing is a function of the cost of construction and the



price of land. The construction indus.try will experience some price 

inflation over the short run if demand is sharply increased, but it tends to 

respond rapidly to changing market conditions, and over time it can adjust 

output without changes in cost. This "constant cost" nature of the construc­

tion sector suggests that the greatest proportion of the increase in housing 

prices is really an increase in the price of land for housing use. The 

benefits of the subsidy p r o g r a m  are thus partly captured by landowners.

The significance of this characteristic of the program is that land is 

generally distributed more unequally than income— and the tendency of the 

program to help the rich more than the poor is reinforced.

The degree to which the subsidy increases prices of housing in general 

and land in particular is a complex empirical question and requires estimates 

of demand and supply elasticities for housing, new construction and land. 

Interviews with local economists, homeowners and sellers, real estate agents 

and hank officers suggests that the shift of the benefits to sellers and 

landowners are substantial— although it: remains a largely unexamined area of 

public policy.**

The program also provides incentives for horaebuyers to improve the 

quality of housing stock, but only marginally so. In general, the 

subsidized mortgage rate gives rise to both an income effect (more money 

in the household budget which can be spent on housing or other Items) and a 

substitution effect. The substitution effect is the result of the subsidy 

changing the relative price of h o u sing wh e n  compared to other goods and 

services. The substitution effect, however, is only important if the 

homebuyer would purchase a home be l o w  $90,000 without the p r o g r a m — because 

there is no subsidy on the marginal increase in housing stock over that price.



Moreover, both the income and the substitution effect are reduced by the 

amcunt of the subsidy which i.° shifted forward to home sellers and land 

owners in the form of higher prices,,

The net impact of the p r o gram is that there w i l l  be some increase in 

the quality of housing stock— although this cannot be considered the primary 

objective of the program. Indeed, a much b etter w a y  to improve the quantity 

or quality of the housing stock wo u l d  be to target the subsidy to new c o n­

struction, home improvements, or both. This wo u l d  have a much different 

impact on both the availability and quality of housing, and the price of 

housing. The net increases to the h o u s i n g  stock would tend to drive housing 

prices dow n — rather than up. Moreover, this deflationary impact would not 

depend upon the continuation of the subsidies over time, as the subsidized 

mortgage rate does, because there would be a permanent improvement in the

housing stock itself, and this would provide benefits to the consumer over

9
a much longer period of time.

The p r o gram of targeted subsidies to new construction or home improve­

ments would also provide a much different distribution of benefits. All new 

homebuyers would benefit because the increase in the supply of housing would 

tend to bring housing prices down. The building sector would continue to 

receive benefits through wages from construction. Existing owners of residen­

tial properties could receive benefits by rehabilitating older housing 

stock. Sellers of existing homes would, however, be worse-off, 

because the competition from new construction would mean lower prices.

5
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I n  i t s  p r e s e n t  form, the State of Alaska's program f o r  subsidizing 

mortgage r a t e s  tends to redistribute w e a l t h  t o  the wealthy and does not 

significantly improve the quantity o r  quality of housing stock. I f  this 

is the p r i m a r y  goal of the legislature then the p r o gram is a  success.

On the o t h e r  hand, if the goal is to raise incomes equally; to make 

income d i s t r i b u t i o n  more equal; o r’to improve the quality of housing 

stock p e o p l e  li v e  in, the p r o gram should be restructured. Moreover, 

the p o l i c y  recommendations will d epend up o n  wh i c h  of the alternative goals 

are chosen.

C o n s i d e r  first the question of raising Incomes. If, as many 

l awmakers suggest, the goal of the program is to give citizens 

some tangible stake or benefit from the oil revenues, then a program of 

housing subsidies has great appeal. There are political, tax and legal 

a dvantages to disguising cash transfers as inkind benefits - particularily 

if this c a n  be accomplished at a level which dee s  not require the issuance 

of checks o r  vouch e r s  to individuals. ^ A  low interest loan - available 

regardless of me a n s  - does not carry the same symbolic value as a  chock fx’om 

the government, although the effect is essentially the same. Moreover, 

housing is something that almost everyone uses - and thus there is the potential 

f or broad distri b u t i o n  of the subsidies.

T h e  opportunity f or broad distritution is not realized, however, when 

the subsidy is tied to mortgage rates. A s  noted above, people who buy bigger 

homes get more, and poople who don't buy at all get nothing. A  more equal 

d istri b u t i o n  of the benefits would require that the nature of the payment be 

more explicit. It would require that the subsidy, r ather than the interest 

rate, be specified. Moreover, the elgibillty would not be tied to the ability

Policy R e c o m m e ndations



Th e r e  are a  n u m b e r  of ways this could be done. The simplest approach 

is t o  just mail out checks t o  each household o r  citizen - perhaps with some 

nominal p a p e r w o r k  o r  other nuance which maintains the necessary references 

to housing (necessary f o r  political, cultural, legal, or public relations 

p u r p o s e s ) •

If the g o v e rnment check is impractical for metaphysical reasons, the 

government could disguise the benefits in other ways. F o r  example, it could 

offer home m o r t g a g e s  where the Inte r e s t  rate was adjusted to reflect 

a subbidy of a certain d o l l a r  amount p e r  homebuyer. In other words, lower 

each monthly p a y m e n t  by u fixed d o l l a r  amount - changing the yield on the 

mortgage, while treating all homebuyers equally. This in fact is precisely 

the approach recommended by the H a m m o n d  Adminstration in 1 9 8 0 . ^  For 

individuals who can't afford to buy a  home - the State could put the equivalent 

of t h e i r  subsidy in an escrow account vhlch could be used l a t e r  as a down 

payment on a home. T h e  future h o mobuyer could even be given the opportunity 

to borrow a g a inst this escrow.

Of course, if the purpose of the program is to help people with 

l ow or modest Incomes, the subsidy could be limited to, or l a r g e r  for, people 

with less money, T h a t  programs of this t j p j  receive only a small fraction 

of t h e  funding currently budgeted f o r  the Alaska Special Mortgage Loan 

Program (ASMLP) is i n s t r u c t i v e , but perhaps not conclusive. In any event, 

just making the subsidies equal among households or Individuals would tend 

to ma'.e income d i stribution more equal than is the case under the present 

system, and for that matter, than would bo the case if there were no subsidies 

at all. 1 2

7

to buy a  home.



Finally, there is the goal of increasing the quantity and improving 

the duality of housing stock. As discussed earlier, a program of targeting 

subsidies to new c o nstruction o r  home improvements would be a more efficient 

m e t h o d  of accomplishing this goal. There is no reason why this program 

need be limited t o  condominium or single family residences. I f  rental 

p roperties were elgible, some of the benefits would be realized by tenants. 

Moreover, the p r o g r a m  of subsidies could be l i m i t e d  to a  fixed amount 

p e r  dwelling unit - thereby Insuring that more expensive homes did not 

capture a l a r g e r  share of the subsidies. Indeed, the subsidies could 

be targeted f u r t h e r  - limited to, f o r  example, housing units in a given 

price range.



NOTES

1. O t h e r  state housing progr a m s  include public housing projects, "non 

conforming" housing loans f o r  rural areas, and a program to provide assistance 

to l o w  income households.

2. The estimate f o r  the fy 1 9 8 2  budget provi d e d  ty Mi l t  Barker, Division 

of Finance, A l a s k a  State Legislature, personal communication.

3. Un d e r  the currant act the state rate is adjusted as the market rate changes. 

k . Interview wi t h  officals of the A l a s k a  Housing Finance Corporation (AHFC), 

which administers the program. O c t o b e r  I98I.

5. A laska State Department of Revenue,

6. A laska E cono m i c  Information and R e porting System, Quarterly Report. October 198.1

7. As noted i n  the first memorandum, there is a  small program to provide 

loans at interest rates as low as && to l o w  and moderate Income families - but 

it has not been funded to any significant degree and is not widely available.

8 . One economist who has explored this topic is Matt Berman of the University 

of Alaska, but to date there is no published analysis of the incidence of 

benefits b e t ween consumers and sellers.

9. One way of thinking about the two approaches is that the subsidized Interest 

rate approach encourages current consumption, while the subsidized construction 

option provides incentives to i nvest in capital stock.

10. One important legal question is w h e ther the subsidy would be conr Ldered 

taxable income by the IRS, Many inkind transfers excape federal taxation, which 

explains their* popularity is some quarters. On the other hand, subsidized 

mortgage rates directly reduce the homebuyer's deduction for interest payments, 

and thus are largely taxed indirectly.



11. An illustration of this approach is shown below. Three homes, priced

at $60, $75 and $90 thousand are compared. First, the mortgage payment is figured

at a hypothetical market rate of 17^. Then, a fixed subsidy of $300 per

month is deducted from the payments, and a new yield is computed. The

higher the price of the home, the higher the yield. The subsidy per household,

however, is equal.

HAMMOND ADMINSTRATION PROPOSAL FOR MORTGAGE SUBSIDIES

price of home $60,000 $75*000 $90,000

monthly payment @ 17% 855 • 1,069 1,283

less subsidy 300 300 300

adjusted payment 555 769 983

adjusted yield 10.6^5 11.9 12,82$?

12. A subsiiy of an equal amount will not change the absolute differences in 

income or wealth, but the same amount of money will increase the low income 

person's income by a larger percentage, and reduce the ratio of earnings 

between high and low income individuals.
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Alaska State Legislature
Senate Committee on State Affairs
Vic Fischer, Chairman • Pouch V  • Juneau, Alaska 99811 • (907) 465-4954

M E M O R A N D U M

TO:

FROM: Sen. V i c  F i s c h e ^

D A TE: D e c e m b e r  20, 1981

RE: L o n g  r a n g e  p l a n n i n g  p a p e r s

E n c l o s e d  a r e  t h r e e  p a p e r s  p r e p a r e d  in s u p p o r t  o f  the S e n a t e  
S t a t e  A f f a i r s  C o m m i t t e e ' s  i n t e r i m  w o r k  o n  e c o n o m i c  p o l i c y  
a n d  l o n g  r a n g e  p o l i c y  planning. T h e  twc °sic p a p e r s  d e a l  
w i t h  l o n g  r a n g e  r e v e n  le a n d  e x p e n d i t u r e  lysis. T h e  t h i r d  
e x a m i n e s  s p e c i a l  a s p e c t s  o f  the s t a t e ' s  m o r t g a g e  l o a n  p r o­
gram.

I w o u l d  v e r y  m u c h  a p p r e c i a t e  y o u r  c o m m e n t s  o n  t h e s e  p a p e r s  
b y  J a n u a r y  11, 1982. P l e a s e  s e n d  a n y  c o m m e n t s  y o u  h a v e  to 
P o u c h  V, J u n e a u ,  A l a s k a  99811.



^ o c e ^ / e r s  it h a s  e v o l v e d  in the p a s t  s e v e r a l  y e a r s .  T h e  

d i s c u s s i o n  is b r o k e n  into t h r e e  parts, e a c h  d i s t i n g u i s h e d  by 

the n a t u r e  a n d  ch iracter of d e c i s i o n  m a k i n g .  T h e y  i n c l u d e  

the o p e r a t i n g  b u d g e t ,  the c o s t  of n e w  l e g i s l a t i o n ,  a n d  the 

c a p i t a l  b u d g e t .

The O p e r a t i n g  B u d g e t

T h e  b a s i c  s y s t e m  for o r g a n i z i n g  and p r e s e n t i n g  the o p e r a t­

ing b u d g e t  w a s  d e v e l o p e d  in 1971 b y  the M A C  C o r p o r a t i o n ,  

h e a d e d  by G r a h m  T a y l o r — a w e l l - k n o w n  n a t i o n a l  f i g u r e  in the 

p r o m o t i o n  of s y s t e m s  a n a l y s i s  a n d  P l a n n i n g ,  P r o g r a m m i n g ,  and 

B u d g e t i n g  S y s t e m s  ( P P B S ) . In r e c e n t  y e a r s  the a d m i n i s t r a t i o n  

h as i n t r o d u c e d  m o d i f i c a t i o n s  to the system, i n c l u d i n g  an 

A l a s k a n  v e r s i o n  of z e r o - b a s e d  b u d g e t i n g .

It is a p r o g r a m  b u d g e t ,  p r e s e n t e d  in n i n e  b a s i c  c a t e g o r i e s .  

E a c h  b u d g e t  c a t e g o r y  c o v e r s  a b r o a d  a r e a  of g o v e r n m e n t  s e r v i c e s  

a n d  m a y  i n c l u d e  b u d g e t  r e q u e s t s  for s e v e r a l  s t a t e  a g e n c i e s ,  

i n c l u d i n g  t h o s e  in d i f f e r e n t  d e p a r t m e n t s  of s t a t e  g o v e r n m e n t .  

C a t e g o r i e s  are b r o k e n  d o w n  into 45 " p r o g r a m s , "  w h i c h  a r e  in 

turn d i s a g g r e g a t e d  into 275 " s u b p r o g r a m s , "  a l s o  k n o w n  as 

" b u d g e t  r e v i e w  u n i t s , "  or "BRUs"." F i n a l l y ,  B R U s  are b r o k e n  

d o w n  f u r t h e r  to 600 " c o m p o n e n t s . "  T h e  idea is to b r i n g  

t o g e t h e r  v a r i o u s  a g e n c i e s  and p r o g r a m s  w h i c h  d e a l  w i t h  a 

c o m m o n  p r o b l e m ,  so t h a t  the p r i o r i t y  s e t t i n g  p r o c e s s  d e a l s



w i t h  the p a r t s  in a c o m p r e h e n s i v e ,  r a t h e r  t h a n  p i e c e m e a l  way. 

T h e  p r o c e s s  is s u p p o s e d  to p u t  e m p h a s i s  o n  the p r o g r a m  o b j e c­

tives, o r  " o u t p u t s "  a n d  a s k s  the q u e s t i o n s — "is t h i s  the 

b e s t  s t r a t e g y  to m e e t  o u r  o b j e c t i v e s ? "  A n a l y t i c a l  t e c h­

niques, s u c h  as c o s t  b e n e f i t ,  or c o s t  e f f e c t i v e n e s s  a n a l y s i s  

are, in theo r y ,  i n t r o d u c e d .  S u p p o r t e r s  of the p r o g r a m  b u d g e t  

ing c o n c e p t  a r g u e  t h a t  it p r o v i d e s  a r a t i o n a l  f r a m e w o r k  to 

r e v i e w  s t a t e  s p e n d i n g ,  b e c a u s e  it c o n s i d e r s  s i m u l t a n e o u s l y  

all g o v e r n m e n t  a c t i v i t i e s  w h i c h  a f f e c t  a p a r t i c u l a r  s t ate 

p o l i c y  o b j e c t i v e .

In r e c e n t  y e a r s  t h e r e  h a v e  b e e n  c h a n g e s  in the t i m i n g  

an d  o r g a n i z a t i o n  of  t h e  b u d g e t i n g  p r o c e s s .  In 1979 the 

g o v e r n o r  i n t r o d u c e d  the " P o l i c y  B u d g e t , "  as a p r e l i m i n a r y  

p r i o r i t y  s e t t i n g  s t e p  b e f o r e  the "Detail B u d g e t "  w a s  p r e p a r e d  

In 1981 D e p a r t m e n t  h e a d s  w e r e  a s k e d  to p r o v i d e  an i n i tial 

" M a j o r  Items" m e m o r a n d u m  p r i o r  to the s u b m i s s i o n  o f  e i t h e r  

the "P o l i c y "  o r  the " D e t a i l "  budget.

Th e  "m a j o r  it e m s "  m e m o s  are due by J u l y  1 a n d  are 

d e s i g n e d  to p r o v i d e  the g o v e r n o r  w i t h  " f e e d b a c k "  o n  big 

t i c k e t  i t e m s  "at an e a r l y  s t a g e  in the p r o c e s s . "  In his 

i n s t r u c t i o n s  to the c a b i n e t ,  the g o v e r n o r  said:^

If you i n t e n d  to r e q u e s t  e i t h e r  s i g n i f i c a n t  n e w  p r o g r a m s  
or m a j o r  p r o g r a m  e x p a n s i o n s ,  p l e a s e  s e n d  a m e m o  to me 
s u m m a r i z i n g  w h a t  y o u r  r e q u e s t  is, a n d  w h y  y o u  b e l i e v e  
it is i m p o r t a n t .  A f t e r  r e v i e w i n g  t h e s e  me m o s ,  I will 
me e t  w i t h  e a c h  C a b i n e t  m e m b e r  to d i s c u s s  the p r o p o s a l  
and m a k e  a d e c i s i o n  w h e t h e r  the item(s) s h o u l d  be 
i n c l u d e d  as d e p a r t m e n t a l  r e q u e s t s  in the . . . P o l i c y  
Budget. . . . [This] d o e s  not g u a r a n t e e  i n c l u s i o n  
in m y  . . . b u d g e t ,  b u t  i n s t e a d  will, i n d i c a t e  that I
w o u l d  li k e  to r e v i e w  the p r o p o s a l  in m o r e  c o m p l e t e  form 
in the . . . P o l i c y  B u d get.



T he P o l i c y  B u d g e t  is the n e x t  step. A g e n c i e s  m u s t  s u b m i t  

p a p e r w o r k  by A u g u s t  10 to the D i v i s i o n  o f  B u d g e t  a n d  M a n a g e­

ment. B r o a d  s p e n d i n g  p r i o r i t i e s  are s h a k e n  d o w n  in t h i s  stage. 

A g e n c i e s  are e x p e c t e d  to d e t a i l  the p r o g r a m  o u t p u t s ,  in 

m e a s u r a b l e  terms, and r e l a t e  t h e s e  to a s e r i e s  of " P o l i c y  

T h e m e s . "  In 1983 t h e s e  " P o l i c y  T h e m e s "  i n c l u d e d  su c h  b r o a d

4- • 2t o p i c s  as:

a T o  e n h a n c e  a n d  p r o t e c t  the q u a l i t y  of life of A l a s k a n s  
and to e n a b l e  A l a s k a n s  to a c h i e v e  t h e i r  full p o t e n t i a l .

• T o  e n h a n c e  the s a f e t y  a n d  s e c u r i t y  of A l a s k a ' s  
p o p u l a t i o n .

e T o  e n c o u r a g e  e c o n o m i c  d e v e l o p m e n t  w h i c h  o f f e r s  
l o n g - t e r m  net b e n e f i t s  to A l a s k a n s .

The p o l i c y  b u d g e t  is e v a l u a t e d  by the g o v e r n o r ' s  b u d g e t  a d v i s o r s ,

and p r i o r i t i e s  are set a m o n g  p r o g r a m s  so that the total

b u d g e t  d o e s  not e x c e e d  the a m o u n t  a u t h o r i z e d  by the G o v e r n o r .

D e c i s i o n s  are f i n a l i z e d  by S e p t e m b e r  18.

T h i s  is f o l l o w e d  by  the " D e t a i l e d  B u d g e t " — a d o c u m e n t

w h i c h  f l e s h e s  out the p r o g r a m  a n d  d o l l a r  a m o u n t s  in the

P o l i c y  B u d get. W h e r e a s  the P o l i c y  B u d g e t  o n l y  b r e a k s  d o w n

b u d g e t  r e q u e s t s  to the BRU level, the D e t a i l  B u d g e t  g o e s

the one s t e p  f u r t h e r  to the " c o m p o n e n t "  level and p r o v i d e s

m o r e  s p e c i f i c  i n f o r m a t i o n  a b o u t  a g e n c y  a c t i v i t i e s  a n d  b u d g e t

o u t l a y s .  T h e  Detail B u d g e t  is a g a i n  r e v i e w e d  by t h e  g o v e r n o r ' s

b u d g e t  a d v i s o r s ,  a n d  final a d j u s t m e n t s  a r e  m a d e  in s p e n d i n g

p r i o r i t i e s .

In J a n u a r y  the g o v e r n o r ' s  b u d g e t  is f i n a l i z e d  and f o r m a l l y  

s u b m i t t e d  to the l e g i s l a t u r e .  By th i s  time a m a s s i v e  a m o u n t

3



of i n f o r m a t i o n  has b e e n  a s s e m b l e d .  T h e  c o m p l e t e  1983 o p e r a t­

ing a n d  c a p i t a l  b u d g e t  i n c l u d e d  some 3 0 , 0 0 0  p a g e s  o f  n u m b e r s ,
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forms, e x h i b i t s ,  a n d  n a r r a t i v e ,  a n d  w a s  b o u n d  in 63 b i n d e r s .

At  l e a s t  o n e  a d m i n i s t r a t i o n  o f f i c i a l  b e l i e v e s  t h a t  it c o n t a i n s  

"too b l o o d y  m u c h  i n f o r m a t i o n . "  M o s t  l e g i s l a t o r s  o n l y  r e v i e w  

s u m m a r i e s  of t h e  b u d g e t .

T h e  l e g i s l a t u r e  g o e s  o v e r  the gove~ ;r ' s b u d g e t  

m e t h o d i c a l l y ,  r e l y i n g  to a l a r g e  d e g r e e  n a s y s t e m  of s u b­

c o m m i t t e e s  for the n i n e  d i f f e r e n t  b u d g e t  c a t e g o r i e s .  In 

g e n e r a l ,  h o w e v e r ,  o n l y  s m a l l  c h a n g e s  are m a d e  in the g o v e r n o r ' s  

v e r s i o n ,  w i t h  the m a j o r i t y  of d i s p u t e s  i n v o l v i n g  t h o s e  p r o­

g r a m s  w h e r e  a p a r t i c u l a r  l e g i s l a t o r  h a s  an i n t e r e s t ,  or  w h e r e  

some p o l i t i c a l  a d v a n t a g e  is p e r c e i v e d  by t e m p o r a r i l y  c u t t i n g  

one of  the g o v e r n o r ' s  p e t  p r o g r a m s ,  t h e r e b y  .increasing n e g o t i a t  

ing p o w e r  w i t h  the g o v e r n o r  o v e r  b u d g e t  v e t o e s .

C r i t i c s  o f  the p r o g r a m  b u d g e t  a p p r o a c h  a l l e  that it

p r o v i d e s  the a d m i n i s t r a t i o n  w i t h  too m a n y  o p p o r t  uies to

m a n i p u l a t e  the b u d g e t  p r o c e s s  and "hide" a p p r o p r i a t i o n s .

In 1901 the l e g i s l a t u r e  p a s s e d ,  but the g o v e r n o r  v e t o e d ,  

a bill w h i c h  w o u l d  r e q u i r e  the s t a t e  to r e t u r n  to line it e m  

a g e n c y  b u d g e t i n g ,  w i n c h  w a s  last u s e d  d u r i n g  the M i l l e r  

a d m i n i s t r a t i o n .  M o s t  a r g u m e n t  o v e r  tne p r o g r a m  v e r s u s  

a g e n c y  a p p r o a c h  to b u d g e t i n g  s t e m s  f r o m  s o m e  l e g i s l a t o r s '  

d e s i r e  to g a i n  g r e a t e r  c o n t r o l  o v e r  the b u d g e t s  of s p e c i f i c  

a g e n c i e s  (as o p p o s e d  to p r o g r a m s )  . It h a s  not h a d  m u c h  to 

d o  w i t h  the m e r i t s  of the a n a l y t i c a l  w o r k  w h i c h  is the b. ls



for the p r o g r a m  b u d g e t  a p p r o a c h .  Indeed, t h e  l e g i s l a t u r e  has 

g i v e n  s c a n t  a t t e n t i o n  to the q u a l i t y  of the a n a l y s i s  of 

b u d g e t  o b j e c t i v e s  a n d  a l t e r n a t i v e s .  In the e y e s  of 

a d m i n i s t r a t i o n  b u d g e t  o f f i c i a l s ,  c e r t a i n  l e g i s l a t o r s  w a n t  

to "jerk p e o p l e  a r o u n d , "  and see the line i t e m  b u d g e t  as 

a b e t t e r  w a y  to find "the s h o r t  J i a i r s ." D e s p i t e  the g o v e r n o r '  

veto, the i s s u e  is s t ill v e r y  m u c h  alive. O n  J u l y  31, 1981 

the C h a i r m a n  of the H o u s e  a n d  S e n a t e  F i n a n c e  C o m m i t t e e s  

jo i n t l y  s i g n e d  a l e t t e r  a s k i n g  the D i r e c t o r  of t h e  L e g i s l a­

tive F i n a n c e  D i v i s i o n  to o b t a i n  w h a t e v e r  i n f o r m a t i o n  t h e y  

c o u l d  to r e a r r a n g e  the g o v e r n o r ' s  p r o g r a m  b u d g e t  into a 

b u d g e t  whio>’ is " a r r a n g e d  by a g e n c y  for r e v i e w  b y  the

s t a n d i n g  f i n a n c e  c o m m i t t e e s  d u r i n g  the 1982 l e g i s l a t i v e  

„ 5
s e s s i o n ."

T h e  a m o u n t  of t h e  o p e r a t i n g  b u d g e t  has b a l l j o n e d  in 

r e c e n t  years. In fy 1980 the l e g i s l a t u r e  a p p r o p r i a t e d  

$95.1 5 m i l l i o n  in o p e r a t i n g  funds. T h e  fy 1982 g o v e r n o r ' s  

b u d g e t  r e q u e s t  w a s  $ 1 , 7 7 6 . 5  m i l l i o n — an i n c r e a s e  of $824 m i l­

lion in two ye a r s .  T h e  1981 p r o p o s a l  for a c o n s t i t u t i o n a l  

limit o n  s t a t e  s p e n d i n g  w o u l d  l i m i t  the o p e r a t i n g  b u d g e t  

to L w o - t h i r d s  ol. $2.5 b i l l i o n ,  w i t h  f u t u r e  i n c r e a s e s  l i m i t e d  

to i n f l a t i o n  a n d  p o p u l a t i o n  i n c r e a s e s .  For 198.1 the lim_t, 

had it b e e n  in e f f e c t ,  w o u l d  h a v e  a m o u n t e d  to $ 1 . 6 7  b i l l i o n .  

A l t h o u g h  the l i m i t  w o u l d  h a v e  r e q u i r e d  a b o u t  $.100 m i l l i o n  

in s p e n d i n g  cuts, it s t i l l  a l l o w s  a s t a g g e r i n g  a m o u n t  of 

s p e n d i n g ,  e q u a l  to a b o u t  $ 4 , 1 2 8  p e r  capita.



F r o m  y e a r  to y e a r  t h e  l e g i s l a t u r e  c r e a t e s  n e w  p r o g r a m s  

w i t h  s i g n i f i c a n t  f i s c a l  impact. In the p a s t  t h e s e  w o u l d  

in c l u d e  " e n t i t l e m e n t s "  s u c h  as the l o n g e v i t y  b o n u s ,  M e d i c a i d ,  

or A F D C , p l u s  m a j o r  n e w  p r o g r a m s ,  such as t h e  s y s t e m  of 

g r a n t s  for e n e r g y .  F u t u r e  p r o g r a m s  m i g h t  i n c l u d e  the 

p r o p o s e d  s t a t e  h e a l t h  c a r e  s u b s i d i e s  for m o d e r a t e - i n c o m e  

families. G e n e r a l l y  s u c h  p r o g r a m s  r e c e i v e  c o n s i d e r a b l e  

a t t e n t i o n  by l e g i s l a t o r s  a n d  t h e  p u b l i c .  In m o s t  c a s e s  

l e g i s x a t i o n  r e c e i v e s  at l e a s t  o n e  c o m m i t t e e  r e f e r r a l  in 

a d d i t i o n  to the F i n a n c e  C o m m i t t e e ,  a n a  s e v e r a l  p u b l i c  

h e a r i n g s  are held. M a j o r  p r o g r a m s  are o f t e n  d i s c u s s e d  in 

p a r t y  c a u c u s e s  b e f o r e  f l o o r  v o t e s  a n d  r e p o r t e d  e x t e n s i v e l y  

in the n e w s  m e d i a .  T h e  a d m i n i s t r a t i o n ,  if n o t  the i n i t i a t o r  

of the p r o g r a m ,  is n o n e t h e l e s s  a k e y  p l a y e r  w i t h  the p o w e r  

of the veto, and u s u a l l y  w e l l  r e p r e s e n t e d  in the p r o c e s s .

In 1.901 the f i s c a l  n o t e  for n e w  l e g i s l a t i o n  w a s  $43 m i l l i o n  —  

e q u a l  to a b o u t  2.5 p e r c e n t  of the o p e r a t i n g  b u d g e t .

The C a p i t a l  B u d g e t

T h e  c a p i t a l  b u d g e t  c a n  i n c l u d e  a l m o s t  a n y  item, i n c l u d i n g  

those w h i c h  a r e  n o t  c a p i t a l  e x p e n d i t u r e s  by a n y  s t r i c t  m e a n­

ing of the word. G r a n t s  to a local 4-1! club, a tr i p  to 

E u r o p e  for a h a n d f u l  of v i l l a g e  c h i l d r e n  for c u l t u r a l  

e n r i c h m e n t ,  a s t a t e w i d e  tour o f  the s y m p h o n y  o r  r e p e r t o r y  

t h e a t e r  or a p r o m o t i o n a l  e f f o r t  to h o s t  a w o r l d ' s  fa i r  in 

A l a s k a  all m i g h t  end up in the c a p i t a l  b u d g e t .  T o  the m o r e
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e s o t e r i c  b u d g e t  i t ems d i s c u s s e d  a b o v e  a r e  a d d e d  h u n d r e d s  of 

p a r k  a c q u i s i t i o n s ,  s t r e e t  a n d  r o a d  i m p r o v e m e n t s ,  n e w  s c h o o l s ,  

s w i m m i n g  po o l s ,  a n d  g y m n a s i u m s ,  w e a t h e r  s t a t i o n s ,  b o o k s  for 

l i b r a r i e s ,  a n d  a l m o s t  a n y t h i n g  w h i c h  c a n  c a t c h  the a t t e n t i o n  

of a f r i e n d l y  l e g i s l a t o r .

The c a p i t a l  b u d g e t  has a l w a y s  b e e n  a c a t c h - a l l  for 

l e g i s l a t i v e  g o o d i e s — a l t h o u g h  in r e c e n t  y e a r s  the si z e  of 

the c a p i t a l  b u d g e t  has g r o w n  at an a s t r o n o m i c a l  r a t e — a n d  

the r e q u i r e d  " b ack up" or  r a t i o n a l i z a t i o n  for p r o j e c t s  has 

■apidly d e t e r i o r a t e d .

In the p r e - b o n a n z a  ’-udget days, the g o v e r n o r  w o u l d  

s u b m i t  a m o d e s t  b u d g e t  i n c l u d i n g  y o u r  g a r d e n  v a r i e t y  c a p i t a l  

p r o j e c t i o n s ,  m o s t  of w h i c h  w e r e  r o a d  or o t h e r  i n f r a s t r u c t u r e  

p r o j e c t s .  T h e  g o v e r n o r  w o u l d  g e n e r a l l y  p i c k  i t e m s  o f f  a 

s i x - y e a r  c a p i t a l  i m p r o v e m e n t  plan, w i t h  so m e  a t t e n t i o n  to 

the g e o g r a p h i c  a l l o c a t i o n  of  p r o j e c t s .  I n d i v i d u a l  l a w m a k e r s  

w o u l d  th e n  m a k e  some c h a n g e s .  T h e  m o r e  i n f l u e n t i a l  l e g i s­

lators, i n c l u d i n g  the m e m b e r s  of the F i n a n c e  C o m m i t t e e s ,  

w o u l d  u s u a l l y  get m o r e  than o t h ers, a l t h o u g h  it w a s  ra r e  to 

be o v e r l o o k e d  e n t i r e l y .  T h e  c a p i t a l  b u d g e t  a l s o  p l a y e d  a 

p o l i t i c a l  role, as it w a s  the p r i m a r y  tool for e n f o r c i n g  p a r t y  

d i s c i p l i n e  a n d  b u y i n g  v o t e s .  D e s p i t e  its a c k n o w l e d g e d  r o l e  

in p r o v i d i n g  the g r e a s e  t a k e e p  the m a c h i n e  r u n n i n g  s m o o t h l y ,  

h o w e v e r ,  m o s t  legislate s w e r e  e x p e c t e d  to m a k e  a c a s e  for 

th eir s p e c i f i c  p r o j e c t s .

In 1979 the s y s t e m  was m o d i f i e d  in an  i m p o r t a n t  way, 

w h e n  R e p r e s e n t a t i v e  Ru s s  M e e k i n s ,  at  the u r g i n g  of L e g i s l a t i v e



F i n a n c e  D i r e c t o r  J a y  H o g a n ,  i n i t i a t e d  a q u o t a  for m e m b e r s  of 

t he H o u s e  M a j o r i t y .  In t h a t  year, the f i r s t  f o l l o w i n g  the 

Iran c r i s i s  p r i c e  i n c r e a s e s ,  e a c h  m e m b e r  w a s  g i ^ e n  a b o u t  

$ 7 5 0 , 0 0 0  to a d d  to the c a p i t a l  b u d g e t .  M e m b e r s  s u b m i t t e d  

l ists, f r e q u e n t l y  a s  o n e  p a g e  m e m o s  o n l y  l i s t i n g  t h e  n a m e s  

of p r o j e c t s  a n d  the d o l l a r  a m o u n t .  T h e  r a t i o n a l i z a t i o n  for 

m a k i n g  the p o l i t i c a l  n a t u r e  of the c a p i t a l  b u d g e t  m o r e  e x p l o i t  

w a s  t h a t  it w o u l d  be  " f a i r e r "  t h a n  the p a s t  p r a c t i c e — as 

e a c h  m e m b e r  o f  the c a u c u s ,  a n d  h e n c e  t h e i r  c o n s t i t u e n t s ,  

w e r e  t r e a t e d  e q u a l l y .  M i n o r i t y  m e m b e r s  e i t h e r  had to w o r k  

w i t h  t h e i r  S e n a t e  c o u n t e r p a r t s  or  "sell v o t e s "  to g e t  i t ems 

in.

In 1980 t h e  n e w  s y s t e m  v-'s u s e d  again, o n l y  by n o w  the 

l i m i t  had b e e n  r a i s e d  to a b o u t  $2.5 m i l l i o n  p e r  memb e r .

Aqain, l i t t l e  b a c k - u p  w a s  r e q u i r e d  f r o m  m e m b e r s .

Ac the l e g i s l a t u r e  i n c r e a s e d  the d o l l a r  a m o u n t s  in 

the c a p i t a l  b u d g e t ,  it b e c a m e  t r a n s f o r m e d  f r o m  a m o d e s t  but 

e s s e n t i a l  m e t h o d  of  m a i n t a i n i n g  p a r t y  d i s c i p l i n e  to a m a j o r  

e x p r e s s i o n  of s t a t e  p o l icy. By 1982 the c a p i t a l  b u d g e t  

totaleo $ 2 .27 b i l l i o n - - a  h a l f  b i l l i o n  m o r e  than the total 

o p e r a t i n g  b u d g e t  a n d  e q u a l  to a b o u t  $5 , 4 0 0  p e r  capita.

The g o v e r n o r  p o r t r a y e d  h i m s e l f  s a fis c a l  c o n s e r v a t i v e  

b u t  d i d  ] ' u‘\e to d i s c o u r a g e  the g r o w t h  of the c a p i t a l  

b u d g e t ,  c h o o s i n g  i n s t e a d  to use his line it e m  v e t o  p o w e r  as 

l e v e r a g e  to a c h i e v e  his m a j o r  l e g i s l a t i v e  p r i o r i t i e s .  The 

l a r g e r  the So.ze of the c a p i t a l  b u d get, the m o r e  i n d i v i d u a l

8



l e g i s l a t o r s  h a d  at stake, a n d  the g r e a t e r  t h e  g o v e r n o r ' s  

a b i l i t y  to g a t h e r  v o t e s  for m a j o r  p o l i c y  i n i t i a t i v e s .  H a m m c n d  

p r e f e r r e d  to t r a d e  h u g e  c a p i t a l  b u d g e t s  for l o n g e r  r u n  

o b j e c t i v e s ,  s u c h  as t h e  p e r m a n e n t  fund d i v i d e n d  p r o g r a m  

or the p r o p o s e d  c o n s t i t u t i o n a l  l i m i t  on s t a t e  s p e n d i n g .



AMENDMENT NO. 1

CONTRACT BETWEEN 
STATE OF ALASKA 

LEGISLATIVE AFFAIRS AGENCY

FOR YOUR j
INFORMATION 

ONLY

AND

JAMES PACKARD LOVE

IT IS MUTUALLY AGREED THAT THE CONTRACT BETWEEN THE ABOVE PARTIES DATEu 
AUGUST 19, 1981, IS HEREBY AMENDED AS FOLLOWS:

CLAUSE II, Paragraph (A), page 2 is amended to read:

(A) The work under this contract shall be performed beginning 
July 15, 1981, and will be concluded by November 30, 1981.

IN WITNESS WHEREOF, the parties have executed this amendment to this 
agreement on the dates indicated below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY

c JAMES PACKARD LOVE 
SSN# 538-pJ-i030

I d 'S '-i r i
Date I . R .

EXECUTIVE DIRECTOR

Accepted: Approved as to form:

PROJECT DIRECTOR

, O c / Z ! 9 S>/
f i m P C T M T E R ------  iJate

AGENCY LEGAL COUNSEL

v

- v. , .  'I v  - .• Al-\ . 1 '• < •. . • i ■
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MEMORANDUM

FROM: J A M I E  L O V E

R E G A R D I N G :  T R A V E L  T O  J U N E A U

DATE: A U G U S T  7, 1981

TO: SENATOR VICTOR FISCHER

O n  m o n d a y  A u g u s t  10, 1981 I w i l l  be in J u n e a u  
for a p e r i o d  o f  t h r e e  to five days in to i n t e r v i e w  s t ate 
b u d g e t  a n d  p l a n n i n g  o f cicals a n d  to r e v i e w  b u d g e t  a n d  
p l a n n i n g  d o c u m e n t s  a n d  re p o r t s .
NikixhRxgixRnxkaxiH&KliiHgxwifckxfchaxKXHicfx&akKxcixKKK&iyxx 
i n y K i Y n d x w a x h a f c k x a d m x H a k K a i k r K K X H i t d x i K g x x i a f c x x K x e i a K x x i a H x x  
MstkxttgxXRgaxdiRgxkhRxagRHtliHgxHfxakxkKxfuHdxx I e x p e c t  
to m e e t  w i t h  o f f i c a l s  of the D i v i s i o n  of B u d g e t  and 
M a n a g e m e n t  a n d  the D i v i s i o n  of P o l i c y  D e v e l o p m e n t  a n d  P l a n n i n g  
, b o t h  in the O f f i c e  of the G o v e r n o r .  In a d d i t i o n ,
I w i l l  m e e t  w i t h  o f f i c a l s  f r o m  s e v e r a l  o t h e r  a g e n c i e s ,  
i n c l u d i n g  those of the D e p a r t m e n t  of R e v e n u e  a n d  C o m m u n i t y  
a n d  R e g i o n a l  A f f a i r s .  W i t h  r e s p . o t  to the L e g i s l a t u r e ,
I p l a n  to m e e t  w i t h  o f f i c a l s  of the B u d g e t  and A u d i t  C o m m i t t e e ,  
a n d  the D i v i s i o n  of L e g i s l a t i v e  F i n a n c e , a n d  the D i v s i o n  of 
L e g i s l a t i v e  Audit, a n d  the H o u s e  R e s e a r a c h  Agency.



M E M O R A N D U M

TO: SEN. VIC FISCHER

FROM: JAMES US\K J / '
RE: P R O J M n > I E g r e s s

DATE: 8-15-81

Over the p«,st three and one half weeks I have reviewed a pood deal of 

literature on development planning, cost benefit analysis, budgeting, 

and welfare economics as applied to national and international setting;., 

as well as in Alask.". In addition, I have conducted a number of inter­

views with Alaskar. 'gislators, legislative staff, budget and planning 

staff in the administration, municipal officials, e m p l o y e s  of non-profit 

corporations, lobbyists, reporters and other knowledgeable individuals 

about state budget and planning policies.



B I L L I N G

TO: S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E

DAT* 8/1 y/ 81

f pjm: j a m e s  yerfT
R e s e a r c h

120 H o u r s $25 $ 3 , 0 0 0 . 0 0

P e r  D i e m  

4 d a y s  @ $65 2 6 0 . 0 0

T O T A L 3 , 2 6 0 . 0 6

T M



M E M O R A N D U M

TO: SEN. V I C  FISCHER

FROM* JAME 

RE: PROJ

DATE: 8-15-81

Over the past three and one half weeks I have reviewed a good deal of 

literature on develo p m e n t  planning, cost benefit analysis, budgeting, 

and welfare econ o m i c s  as applied to national and international settings, 

as well as in Alaska. In addition, I have conducted a number of inter­

views wit h  A l a skan legislators, legislative staff, budget and planning 

staff in the administration, muni c i p a l  officials, employees of non-profit 

corporations, lobbyists, reporters and other knowledgeable individuals 

a b e t  state budget and planning policies.

»



I N V O I C E

TO: S e n a t o r  V i c t o r  F i s c h e r ,  Chair, S e n a t e  C o m m i t t e e  On  S t a t e  A f f a i

F rom: J a m e s  P a c k a r d  L o v e

D ate: D e c e m b e r  19SI

L a b o r
A

9 / 1 / 8 1  t h r o u g h  1 1 / 3 0 / 8 1  1 2 0  h r s  X $ 2 5  = $ 3 , 0 0 0

T y p i n g

I n v o i c e  d a t e d  D e c e m b e r  4, 198I f r o m  J o a n n e  K l y s  $ 1 9 5 . 0 0

Total $3 ,195.00



—
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I N V O I C E

TO: S e n a t o r  V i c t o r  F i s c h e r ,  Cha i r ,  S e n a t e  C o m m i t t e e  On S x a t e  A f f a i r s

From: J a m e s  P a c k a r d  L o v e
»

Daxe: D e c e m b e r  rr, 1 9 3 1

i!1i

[ L a b o r

9 / 1 / 8 1  t h r o u g h  I I / 30/ 8I 1 2 0  h r s  X $ 2 5  * $ 3 , 0 0 0

T y p i n g

I n v o i c e  d a t e d  D e c e m b e r  k, 198I f r o m  J o a n n e  K l y s  $ 1 9 5 . 0 0



D e ce m be r  4 , 1981

TO: J a m e s  P a c k a r d  Lo v e
287 .Harvard S t r e e t  
Apt. 54 
C a m b r i d g e ,  M A

F ROM: J e a n n e  K l y s
10 C o n c o r d  A v e n u e  
C a m b r i d g e ,  M A  0 2 1 3 8

For t y p i n g  of t h r e e  m e m o r a n d u m s  for S e n a t o r  F i s c h e r :

$ 1 9 5 . 0 0



HARVARD UNIVERSITY
J o h n  F. K e n n e d y  S c h o o l  o f  G o v e r n m e n t  

7 9  B o y l s t o n  S t r e e t  
C a m b r id g e .  M a s s a c h u s e t t s  0 2 1 3 8

W ill ia m  E. T r u e h e a r t
Assistant Dean and Director Telephone: (617) 495-1353
of the I.ncitts N . Littauer Mattel in 
Public Administration Program

January 12, 1982

Mr. Victor Fischer 

Pouch V

Juneau, Alaska 99811 

Dear Vic:

Jamie Love dropped by and asked that we 

send you a copy of the letter of 

recommendation that you wrote when he 

applied to the Kennedy School which I am 

pleased to enclose.

Bil l  is away on recruitment travel, but 

I am sure he would want me to send his 

regards :o you and Jane.

Best wishes.

Sincerely,

Marilyn Shea 

Assistant Director

M S :oae 

Enclosure



U  N I  V  U l l  S  I 'I' Y O  p  A  L  A  S K  A 
In stitu te  of*Social a n d  Econom ic Research 

707 "A  St., Su-te 206 
A ncho rage , A la s k a  99501 

Phone 1907) 278-4621

July 2, 1980

Professor Thomas Schelling 

Dean of the Faculty 
Kennedy School of Government 

Harvard University 

79 Boylston Street 

Cambridge, M A  02138

Dear Professor Schelling:

I am writing in behalf of James P. Love, who lias applied for admission 

o the M P A  program of the Kennedy School. I have known Jamie Love for 

six years and am familiar with the M P A  program from participating in it 

as a Littauer Fellow in 1961-62 and knowing many of its graduates.

Although not employed in public service, Jamie Love has had tremendous 
effect on policies and decisions in the public sector. As director of 

the Alaska Public Interest Research ^roup, he has fought many battles 

and has won most. I have personally watched Jamie tackle all sorts of 

tasks; establishing a community development corporation, fighting 

utility rate increases, obtaining renegotiation of a sweetheart lr.od 

lease deal between the state and the Teamsters, promoting fair treatment 

of the poor by government and financial institutions, reducing oil 

pipeline tariffs, getting liberals to run for public office and assisting 

Iheir election, etc. In these and other efforts, he has proved himself 

not only an effective advocate but also an increasingly respected 

representative of the public Interest, lie lias thus earned direct access 

to the governor, legislators, and Lop echelons ol business.

Aside from general familiarity with Janrle Love and his work, I have, 

over the past year, worked closely with hLm and been able to observe 

tie qualities Important to your consideration of Jamie as a candidate 

for the MPA program. During this recent period, Jamie performed three 

research projects for the Alaska Center of Policy Studies, an independent, 

nonprofit research group, of which I am vLee-chalrman. The fLrst in­

volved a study of Alaska's state oil. and gas leasing policies, with 

Jamie serving as the project's principal investigator. The project 

resulted in several memoranda on technical and policy aspects of alternative 

leasing practices, all of them, in m y  opinion, of the highest research 
caliber. Analyses were presented in quantitative terms, using a soph­

isticated computer model utilized by the oil Industry to determine bids 

under different royalty, profit share, and taxation scenarios.



U n i  v e r s ' t y  o f  A l a s k a

Jamie evaluated alternatives by comparison of the present value of oil 

resources to the state under different leasing methods. By using a 

range of scenarios, he illustrated the sensitivity of leasing systems to 

subtle changes in risk or timing of development decisions. He prepared 

an enormously persuasive case for "contingency bid" methods of leasing, 

as opposed to the conventional methods which collected rents up front as 

a cash bonus. He critiqued the sliding scale royalty systeir developed 

by the U.S. Department of the Interior b y  showing that the logarithmic 

curve chosen by the DOI was inappropriate for use in Alaska, where 

fields are larger, and at a time whe n  prices had changed due to world 

events.

As part of his overall analysis, Jamie presented a logical measurement 

of an Alaska "social discount rate" and compared this to che discount 

rate used by the industry and the federal government. In all, the 

leasing study featured exactly the type of analytical quantitative 

analysis that is used by professional economists with far greater 

educational background than Jamie's. Although study results were 

subjected to rigorous review by industry groups, critics were unable to 

refute the major conclusions of the report. The resultant findings and 

recommendations of the Center's study were largely adopted as state 

policy.

I also worked with Jamie Love on a study of energy alternatives for the 

Alaska railbelt a.ea, where three-fourths of Alaska's populations lives. 

I served as the principal investigator for this study. Jamie Love 

addressed the econw...xcs of energy conservation and solar energy, and 

supervised the preparation of recommendations for changes in state 

policy. He presented two different methods of measuring the price or 

cost of energy conservation and solar energy, including the net present 

value method. Two separate computer models were utilized to simulate 

costs and benefits of active and passive solar systems.

At present, Jamie is preparing w o r k  plans and recruiting economists and 

other experts for ten additional Center research projects. He was 

chosen for this role because of his analytical abilities.

In addition to his work w ith the Center, it is worth mentioning some of 

the skills Jamie has developed elsewhere. As a participant Ln several 

utility tariff proceedings, he has become a very competent rate of 

return expert, able to evaluate a utility's overall capital structure 

and required rate of return. He has analyzed the conso idated tax 

returns of several large corporations, including RCA and ARCO, to 

determine the proper effective rate of federal income taxes to be used 

for the purpose of setting tariffs for regulated telephone and pipeline 

utilities.

In the area of housing policy, Jainfe lias proposed systems of financing 

housing that meet the needs of the largest numbers of low and moderate 

income persons in the most cost-effective manner. He has presented this 

information through analysis of the life-cycle cost of various low- 

income housing subsidy programs. In arguing for changes in housing



U n i v e r s i t y  o f  A l a s k a

policy, he has demonstrated the unfairness of present housing subsidies 

contained in the tax law, which give the largest subsidies to home 

buyers wi t h  the highest incomes. He proposed a package of n ew programs 

that incorporate "alternative mortgage instruments" with front-end 

government subsidies.

More recently, Jamie has analyzed oil taxation policies, again using 

computer simulations to show industry profits under different taxation 

scenarios. Here, as elsewhere, he demonstrated an ability to use the 

discounted cash flow rate of return methods of economic analysis often 

used by the petroleum industry.

I have recited at length Jamie's work and performance in order to 

demonstrate his qualifications for the M P A  program. Though lacking an 

undergraduate degree, he has all the requisites for graduate work. 

Referring to the rating matrix of your regular recommendation form (of 

which I don't have a bianlc copy), I rate Jamie Lo\e "superior" on every 

item except promise as manager in government, ao his orientation is to 

pursue government programs from outside government itself.

I see Jamie as a serious and responsible student at the Kennedy School. 
He is a tireless worker and devotes total energy to whatever task he 

tackles, bringing to all efforts an alive, inquisitive, and constructive 

m i n d .

At this point, Jamie is essentially self-taught, though his growth has 

rime about with the help of some top national economists with who m  he's 

h. \ an opportunity to work. The MPA program can be of extreme value to 

hii. by providing further exposure to disciplined economic theory and 

expanding his present analytic capability. As I've discussed wi t h  him 

at length, I believe that Harvard can now give him an opportunity to pul 

in context everything he has learned and provide the foundation for a 

yet more effective effort in behalf of the public interest.

Conversely, admission of Jamie Love to your program will prove of 

benefit to Kennedy School. He will challenge and stimulate fellow 

students, making a better experience for all. And the faculty, too, 

will find him the kind of student who makes it all worth while.

In conclusion, I strongly urge Jamie's admission to the Kennedy School. 

Don't let his lack of an undergraduate degree stand in the way. Based 

on ten years as director of this institute, I would rank Jamie's intel­

lectual, research, and communications skills ahead of all individuals 

we've ever had with Master's degrees, and ahead of many with Ph.D.s (and 

during my tenure as director, we employed around 300 people, muny of the 

highest c a l i b e r ) .



i am m o
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I'll be glad to provide any additional information on Jamie Love, if 

that's needed to facilitate his admission.

Best wishes to old friends.

Prof. Victor Fischer

P.S. Enclosed are a couple of pertin nt clippings I happened to have 

lying around.



Alaska State Legislature
Sen ator Vic Fischer • Pouch V  • Juneau, Alaska 99811 • (907) 465-4954 

M E M O R A N D U M

TO: Sen. Ed Dankwort

Attached for your concurrence is a copy of a proposed contract w i t h  

ISER in the amount of $20,000 to provide a long-range perspective on 

the s t a t e’s revenue and expenditures patterns. The wo r k  will include: 

a detailed calculation of the asset value to the state of future 

P rudhoe Bay revenues; an analysis of potential revenues from other 

natural resources, including other petroleum revenues that m a y  be 

available when Prudhoe Bay income is reduced; calculation of the level 

of state expenditures that could be made and still maintain certain 

asset levels; analysis of likely timing and impacts on private and 

public sectors of forced reductions of expenditures and/or increases 

in taxes to compensate for reductions in future revenues; and similar 

issues.

A  report on this project will be published by ISER for the legislature 

and the general public. Dr. Scott Goldsmith will be project director 

under this proposed grant.

I believe this is a most worthwhile project and worth the expenditure. 

Since no state agency is in a position to fund it and ISER does not 
have the money to do so directly, I think expenditure of available 

senate contracting funds would be Justified.

Thanks for your consideration.

FROM: Sen. Vic Fischer

DATE: January 15, 1982

RE: Revenue and expenditures study, ISER

Committees: State AfCirs, Chairman; Rcsoin.c'’ Vice-Chairman; Health, Education &c Social Services



CONTRACT BETWEEN 

STATE OF ALASKA 

LE G I S LATIVE AFFAIRS AGENCY 

AND

THE I NSTITUTE O F  SOCIAL A ND ECONOMIC RESEA R C H

The parties to this a g r e e m e n t  are the LEGISLATIVE AFFAIRS AGENCY, on 

behalf of the L e g i s l a t i v e  Council's Senate State Affairs Committee, 

hereinafter referred to as the "AGENCY," and the Institute of Social 

and Economic Research, herein a f t e r  referred to as the "Consultant."

THE PURPOSE O F  THIS A G R E E M E N T  is to provide the Senate State Affairs 

Committee with pr o j e c t i o n s  of the State of Alaska's long ti_rm fiscal 

condition under v a r y i n g  p o l i c y  choices pertaining to the disposition

of projected state revenues.

IT IS T H E R E F O R E  MUTU A L L Y  AGREED THAT:

CLAUSE I . - S T A T E M E N T  OF W O R K

(A) The Consultant shall produce a concise report containing the

projections, analyses, and findings of the State of Alaska's 

long term fiscal condition.

(13) In conducting its analysis, the consultant shall construct

discrete sets of policy choices pertaining to the use and

disposition of proj e c t e d  state revenues and discrete sets of 

state revenue projections.

CLAUSE II. - PE R I OD A ND DA T E S  OF PERFORMANCE

(A) The work under this contract shall he performed by March 30, 

1981.



(B) This con tract  may be terminated by e i th e r  party  upon w ritten  

n o t ic e  to  the o th er .

(C) Unless extended by w rit ten  agreement, th is  con tra ct  exp ires  
on March 30, 1981.

CLAUSE I I I .  -  PROJECT DIRECTOR

The P r o je c t  D ire c to r  s h a l l  be Senator V ic to r  F isch er ,  a ct in g  on beh a lf  
o f  Senate State  A f fa ir s  Committee.

CLAUSE- IV. -  COMPENSATION AND METHOD OF PAYMENT

(A) For the work s p e c i f i e d  in th is  c o n tr a c t ,  the Consultant 

s h a ll  be compensated at the f ix e d  p r ic e  o f  $20,000.

(B) The Consultant sh a ll  be reimbursed fo r  tra v e l  and other 

expenses authorized  in advance by the P r o je c t  D ire c to r ,  

except that per diem s h a l l  be paid at p r e v a i l in g  State

r a te s ,  and a l l  a ir  t r a v e l  sh a ll  be reimbursed on the basis
o f  coach c la s s  fa r e s .

(C) B i l l in g s  may be submitted by the Contractor monthly, and 

should note thereon progress  made to date.

(D) Total payments under th is  c o n t r a c t ,  in c lud ing  expenses, 

sh a l l  not exceed $20,000.

CLAUSE V. -  OFFICE SPACE, EQUIPMENT, CLERICAL SUPPORT, TRAVEL

O f f i c e  space, equipment and c l e r i c a l  support, and the expenses o f
authorized  tra ve l  o f  the Consultant that w i l l  be necessary to  carry 

out his o b l ig a t io n s  under th is  c o n tr a c t  sh a ll  be supplied by the

I n s t i t u t e  o f  S oc ia l  and Economic Research at no co s t  to the Senate 

State  A f fa ir s  Committee.
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C L A U S E  VI. - R E C O R D S ,  D O C U M E N T S ,  A U D I T

The Consultant s h a l l  maintain accurate re cord s ,  in c lud ing  d e ta i le d  

time re co rd s ,  as may be required  by the P r o je c t  D ire c to r .  The records  

are s u b je c t  to  in s p e c t io n  by the Agency or  the P r o je c t  D ire c to r  a t  a l l  

reasonable  tim es. A l l  documents, reports  and w rit ings  generated as a 

consequence o f  work done under th is  con tra ct  s h a l l  become the p roperty  

o f  the State  o f  Alaska and, on com pletion o f  the work or at the term i­

n ation  o f  th is  c o n t r a c t ,  s h a ll  be d e livered  to  the P ro je c t  D ire c to r .

CLAUSE V II.  -  REPORTS

The Consultant s h a l l  keep the P r o je c t  D ire c to r  informed as to  the 

progress  o f  the work performed under th is  agreement and sh a ll  provide 

progress  rep orts  as s p e c i f i e d  by the P r o je c t  D ire c to r .

CLAUSE V III .  -  ALL WRITINGS CONTAINED HEREIN

This agreement con ta ins  a l l  the terms and con d it ion s  agreed upon by 

the p a r t ie s .  No oth er  understandings, o ra l  or otherw ise , regarding 

the su b je c t  matter o f  th is  agreement s h a ll  be deemed to e x i s t  or to  

bind e i th e r  o f  the p a r t ie s  o f  th is  agreement.

IN WITNESS WHEREOF, .he p a r t ie s  have executed th is  agreement on 
the dates in d ica te d .
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I N S T I T U T E  L E G I S L A T I V E  A F F A I R S  A G E N C Y

M. R. CHARNEY 
Executive D irectorEconomic Research 

U n ivers ity  o f  Alaska

Chairman, Co-Chairman, e t c . )
C H A I R ,  S E N A T E  S T A T E  A F F A I H S  C O M M I T T E E

Approved as to  form:

B i l l y  G. B errier  
AGENCY LEGAL COUNSEL

Date

Date



PATRICK RODEY
A N C H O R A G E

M E M O R A N D U M

DATE: December 1981

TO: Senator  F i scher

FROM: Senator

RE: Contract approval request

I have received your  request  f o r  ap 'rival of  the cont racts  wi th ISER and
wi l l  be happy to s ign of f  on them.

I have not been contacted by Jay concerning t h i s  however, so unl es s  you
already have author i zat i on,  I would fol low up with h i s  of f i ce on t h i s  
matter.

PMR/ds

j?/r
6 0 1  W .  5 T H  A V E .  S U I T E ^ i O  

A N C H O R A G E .  A L A S K A  9 9 5 0 1

Alaska ^tatr &rnatr
J U N E A U .  A L A S K A  9 9 8 1  1

O U R I N G  S E S S I O N

P O U C H  V 
J U N E A U .  A L A S K A  9 9 B 1 1
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In te r im  o f f ic e :  511 West 4th Avenue, S u it e  5, Anchorage, 
A laska 99501 phone: 278-3654 v -y:' y-\ • r

M E M O R A N D U M

TO :. Senators Jalmar K e r t tu la  
. Don Bennett

' V Ed Dankworth
T im  K e l ly  ,•

' Pat Rodey

KRQM:. Senator V ic  F is ch e r  ' '-.iv'' b

DATE:... No renter 16, 1981 -'8 •?:£

'fc'.v • • RE: Contract approvals y ' T

s' ‘ ' ■ ■ V'!•; ' ' • !
I  would apprec ia te  your concurrence, when p o lle d , i n  th e  fo llo w in g  two 

; contracts w it h  th e  In s t it u t e  o f  S o c ia l and EconomLc R e s e a r c h .\  ...

T h e r f ir s t  i s  $15,000 fo r  p u b lic a t io n  o f  th e  C it iz e ns Guide to  A laska's 
'•■ •• C o n s t itu t io n . The Guide has a lready been w r it t e n  vnder a previous con tra ct 

funded by the  L e g is la t iv e  J o in t  Carm ittee on th e  C o n s t itu t io n a l Convention .
a llo c a te d  to  v. /'11'-%; S in ce  the  c/bint eomnittee was n o t expended, no funds were a ll<  

.p u b lis h  and d is t r ib u te  th e  gu id e . . : '■:'••. •

. • -_ I n  1982, A laska vo ters w i l l  be faced w ith  t h e c c r it ic a l question  o f  whether 
1^7 ^• '' ..v. o r  n o t to  h o ld  another c o n s t it u t io n a l conven tion . Severa l o ther s ta tes  
;!tf; J’ ' have found tha t p u b l ic  understand ing o f  th e  c o n s t it u t io n  i s  a b a s ic  element 

I ° f  t h e ir  a c t io n .o n  re il& iD ggthe document. That i s  why t n e r jo in t  coranittee 
■ . ;.V, commissioned p repara tion  o f  the C it iz e n ’s Gu ide . S ince  n o th in g  e ls e  i s  

b e in g  done to  prepare fo r  the 1982 referendum, I  b e l ie v e  i t  c r i t i c a l  to  
- :•.’ g e t ou t th e  Cit iz e n s  Guide to  A laska's C o n s t itu t io n , and suggest th a t 

\ ' . $15,000 be a llo c a te d  througjh the  S tate A f fa ir s  "Commit te e . P ub lic a t io n '
■ , •’ f  wou ld be through th' In s t it u t e  o f  S o c ia l and Economic Research, w h ich  -an

... r e a d ily  in te g ra te  t lr  s in t o  o ther p ro je c ts  and p u b lic a t io n s  th a t they 
' manage. The $15,000 t. mount would in c lu d e  e d it in g ,  g raph ics , photos, and 

:’ : •• p u b lic a t io n  and d is t r i i  i t io n  o f 5,000 jo p ie s .

The second p roposed con tract w ith  ISER is  i n  the  amount o f  $00,000, and 
" " a long-range j. rsp e c t iv e  or:, the  s ta te 's  revenue and expend itures 

iem s . The work w i l l  in c lu d e : a d e ta ile d  c a lc u la t io n  o f  the asset v a lu e
to  the  s ta te  o f  fu tu re  Prudhoe Bay revenues; an a n a ly s is  o f  p o te n t ia l revenues 
from o the r n a tu ra l r . rurces, in c lu d in g  o ther petro leum  revenues th a t nay be 
a v a ila b le  when Prudhoe Bay income is  reduced; c a lc u la t io n  o f  the le v e l of.

,  i ' t .  •• ,

j.: V

,*)!r  ;*» • •: ' *

■ ’ '■ ■■ v :'
•• ••: ;• .... “•. '• '.'j.T.. . V;'"' ' ' , •?••'♦'

EL
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. s ta te  expend itures th a t cou ld  be  made and s t i l l  m a in ta in  c e r ta in  asset le v e ls ; 
a n a ly s is  o f  l ik e ly  t im in g  and impacts on prmvate and p u b l ic  sectors o f  

•V:T . fo rced  reductio ns  o f  expend itures and/or increases i n  taxes to  compensate „ 
*-;rT*fcr reductions  i n  fu tu re  revenues; and s iM la r  is su e s .

: A repo rt cn  t h is  p ro je c t w i l l  be p ub lis h ed  by  ISER fo r  the le g is la t u r e
vftSl* i "and the  genera l p id j l i r . ^ ,  .' .-. ,. ' b y . ' :-;:bV •_.< J- :

^ D r .  Scoct Goldsm ith w i l l  be p ro je c t d ir e c to r  under t h is  proposed grant. 

: v l  hope a l l  o f  you w i l l  cone xr i n  approva l o f  these two contracts .when
. -’:v  you are p o lle d  by Senator K e r t tu la 's  o f f ic e .  (Jay has J iready ckhyed

). , ■ .  . , • .  fi ?.•?£. r >
• • V  ,'-i. ' « .  ■■■' . ; r\. h...■ *<■'.'

Thanks, and best persona l regards, : v ' .

, / i f  . t  ;• .7  .
• >

. ‘/I"; /' ' V > 7 ' !V--. . • ' ; ' ; . .  ' /. •' . ■ . ■'

if. * * v ,  t  >• .
V,-: > :■ . . • V -* •
;i.’U. A- '.j J' . . . ■

. .if;.

■■W ■ ' I; ■' • ■v-.v - ' . -r- ' l • ... .•
■ V ;i' . ’ .... • , .• '• A* •'"••• •••. I'...- : ■
.• v ' . r I - ' - .  • . .. .•••••; ... •- .>

■ ■« . vt* • . 1 .  . wu- *• • . * . • • • . . , • • •  i . •
. . .  . /• . : •• • • ■. ‘I
■ • V;-> •. . -.•••• .* . * . ■. ■...
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CONTEACT BETWEEN

STATE OF ALASKA 
LEGISLATIVE AFFAIRS AGENCY 

Pouch Y 
Juneau, Alaska 99811

AND

JAMES PACKARD LOVE

The p a rt ies  to th ir  agreement are the LEGISLATIVE AFFAIRS AGENCY, on 
behalf o f  the Senate State A f fa ir s  Committee, here in a fter  re ferred  to  as 
the "Agency", and JAMES PACKARD LOVE, here inafter  re fe rre d  to as the 
"Consultant".

THE PURPOSE OF THIS VGREEMENT i s  to  provide the Senate State A f fa ir s  
Committee with p ro fess ion a l research s e rv ice s  in  support o f  i t s  interim  
work on economic p o l i c y  and long-range p o l i c y  planning.

ii
1 IT IS THEREFORE MUTUALLY AGREED THAT:
i

CLAUSE I -  STATEMENT OF WORK

(A) The Consultant s h a l l  examine a lte rn a t ives  fo r  long-range 
economic and p o l ic y  planning dealing with the use o f  A laska's 
wealth,, economic development, natciraj. and human resou rces , e t c .  
Experience o f  other s ta te s  and fore ig n  countries  w i l l  be examined 
in terms o f  a p p l i c a b i l i t y  to  Alaska. Pertinent l i t e r a t u r e  w il l  be 
evaluated.

(B) The Consultant s h a l l  provide a d ra ft  report to  the P ro ject  
D irector  covering  work to  be carr ied  out under (A ) . The Consultant 
sh a ll  include appropriate conclusions  and may Include recommendations 
fo r  a c t io n  by the State o f  Alaska, p a r t icu la r ly  dealing with 
in s t i tu t io n a l iz in g  appropriate processes within the executive 
branch and es ta b lish in g  means whereby the le g is la tu r e  can deal with 
brood economic p o l ic y  issu es  on a continuing b a s is .

(C) The Consultant s h a l l  provide the P ro je c t  D irector  with a f in a l  
report a f t e r  Approval o f  the d r a ft  report under (B) by the P ro je c t  
D irector .

Pa g e  1 of 3
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(A) The work under th is  con tra ct  s h a l l  be performed beginning July 
15, 1981, and w i l l  be concluded by SeptemberJ3Q, 1981.

*&&&■£'t- "!•/
(B) This con tract  may be terminated by e it iter  party upon w ritten  
n o t ice  to  the other .

(C) Unless extended by w ritten  agreement, th is  con tract  expires  on 
December 31, 1981.

CLAUSE I I I  -  PROJECT DIRECTOR

The P ro je c t  D irector  s h a l l  be Senator V ic to r  F ischer , act ing  on behalf 
o f  the Senate State A f fa ir s  Committee.

CLAUSE IV -  COMPENSATION AND METHOD OF PAYMENT

(A) For the work s p e c i f ie d  in  th is  c o n tra c t ,  the Consultant sh a ll  
be compensated at the ra te  o f  $25.00 (Twenty-five D ollars)  per 
hour, w ith t o t a l  compensation f o r  th is  work not to  exceed $6,000.00 
(S ix  Thousand D o l la r s ) .

(B) The Consultant s h a l l  be reimbursed f o r  trave l  and other expenses 
authorized in advance by the P ro je c t  D ire c to r ,  except that p' ~ diem 
s h a ll  be paid at p reva il in g  State r a te s ,  and a l l  a ir  trave l  sh a ll
be reimbursed on the bas is  o f  coach c la s s  fa re s .

(C) The Consultant mâ  submit monthly b i l l i n g s  to  the P ro jec t  
D irector .  A l l  b i l l i n g s  should be accompanied by a statement and 
d e scr ip t io n  o f  the work accomplished to -he date o f  the b i l l i n g .

(D) Payment o f  $1,000.00 (One Thousand D ollars)  w i l l  be made to 
the Consultant upon execution  o f  th is  con tract .

(E) Tota l piyments under th is  c o n tra c t ,  including expenses sha ll  
not exceed $6,000 (S ix  Thousund D o l la rs ) .

CLAUSE V -  OFFICE SPACE, EQUIPMENT AND CLERICAL SUPPORT

O ff ic e  space, equipment and c l e r i c a l  support o f  the Consultant that w i l l  
be necessary to  carry out h is  o b l ig a t io n s  under th is  con tract  sh a ll  be 
supplied by the Agency.

CLAUSE VI -  RECORDS, DOCUMENTS, AUDIT

The Consultant s h a ll  maintain accurate record s , including d e ta iled  time 
records , as may be required by the P ro je c t  D irector .  The records are 
su b ject  to in sp ection  by the Agency or  the P ro jec t  D irector  at a l l  
reasonable times. A l l  documents, reports  and w ritings generated as a 
consequence o f  work done under th is  con tract  s h a l l  become the property 
o f  the State o f  Alaska and, on completion o f  the work or at the termination 
o f  th is  c o n tra c t ,  s h a l l  be de livered  to the P ro je c t  D irector  and the 
Agency.

C L A U S E  I I  -  P E R I O D  A N D  D A T E S  O F  P E R F O R M A N C E
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CLAUSE VII -  REPORTS \
* \

The Consultant s h a l l  keep the P r o je c t  D irector  informed as to  the progress 
o f  the work performed under th is  agreement and s h a l l  provide progress 
rep orts  as s p e c i f ie d  by the P r o je c t  D ire c to r .

CLAUSE V III  -  ALL WRITINGS CONTAINED HEREIN

This agreement contains a l l  the terms and con d it ions  agreed upon by the 
p a r t ie s .  No other understandings, o r a l  or  otherw ise , regarding the 
su b ject  matter o f  th is  agreement s h a l l  be deemed to  e x is t  o r  to  bind 
e ith e r  o f  the p a r t ie s  o f  th is  agreement.

IN WITNESS WHEREOF, the p a r t ie s  have executed th is  agreement on 
the dates ind icated  below.

CONSULTANT LEGISLATIVE AFFAIRS AGENCY

JAMES PACKARD LOVE 
SSN0 538-50-1030

Accepted:

Date

SENATOR VICTOR FISCHER 
PROJECT DIRECTOR

Date
AGENCY LEGAL COUNSEL

S
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M E M 0 R A N D U M

TOt R ic h a r d  B e r g ,  D i r e c t o r  
A d m i n i s t r a t i v e  S e r v i c e s  
L e g i s l a t i v e  A f f a i r s  A g en cy

FROM: S e n .  V i c  F i s c h e r

DATE: J u l y  2 2 ,  1981

RE: I n t e r i m  C o n t r a c t s

H ere  i s  t h e  c o n t r a c t  or fi lvh ivh a  s p o k e n  o f  when I  met w i t h  you 
and S e n a t o r  K e r t t u l a  d u r i n g  th e  s p e c i a l  s e s s i o n .  I  l o o k  
f o r w a r d  t o  i t  b e i n g  e x e c u t i t f e a s  s o o n  as p o s s i b l e  and know t h a t  
you w i l l  c o n t a c t  me i f  any o b s t a c l e s  a r i s e  as  I  a t t e m p t  to  g e t  
i n i t i a l  paym ent t o  J o e  M cK in n on , Jam ie  L o v e ,  jind W i l l i a m  S a l a -  
m e n ta ,  a l l  o f  whom h o i  on c o t i t a a c t  t h i s  summer. I f  t h e r e  i s  
a n y t h in g  my o f f i c e  ca n  do t o  e x p e d i t e  t h e s e  t h i n g s ,  p l e a s e  g i v e  
my s e c r e t a r y ,  Laura  F le m in g ,  a c a l l  a t  2 7 8 -3 6 5 A .

THank you  and b e s t  r e g a r d s ,



C a r q p M
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TO: S e n a te  S ta te  A f f a ir s  C om m itte e  

FROM: Joe M cK innon

FINAL B ILL ING  S e p t . 12 to  D ec . 12, 1981

1 2 0  h o u rs  @ $25 3,000
Less Advance -1,000

2,000

Work p e r fo rm ed  d u r in g  p e r io d  in c lu d e d  r e s e a r c h  and 

p r e p a r a t io n  o f  d r a f t  and f i n a l  r e p o r t .



INTRODUCTION

Ever s in c e  completion, o f  the p ip e l in e  when large  amounts o f  o i l  revenue 

began flow ing  in to  the s ta te  treasury , Alaskan policymakers have been faced  

with the dilemma o f  determining the most equ itab le  way o f  sharing the s t a t e ' s  

natural resource  wealth.

One attempt a t  wealth sharing resu lted  in  the enactment o f  the Permanent 

Fund Dividerd Program in  1980. The program would annually d is t r ib u te  o n e -h a l f  

o f  the earnings o f  the Permanent Fund d i r e c t l y  to Alaskans. The fa c t  that the 
d is t r ib u t io n  i s  based on length  o f  res idency , however, has resu lted  in a le g a l  

challenge to i t s  c o n s t i t u t io n a l i ty  which has delayed i t s  implementation.

Numerous other p.-oposals have a lso  been o f fe r e d .  Some are prc fo r th  as 
op tion s  to be considered i f  the dividend program i s  inva lidated . Others are 

intended to supplement i t .  And s t i l l  others  are e n t i r e ly  independent 
approaches to the wealth sharing o b je c t iv e .

This paper d iscusses  several o f  the p r in c ipa l a lte rn ative  proposals f o r  the 

sharing o f  s ta te  wealth. Included are various forms of d ir e c t  cash 

d i s t r ib u t io n ,  a n n u it ie s ,  roya lty  t r u s t s ,  the P o r t f o l i o  o f  Alaskan C it izen  
E n terprise , grants  to m u n ic ip a l i t ie s ,  and public endowments. Also suggested 
are severa l c r i t e r i a  which need to  be evaluated In the design o l  any form o f  

d i s t r ib u t io n  program.



Annual Per Capita Cash Distribution

The sim plest change to  the current Permanent Fund Dividend program would be 

an annual per ca p ita  cash d is t r ib u t io n  plan, as d iscu ssed  in the Govenor's

Report -----  " P o l i c y  A n a lys is  Paper No. 81 -24 ."*  Money in  the Permanent Fund

dividend account, a s p e c i a l  account w ithin  the General Fund would be d iv id ed  up 

equ a lly  and d is  ’ r ibu ted  to  e l i g i b l e  " s ta te  r e s id e n t s . "  Under current law, 50% 

o f  the earnings from the Permanent Fund p r in c ip le  go d i r e c t l y  to  the account.

I f  the L e g is la tu re  d ec ided  to Increase annual d iv id en d s ,  a d d it io n a l  monies 

cou ld  ’ a appropria ted  from the general fund.

A ppropriations  to  supplement dividenc payments would rio doubt be requ ired  

at f i r s t ,  because Permanent Fund earnings are not y e t  s u f f i c i e n t  to pay any 

s iz a b le  d iv id en d s .  Any a p p rop r ia tion  must be payed back according to  AS 

43 .23 .050 , because the program would not be intended to  d is t r ib u t e  General Fund 
or  Permanent Fund p r in c ip le *  At present the Permanent Fund dividend account 

conta ins  on ly  $27 m i l l io n * ^

An annual ,jer ca p ita  cash d is t r ib u t io n  plan would be the e a s ie s t  way to  

rep a ir  the current Permanent Fund dividend program i f  i t  i s  s truck  down by the 

U.S. Supreme Court. Each Alaska res id en t  would r e c e iv e  an equal share. The

major l e g i s l a t i v e  change would be amending the d u ra t ion a l res idency  p ro v is io n .
an i dX J

H opefu lly , -the- Gupgeme - Gmrrt -  d e c i s i o n p r o v i d e  g u id e l in e s  on a c o n s t i tu ­

t i o n a l ly  accep ta b le  d e f i n i t i o n  ■ d  residency ,

^Policy  A nalys is  Paper No. 81-24 "Option 1 , "  D iscu ss ion  Paper Permanent 

Fund Dividend A l t e r n a t iv e s , October 12, 1981, State o f  Alaska, O f f i c e  o f  the

Govenor, D iv is ion  o f  P o l ic y  Development and Planning.

• Jon tr ibu tion s  to  the Permanent Fund dividend account are made on a "cardi 

b a s is "  and averaged in  with p r io r  y e a r 's  c o n tr ib u t io n s .  This keeps down 
co n tr ib u t io n s  to  the account during the f i r s t  lew y e a rs ,  thereby, p ro tect in g

the Permanent Fund p r in c ip le .
I
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Under th is  program, Permanent fund earnings could be d is t r ib u te d  to State 

r e s id e n ts ,  thereby e s ta b lish in g  a l in k  between the s iz e  o f  the Permanent Fund 
and in d iv idua l personal incomes. An annual per cap ita  cash d i s t r ib u t io n  might 

not encourage long-term  s ta te  res id en cy  as the current plan a t t e m p t -  Tn
i t  may encourage short-term  residency  i f  the residency prov is ion  i

(jjjSLoXhr*— ,
This plan a lso  has two other p o licy  im p lica t ion s ;  f i r s t , the dividend

d is t r ib u t in g  cash may e f f e c t  the e l i g i b i l i t y  o f  ind iv idua ls  re ce iv in g  p ub lic  
a ss is ta n ce .

Federal Income Tax. A permanent fund cash dividend would be considered 

taxable income by the In terna l Revenue Service (IRS). Currently the average 
marginal tax rate in Alaska i s  35%. This means at le a s t  35% o f  the Permanent 

Fund earnings paid out in dividends w i l l  end up in the Federal treasury . In 
f a c t ,  a cash d is t r ib u t io n  may a c tu a l ly  bump up 'h e  average marginal tax ra te ,  
by moving some in d iv id u a ls  in to  a higher tax bracket. Many people won't c a re ,  
and w i l l  s t i l l  pre fer  cash. However, Alaskans with a marginal tax rate above 

50% might want to d e fer  th is  extra  income.

The current dividend plan attempted to get around th is  problem by a llow ing  

res id en ts  to d e fer  r e ce ip t  o f  the dividend. Unfortunately, the IRS issued a 
ru lin g  that the permanent fund dividend was subject to " c o n s tru c t iv e  r e c e i p t . "  
Constructive  re ce ip t  requ ires  payment o f  taxes on the dividend even i f  you 

d o n 't  e l e c t  to rece ive  i t .  The IRS has allowed State employees the op tion  to 
d e fe r  a portion o f  th e ir  wages, thereby, sh e lter in g  the amount deferred  from 

Federal Income Tax. However, regarding the Permanent Fund d ividend the IRS 
reasoned:

"Dividend payments are a v a i la b le  to a l l  applicants  who meet the age and 

residency  requlrenu its ,  and who f i l e  timely a p p l ic a t io n s .  Since Act 
dividends are not paid as compensation fo r  s e r v ic e s ,  the ra t io n a le  and 
con c lu sion s  stated  in Rules 6-31 and 69-50 do not a p p l y . . . "

And fu r th e r ,

"We conclude that an in d iv id u a l reporting  on the cash r e c e ip t s  and 
disbursement method o f  accounting who e le c t s  to  d e fer  the dividend by

would Income taxa tion ; and second
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selection of either the postponed payment method or the twelve monthly 

installment method will be required to include the amount of such dividend 

in gross income for the taxable year in which the dividend would have been

This ruling is not final and does not necessarily mean that it is 

impossible to shelter the Permanent Fund dividend. The IRS letter also states:

"However, income is not constructively received if the taxpayers control 

of its receipt is subject to substantial limitations."

The terra "substantial limitation" is not defined, at least in the letter, 

and its meaning would no doubt be decided upon by the IRS on a case by case 

basis. To take advantage of this "loophole" the state could require that all 

the dividends be placed Into a retirement account. In this way a person would 

not be able to receive it until some time in the future. This might vork. If 

a person has the right to take the cash upon issuance of the dividend it 

becomes more difficult to get around constructive receipt, however, it may be 

possible. At any rate, It will take a lot of work to develop a suitable tax

3Le tter dated February 27, 1981 from the U.S. Department of Treasury, 

Internal Revenue Service to the State of Alaska, Department of Revenue. The 

ruling is directed only to the requestor, and may not be used or cited as 

precedent. *

received..."3

shelter.

'♦See: AS 43.23.080.



P u b l i c  A s s i s t a n c e  A n o t h e r  a d v e r s e  e f f e c t  o f  a n n u a l  direct,.dis­

t r i b u t i o n  is t h a t  f o r  m a n y  o f  the s t a t e ' s  p o o r  the p l a n  a m o u n t s  

to  a l m o s t  a hoax. W h i l e  it is o f t e n  c i t e d  as a m e a n s  o f  

i m p r o v i n g  the l i v i n g  c o n d i t i o n s  o f  the poor, the r e a l i t y  of 

t h e  s i t u a t i o n  is t h a t  f o r  m o s t  o f  the s t a t e ' s  t r u l y  n e e d y ,  the 

p l a n  m a y  r e s u l t  in no . p e r c e p t i b l e  ben e f i t .

The p r o b l e m  a r i s e s  f r o m  the fa c t  t h a t  the d i v i d e n d s  w o u l d  

b e  c l a s s i f i e d  as a f i n a n c i a l  r e s o u r c e  o r  i n c o m e  u n d e r  t h o s e  

P u b l i c  A s s i s t a n c e  p r o g r a m s  w h i c h  are s u b j e c t  to F e d e r a l  r u l e s  

and g u i d e l i n e s .  The e f f e c t  is t h a t  m o n e y  r e c e i v e d  f r o m  the 

S t a t e  w i l l  s i m p l y  d i s q u a l i f y  a p u b l i c  a s s i s t a n c e  r e c i p i e n t  

f r o m  r e c e i v i n g  F e d e r a l  aid on  a d o l l a r - f o r - d o l l a r  basis.

The r e s u l t  is that the r e c i p i e n t  s h o w s  no n e t  g a i n  f r o m  h a v i n g  

r e c e i v e d  the d i v i d e n d .

For example, n permanent fund dividend could  make a recipient: under the 

s t a t e / f e d e r a l  program -  Aid to  Families With Dependent Children (AFADC) -  

i n e l i g i b l e  f o r  b e n e f i t s .  Currently , i f  a parent or  guardian 's  "g ro ss  income" 

exceeds $762/m o., or  th e ir  "net income" exceeds $ 5 0 8 /n o . , the fam ily  i s  not 

e l i g i b l e .  I f  the fam ily  rece ived  a permanent fund dLvidend o f  $1,200 as a lump 

sum, the payment would count as "e x c e s s "  income. A ccord ‘ ng to  r e g u la t io n s ,  the 

money would have to be averaged over a c e r ta in  period by d iv id ing  the d iv idend  

re ce iv e d  by the l im it  f o r  "net income#^ With d iv idend , the fam ily

would become I n e l i g i b l e  f o r  a ss is ta n ce  f o r  % .36> months ( $ 1 ,200 /$508 ).  An 

a d d it io n a l  n egative  Impact i s  that the c h i ld  would he nade i n e l i g i b l e  f o r  
Medicaid as w e l l .  I f  the dLvidend were pi id in  monthly in s ta llm en ts ,  i t  might make 

the fam ily  i n e l i g i b l e  a l l  to g e th e r .  And even i f  I t  d i d n ' t ,  the monthly 
d ividend would be subtracted  from the b e n e f i t s  due.



in a l u m p  s u m  and s p e n d  it i m m e d i a t e l y .  U n d e r  F e d e r a l

r e g u l a t i o n s  the f u n d s  w o u l d  n o t  be c o u n t e d  a g a i n s t  the r e c i p i e n t ' s  

r e s o u r c e  l i m i t  in the m o n t h  d u r i n g  w h i c h  t h e y  w e r e  r e c e i v e d .  

H o w e v e r ,  a n y  of the d i v i d e n d  w h i c h  r e m a i n e d  at the e n d  o f  the 

m o n t h  w o u l d  be c o u n t e d  a g a i n s t  the r e c i p i e n t ' s  r e s o u r c e  l i m i t  

f o r  the f o l l o w i n g  month. Th i s  i n c e n t i v e  f o r  the p o o r  to s p e n d  

t h e i r  d i v i d e n d  as f a s t  as p o s s i b l e  is h a r d l y  s o m e t h i n g  w h i c h  

s h o u l d  be e n c o u r a g e d ,  b u t  it m a y  r e p r e s e n t  the o n l y  p r a c t i c a l  

m a n n e r  b y  w h i c h  t h e y  m a y  p a r t i c i p a t e  in the system.

Th e  c u r r e n t  P e r m a n e n t  Fund D i v i d e n d  p l a n  a t t e m p t s  to

d e a l  w i t h  the p r o b l e m  by e x e m p t i n g  d i v i d e n d s  up to a m a x i m u m

o f  $ 1 . 5 0 0 0  f r o m  i n c l u s i o n  as i n c o m e  f o r  c e r t a i n  S t a t e  p u b l i c

±
a s s i s t a n c e  p r o g r a m s .  But the n u m b e r  o f  p r o g r a m s  f i n a n c e d  

w i t h o u t  a s s i s t a n c e  f r o m  the F e d e r a l  G o v e r n m e n t  is e x t r e m e l y  

sm a l l ,  c o n s i s t i n g  p r i m a r i l y  o f  G e n e r a l  R e l i e f  and G e n e r a l  R e l i e f  

M e d i c a l .  The oulk o f  the S t a t e ' s  p u b l i c  a s s i s t a n c e  r e c i p i e n t s ,  

h o w e v e r ,  r e c e i v e  t h e i r  p a y m e n t s  t h r o u g h  a f e d e r a l l y  f i n a n c e d  

p r o g r a m .

It s e e m s  ironic that the P e r m a n e n t  Fu n d  D i v i d e n d  c o uld 

a c t u a l l y  h u r t  the p o o r  r a t h e r  t h a n  h elp. T h i s  p r o b l e m  m a y  h a v e  

a s o l u t i o n ,  but it w i l l  r e q u i r e  a c a r e f u l  s t u d y  of all 

s t a t e / f e d e r a l  p u b l i c  a s s i s t a n c e  p r o g r a m s  to d e m i s e  a p p r o p r i a t e  

e x e m p t i o n s .



For example, a permanent fund dividend could make a re c ip ie n t  under the 
s ta te / f e d e r a l  program -  Aid to  Families With Dependent Children (AFADC) -  

i n e l i g i b l e  f o r  b e n e f i t s .  Currently, i f  a parent or  guardian’ s "gross  income" 

exceeds $762/mo., or th e ir  "net income" exceeds $508/mo., the fam ily i s  not 
e l i g i b l e .  I f  the fam ily  received a permanent fund dividend o f  $1,200 as a lump 

sum, the payment would count as "excess"  income. According to  r e g u la t io n s ,  the 

money would have to be averaged over a c e r ta in  period by d iv id ing  the d ividend 
rece ived  by the l im it  f o r  "net income." With a $1,200 d iv idend, the fam ily 

would become i n e l i g i b l e  fo r  assistance  f o r  2 .36 months ($ 1 ,200 /$508).  An 
a d d it ion a l negative  impact i s  that the ch i ld  would be made i n e l i g i b l e  f o r  

Medicaid as w e l l .

I f  the d ividend were paid in monthly in sta llm en ts , i t  might make the fam ily  
in e l i g i b l e  a l l  tog e th er .  And even i f  i t  d id n ’ t ,  the monthly d iv ide ad would be 

subtracted from the b e n e f its  due. This would have the e f f e c t  o f  backing out 
Federal aid d o l la r s  with Permanent Fund d iv idends. I t  seems Iro n ic  that the 

Permanent Fund dividend could actu a lly  hurt the poor rather than help . This 

problem may have a s o lu t io n ,  but i t  w i l l  require  a ca re fu l  study o f  a l l  

s ta te / f e d e r a l  public  ass istance  programs to devise  appropriate exemptions.

Royalty O il  Premiums Payments

A program s im ila r  to the annual cash d is t r ib u t io n  system was proposed 
during the Tw elfth  L eg is la tu re .  Covcrnor Hammond introduced, and la te r  

withdrew, House B i l l  67, an act r e la t in g  to roya lty  o i l  payments. The b i l l  
would have d is t r ib u te d  e q u a l ' /  to each s ta te  res ident a share o f  the "premium," 

the amount the State received  above (lie " in  value" p r ice ,  from the December 
1980 roya lty  au ct ion .  The auction netted the State $77 m il l io n  more than the 

in value price  —  about $193 for  each Alaska re s id e n t .

Governor Hammond’ s transmittal, l e t t e r  stated  that the purposes o f  HU 67 
were tw ofo ld :

"By d is t r ib u t in g  the premium obtained over current In-value pricer, d i r e c t l y  

to res id en ts  o f  the s ta te ,  residents  w i l l  gain an increased awareness that 
the s t a t e ’ s natural resources belong to th e m .. . "



And fu r th e r ;

"A second purpose o f  the d is t r ib u t io n  i s  to f u l f i l l  to some degree the 

ex p ec ta t ion s  ra is e d  be enactment o f  the permanent fund dividend program, 

implementation o f  which continues to  be delayed by l i t i g a t i o n . . . " ^

While these  g o a ls  sound reasonable, i t  i s  c l e a r  from the L e g is la t iv e  

Purpose and F indings S e c t io n  o f  HB 67, the r o y a lty  premium payment wen 

d e f i n i t e l y  not Governor Hammond's f i r s t  c h o ic e .  Those f in d in g s  s ta te  in  p a rt :

"Unlike the permanent fund dividend program, however, th is  per ca p ita  

d i s t r ib u t i o n  does not provide an in ce n t iv e  f o r  long-term  residency in  the 

s t a t e ;  i t  does not he lp  assure that the s ta te  w i l l  b e n e f i t  in  the fu tu re  

from a s ta b le  popu lation ; i t  does not encourage a long-term  in te r e s t  in  

prudent managment o f  the Alaska Permanent Fund and the s t a t e 's  natural 
r e so u rce s ;  and i t  does not recogn ize  the many co n tr ib u t io n s ,  both ta n g ib le  

and in t a n g ib le ,  that in d iv id u a ls  have made to the Alaska community during 

t h e ir  previous periods o f  residence in  the s ta te .  Thus, the method o f  
d i s t r ib u t i o n  provided in  th is  Act i s  not the method preferred  by the 

l e g is la tu r e . -*

I t  seems u n l ik e ly  the Governor or the L e g is la tu re  w i l l  rev ive  IIB 67. 

However, the r o y a l t y  o i l  auction  coupled with d i s t r ib u t io n  o f  the proceeds 

r a is e s  some in t e r e s t in g  p o in ts .  F i r s t , the r o y a lty  o i l  auction  was the f i r s t

•time Prudb^o. Ray o i l  was so ld  in  a com petit ive  a u ct io n ,  and i t  netted the s ta te
\
n s iz a b le  p_'emiur- a premium above what the s ta te  normally r e ce iv e s  f o r  i t s  

o i l .  Second, the A dm inistration  •..’as at le a s t  w i l l in g  to  cons ider  d is t r ib u t in g  

the premium, even though i t  arguably represents  p r in c ip a l  rather than 

Investment earn in gs .

D espite  KB 6 7 's  almost a p o lo g e t ic  l e g i s l a t i v e  purpose s e c t io n  and a 

gen era lly  negative  response , d is t r ib u t in g  the premium would e s ta b l ish  a d i r e c t  

link  between personal Incomes and the p r ice  the s ta te  r e c e iv e s  f o r  i t s  r o y a lty  

oil.

I
As an a l t e r n a t iv e ,  the L eg is la tu re  may wish to  con s ider  appropriating the 

premium from the December 1900 roya lty  o i l  a u c t io n  and premiums from any fu tu re

^Sec: House Journa l,  February A, 1981, pp. 1A6-1A7.

i
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a u c t io n s  d i r e c t l y  to the Permanent Fund dividend account. This would tend to 

in crease  the awareness o f  s ta te  re s id e n ts  to  the price  rece ived  f o r  r o y a l t y  

o i l .

P o r t f o l i o  o f  Alaskan C it iz e n  Enterprise

An Act e s ta b l is h in g  the P o r t f o l i o  o f  Alaska C it izen  E n terpr ise , House B i l l  

1006, was Introduced during the second s e ss io n  o f  the Eleventh L e g is la tu r e .
The proposal became commonly known as PACE and was a system by which income 

producing a s s e t s  could  be d is t r ib u te d  or  s o ld  to  Alaskan res i- ’ an ts .  " P o r t f o l i o  

P la n s ,"  as these investments were c a l l e d ,  cou ld  be s ta te  investment funds, 

business  e n te r p r is e s  acquired by the S ta te ,  energy resource  t r u s t s ,  r e a l  e s ta te  

investment t r u s t r s ,  and GSOCs.

PACE. The idea  o f  a PACE ':ame from B r i t i s h  Columbia’ s exper ience  In 

" p r i v a t i z a t i o n . "  P r iv a t iz a t io n  was a means o f  tra n s ferr in g  a s se ts  he ld  by the 

p ub lic  s e c t o r  to  private  In d iv id u a ls .  In 1977 a t  the urging o f  Premier 

Bennett, the B r it is h  Columbia l e g i s l a t u r e  created  the B r it ish  Columbia Resource 
Investment C orporation  (BCRIC), and handed over the fo l low in g  government owned 

a s s e t s :

O il  and gas e x p lo ra t io n  r ig h ts  to  some 2 .3  m i l l io n  acres  o f  crown land in  

B r i t is h  Columbia.

N
81 percent o f  the common shares o f  Canadian C e llu lose  L im ited , a la rg e  

6 ca le  f o r e s t  products f irm , 100 percent o f  the common shares o f  Koi^enay 
F orest  Products Lim ited, a medium s ize d  lumber and plywood m anufacturer,

100 percent o f  the common shares o f  Plateau M ills  Lim ited, a m id -s ized  

lumber producer.

About 10 percent o f  the share o f  Westcoast Transmission Company, which 

op era tes  a major p ip e line  in  B.C. and i s  a ls o  a partner in  the Alaska 

Highway gas pLpeline p r o je c t .

I

A fte r  passage arid transferene  o f  these a sse ts  to BCRIC, e ig h ty  percent o f
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the stock  in  BCRIC, o r  12 m i l l i o n  shares, was tran s ferred  to the p u b lic .  Each 

re s id e n t  re ce ived  f i v e  shares. The B.C. government reta ined  20% o f  the s to c k ,  

but did not become invo lved  in  management o f  the c o r p o r a t io n .  While p o l i t i c a l  pund\Ti 

anc* f in a n c ia l  experts  viewed the program askance, BCRIC became 

immensely popular among ”  0. r e s id e n ts .

/ l *
BCRIC and PACE bear a s t r ik in g  resemblance to  the Alaska General Stock 

Ownership Plan, o r  AGSOC as i t  was popularly re fe re d  t o .  Ti f a c t ,  in many 

res  poets they are i d e n t i c a l .  Ownership o f  shares i s  l im ite d  to  avoid  concen­

t r a t io n ,  d i s t r ib u t io n s  are  l im ite d  to r e s id e n ts ,  board members are  e le c te d  by 

the shareholders , e t c .  AGSOC and PACE are n o t ,  however, e x a c t ly  a l ik e .

AGSOC and PACE. One o f  the m otivations behind PACE was to  vo id  the 

i n i t i a t i v e  p e t i t i o n  to  c re a te  AGSOC. AGSOC, as most w i l l  remember, was. the 

K elso-Gravel plan to d i s t r ib u t e  wealth from Alaska Investm ents. Whether PACE 

would have voided the p e t i t i o n  i s  moot, s ince  PACE did  not pass the L eg is la tu re  

and the AGSOC i n i t i a t i v e  was Cr „eated by the v o t e r s .

While the purpose o f  AGSOC and PACE are s im i la r ,  to  d i s t r ib u t e  wealth to
_  /

Alaska re s id e n ts ,  th ere  i s  a fundamental d i f f e r e n c e  in t h e ir  irake-up. PACE can

own income producing a s s e t s .  AGSOC, on the o i ' .e r  hand, must acquire  in v e s t -  ■

ments w ith 100% debt  f in a n c in g .  A fter  s e rv ic in g  the d eb t ,  the income l e f t  o ver  ,
1«

must be d is t r ib u t e d ,  I f  there I s  any. AGSOC i s  a condu it  f o r  xun^eling income > '

to  Alaskan r e s id e n ts .  In exchange, AGSOC i s  exempt from corpora te  income tax .

PACE can a c tu a l ly  own the a s s e t s ,  although th is  does r a is e  some d i f f i c u l t  tax

qu e s t io n s .

Under the d r a ft  l e g i s l a t i o n  creat in g  PACE, the Department o f  Revenue was 

required  to present a t  le a s t  one and n^t more than three "Port x io  Plans" 
s p e c i fy in g  which a s s e t s  were to be transferred  to PACE. Some shares would be 

|d istr ibu ted  free  and some would be so ld .  Before the a s se ts  cou ld  become part 

o f  PACE, howevL , approval from the L eg is la tu re  was n ecessa iy  -  another 

s ig n i f i c a n t  d ir fe r e n c e  between PACE and AGSOC. The f i r s t  "p x jr t fo l io  plan" to  

be considered f o r  PACE was a roya lty  t r u s t .



R oyalty  Trus t .  The r o y a lty  t r u s t  would be a tru st  o r  t ru s ts  to which the 

r o y a lty  income from s p e c i f i c  s ta te  le a se s  would he pledged. The tru s t  would 
then a ct  as a conduit  funneling  ro y a lty  o i l  income to  the tru st  b e n e f i c i a r i e s ,  

who in  t h is  case  would he s ta te  r e s id e n t s .

The PACE r o y a lty  t r . s t  would be s im ila r  to  some p u b l ic ly  h e ld  ro y a lty  

txrusts l i k e  the  North European O il  Royalty  Trust, the Mesa Trust and the 

T idelands t r u s t .  The value o f  the income f  r jm a r o y a lty  t ru st  i s ,  o f  c o u rse ,  

t ie d  to  o i l  p r i c e s .

S ince  r o y a l t i e s  are taken o f f  the top ,  t ru s t  b e n e f i c ia r i e s  bear none o f  the 

development r i s k s .  A lso ,  r o y a lty  t r u s ts  r e c e iv e  s p e c ia l  tax c o n s id e r a t io n  by 
the IRS. As long as the t r u s t  remains "p a ss iv e ”  (bears no r i s k )  and pays out 

a l l  o f  the ea rn in g s ,  the t r u s t  i s  not su b je c t  t o  Federal income ta x .  Trust 

b e n e f i c i a r i e s  can a lso  claim  a d e p le t io n  deduction  which reduces an in d iv id u a ls  

tax l i a b i l i t y .  While the concept o f  a r o y a lty  t ru st  appears a t t r a c t i v e ,  i t s  

im plementation r a is e s  a host o f  d i f f i c u l t  l e g a l  q u es t ion s .

D ed ica t ion  o f  Revenues. One l e g a l  o b s ta c le  appears to  be A r t i c l e  IX , §  7 o f  

the Alaska C cu s t itu t io n .  A r t i c l e  IX,  ̂ 7 o f  the s t a t e 's  c o n s t i t u t io n  p ro h ib its  
the d e d ica t io n  o f  " t a x e s ,  l i c e n s e s  and f e e s . 11 A l i t e r a l  reading o f  A r t i c l e  IX 

might be in te rp re  ed to exclude r o y a l t i e s ,  because they arr not s p e c i f i c a l l y  a 
ta x ,  l i c e n s e  c However, th is  Is  a pretty  weak arguraei . _ and was not t r ie d

wth the Permanent : Permanent Fund r e c e iv e s  25% o f  the s t a t e ' s  r o y a lty

Income pursuant to a c jnst.L tution '’ 1 amendment.

The PACE l e g i s l a t i o n  attempted to  pet around th is  problem by s tru c tu r in g  

the tran s feren ce  o f  r o y a lty  t ru s t  shares as a s a le .  The money rece ived  by 
those purchasing the shares a t  a c o n s e rv a t iv e ly  a praised value would then go to 

the general fund. This might work, but i t  m kes the ro y a lty  t ru s t  more l i k e  an 
investment than a means o f  d is t r ib u t in g  the s t a t e ' s  o i l  w ealth .

Statehood A ct . Another problem i s  s e c t io n  6 ( i )  o f  the Statehood Act which 

req u ires  the s ta te  to, r e ta in  a l l  m inerals in  lands conveyed to  the s ta te  by the 
Federal government. I f  the s ta te  attempts to convey the mineral e s ta te ,  the 

A ttorney General o f  the United States  may bring an a c t io n  fo r  the f o r f e i t u r e  o f  

the lands a f f e c t e d  by the purported conveyance.

i
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Whether a r o y a lty  t r u s t  Is  a conveyance In v i o la t i o n  o f  s e c t io n  6 ( i )  i s  

s u b je c t  to  l e g a l  debate . The PACE l e g i s l a t i o n  attempted to  remedy th is  problem 

by e x p re s s ly  requ ir in g  the Commissioner o f  Natural Resources to re ta in  the 

mineral e s ta te .  I t  was not c l e a r ,  however, whether th is  p rov is ion  was 
s u f f i c i e n t .  One c le a r  means o f  avoiding a problem i s  to  convey the ro y a lty  

in t e r e s t  to  a t ru s t  from lands obtained under the Submerged Lands Act o f  1953. 

These lands are not s u b je c t  to f o r f e i t u r e  and hence would a llow  the c r e a t io n  

o f ,  f o r  example, a Beaufort Sea ro y a lty  t r u s t .

Windfall Profits Tax. Another problem appeared to be the Federal w in d fa l l  

p r o f i t  tax (WPT). Under p rov is ion s  o f  the WPT A ct ,  producers must pay an 

e f f e c t i v e  marginal tax  ra te  o f  30% on Prudhoe Bay o i l . -  State  r o y a lty  o i l  I s ,  
however, exempt. I t  was n ot  c l e a r  a t  the time the l e g i s la t u r e  was d e l ib e r a t in g  

over PACE whether th is  exemption applied  to roya lty  o i l  tra n s ferred  to  a t r u s t .

The WPT problem may have been re so lv e d ,  however, because o f  c e r ta in  amend­

ments to the A ct .  The Economic Recovery Tax Act o f  1981 provides ce r ta in  

exemptions fo r  payment o* the WPT. The con ference  agreement provided a $2,500 

c r e d i t  aga inst  WPTs paid in  1981. Between 1982-1984 ro y a lty  owners could  

exempt 2 bpd o f  production from the tax , and 4 bpd th e re a fte r .  I f  the ro y a lty

tru st  con s is ted  o f  a r o y a lty  t r u s t  f o r  each b e n e f ic ia r y  ( s t a t e  r e s id e n t ) ,  th is
%

exemption might be s u f f i c i e n t .  '

The idea o f  a r o y a lty  o i l  t ru st  deserves some furth er  co n s id e ra t io n .  I t
\
would c l e a r l y  c re a te  a con stitu en cy  concerned with prudent f i s c a l  management o f  

the s t a t e ’ s o i l  and gas re so u rce s .  One suggestion  would be to dea l with a 
r o y a lty  tru st  separate  from PACE. On i t s  own, roy a lty  t r u s t  would be a very  

com plicated  p iece  o f  leg .  s ia t i o n .

L i r c c t  Wealth D is tr ib u t io n

Recent proposals have advocated a r a d ic a l ly  d i f f e r e n t  approach to s ta te  
spending and wealth d i s t r ib u t i o n .  These plans propose a d i r e c t  d i s t r ib u t io n  o f  

A laska 's  wealth. Where the Permanent Fund Dividend Porgram d is t r ib u te s  in t e r ­

e s t  earn ings , d i r e c t ' d i s t r ib u t i o n  would g ive  away revenues which now accrue to 

the genera l fund.
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Proponents o f  d i r e c t  d is t r ib u t io n  argue that Alaska can b u ild  a more 
productive economy and b e t te r  provide f o r  i t s  c i t i z e n s  by a llow ing  them to 

d ec ide  how State  wealth should be spent. Under these proposals , s ta te  govern­

ment would provide  o n ly  e s s e n t ia l  s e rv ic e s  and remaining revenues would be 

d is t r ib u te d  through variou s  mechanisms d i r e c t l y  to  the people.

The s im p l i c i t y  o f  th is  approach i s  appea ling . A laska ’ s FY 1982 budget

t o t a le d  approxim ately  $6 b i l l i o n  d o l la r s .  Proponents o f  d i r e c t  c i s c r i b u t i o n  

point out that when d iv ided  equa lly ,  $6 b i l l i o n  comes out to about $15,000 per 

person. A cco rd in g ly ,  a fam ily o f  four cou ld  have a very com fortable  income o f  

$60,000 a yea r .  Even a f t e r  allowing f o r  the funds necessary to p rov id e .essen ­

t i a l  governmental s e r v ic e s ,  there would s t i l l  be a d is t r ib u t io n  c f  su b s ta n t ia l  

amounts o f  money to  Alaskans.

While t h is  approach may sound fa r - f e t c h e d ,  d i r e c t  d i s t r ib u t io n  has been 
advocated by se v e ra l  prominent econom ists , among them P rofessor  Donald F.

Gordon o f  the Center f o r  the Study o f  Business and Government, C ity  U n iv e rs ity

o f  New York. In h is  paper, The Problems o f  Wealth, submitted to the Board o f

Trustees o f  the Alaska Permanent Fund, Dr. Cordon i t e r a t e s  "Option 1" c a l l e d
"Give i t  to the P e o p le . "  He s ta te s :

"The f i r s t  o p t io n  i s  stunningly simple in  p r in c ip le  and by a great margin

the most d e s ir a b le  In terms o f  our c r i t e r i o n .  I t  answers the question  what 

h can be done wth i t  ? by another qu e s t io n :  Why not g ive  i t  to the people

Dr.< Gordon's c r i t e r i o n  i s  that the wealth o f  th is  s ta te  "m ora lly"  be longs

to  the peop le . He suggests Alaska c re a te  a co rp o ra t io n  and pledge a l l  fu tu re  

o i l  and gas revenues to  i t .  The s ta te  cou ld  is su e  100 shares to each and every

Alaskan and send them out in  the mail Immediately.

The Board o f  Trustees f o r  the Alaska Permanent Fund has begun to study the
e f f e c t  o f  the in f l u x  o f  o i l  d o l la r s  in to  the Alaskan economy and has

commissioned s e v e ra l  papers. A ll  o f  them conclude  that a p o l i t i c a l  system o f  
revenue a l l o c a t i o n  wllich r e s u l t s  in subsid ized  loan programs and that attempts

I

6'rhe Problems o f  Wealth, p. 6.
»

/
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to  spur in d u s tr ia l  development by buying in fra stru ctu re  f o r  m arginally economic 

p ro je c ts  w i l l  r e s u lt  in  waste o f  the s t a t e 's  resou rces .

Richard B. Coffman, author of Capital Shortage, Public  v s .  Private  

A l lo c a t io n  o f  C apita l and A ltern ative  Ownership Systems f o r  A la sk a 's  O il 
Wealth, one o f  the papers prepared fo r  the Permanent Fund Board o f  Trustees, 

s ta tes  unequivocally  " a l l  s ta te  loan programs should be abo lish ed "  and " a l l  

usury and in te re s t  rate  c e i l in g s  should be removed." In other words, the 

c a p i t a l  markets should be deregulated. Dr. Coffman a lso  recommends r e d is ­
t r ib u t io n  o f  some part o f  the o i l  revenu*s as cash gran ts .  Taken together , the 
arguments present a f a i r l y  strong case f o r  private a l l o c a t i o n  o f  the s t a t e 's  

wealth as opposed to a p o l i t i c a l /b u r e a u c r a t i c  system of a l l o c a t i o n .

Dr. Malcolm G i l l i s ,  p rofessor  at  Harvard U niversity  and author o f  the 
papbr, The E f fe c ts  o f  In -S ta te  Investment: Lessons from O il-F ired  Developmept

in  OthefryParts o f  the World, warns o f  dangers in  stim ulating in d u s tr ia l  

development^based on c r i t e r i a  other than "good econom ics ."  He c i t e ^ t h e  
Krakatau s te e l  p r o je c t , a $3 b i l l i o n  "boondoggle" intended to f re e  Indonesia 
from having to impchx s t e e l .  "This freedom," Dr. G i l l i s  spAxes, " w i l l  cos t  

that s o c ie ty  nearly $80 m i l l io n  annually fo r  another cjefiade ( i n  add it ion  to the 
$1.5 b i l l i o n  already in v e n te d ) . "

Dr. G i l l i s  a lso  remarks tha't. crash ppdgrams to expand in fra s tru c tu re  have 
o ften  involved su bsta n tia l  waste, O verea t in g  f a c i l i t i e s  that have been 
"g r o s s ly "  u n d e ru t i l iz e d .  FumUpg infralvtructure i s ,  however, p o l i t i c a l l y  
a ttr . .  t iv e  as Dr. C i l l i s  points out by q u o t fh g n  compaign speech by Mr. Velasco 
Ibarra , President o f  EcuAuor o f f  and on during tdul\L96Us

"And f in a l ly , /  when I am e le c te d  again, we w i l l  build tluN^lggest bridge In 
Ecuador, xj'ight here In Dos Gatos.
'But^Benor l’ r e s id e n te ,  Mierc i s  no r iv e r  in  Dos G a to s . '

" ruen we w i l l  a lso  bu ild  the b iggest r iv e r  An Ecuador, r ig h t  here In Do> 
C a to s . ' "

No doubt implementation o f  direct: d is t r ib u t io n  poses numerous p o l i t i c a l ,  

le g a l  and te ch n ica l  hurdles . However, the L eg is la tu re  may wish to reta in  a 
n a t io n a lly  recognized accounting firm to  examine the idea.
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A n o t h e r

in the L e g i s l a t u r e  is the c o n cept o f  e x p a n d i n g  A l a s k a ' s  e c o n o m i c  

i n f r a s t r u c t u r e  t h r o u g h  the c o n s t r u c t i o n  of c a p i t a l  p r o j e c t s  s u c h  

as ro a d s ,  p o r t s ,  a i r s t r i p s ,  and h y d r o e l e c t r i c  f a c i l i t i e s .  Not 

o n l y  h a s  the i d e a  r e c e i v e d  s u b s t a n t i a l  s u p p o r t ,  it h a s  r e c e i v e d  

a c e r t a i n  d e g r e e  of i m p l e m e n t a t i o n  t h r o u g h  r e c o r d  c a p i t a l  

a p p r o p r i a t i o n s  i n  e a c h  of the p a s t  two y e a r s .  P r o p o n e n t s  of 

i n c r e a s e d  c a p i t a l  s p e n d i n g  a r gue t h a t  t h e  c r e a t i o n  o f  this 

e c o n o m i c  i n f r a s t r u c t u r e  w i l l  p r o m o t e  i n c r e a s e d  e c o n o m i c  d e v e l o p m e n t  

w h i c h  w i l l  p r o v i d e  a n  i m p r o v e d  s t a n d a r d  of  l i v i n g  f o r  all Alaskans.

Bu t  Dr. M a l c o l m  Gillis, a p r o f e s s o r  at H a r v a r d  U n i v e r s i t y  

a n d  a u t h o r  o f  the p a p e r ,  The E f f e c t s  of I n - S t a t e  I n v e s t m e n t t  

L e s s o n s  f r o m  O i l - F i r e d  D e v e l o p m e n t  in O t h e r  P a r t s  of the W o r l d , 

w a r n s  t h a t  c r a s h  p r o g r a m s  to e x p a n d  i n f r a s t r u c t u r e  o f t e n  i n v olve 

s u b s t a n t i a l  w a s t e  b y  c r e a t i n g  f a c i l i t i e s  t h a t  a r e  g r o s s l y  u n d e r­

u t i l i z e d .  He  c i t e s  I n d o n e s i a ' s  K r a k a t a u  s t e e l  p r o j e c t  as an e x a m p l e  

o f  the d a n g e r s  i n v o l v e d  in s t i m u l a t i n g  i n d u s t r i a l  d e v e l o p m e n t  

b a s e d  o n  c r i t e r i a  o t h e r  th a n  "good e c o n o m i c s " .  T h e  $ 3  b i l l i o n  

p r o j e c t  was i n t e n d e d  to free I n d o n e s i a  f r o m  h a v i n g  to import 

s t e e l .  "This f r e e d o m ", Dr. G i l l i s  s t a t e s , " w i l l  c o s t  t h a t  s o c i e t y  

n e a r l y  $ 8 0  m i l l i o n  a n n u a l l y  for a n o t h e r  d e c a d e  (in a d d i t i o n  to 

t h e  $ 1 . 5  b i l l i o n  a l r e a d y  i n v e s t e d ) " .



Some c a p i t a l  p r o j e c t s ,  such as K r a k a t a u ,  can g e n e r a t e  an 

e m o t i o n a l  o r  p o l i t i c a l  a p p e a l  t h a t  r e s u l t s  in t h e i r  "being 

f u n d e d  r e g a r d l e s s  o f  t h e i r  e c o n o m i c  j u s t i f i c a t i o n .  Dr. G i l l i s  

p o i n t s  o u t  the p o l i t i c a l  a t t r a c t i v e n e s s  o f  f u n d i n g  c a p i t a l  

p r o j e c t s  b y  q u o t i n g  the c a m p a i g n  s p e e c h  o f  a p r e s i d e n t i a l  c a n­

d i d a t e  c a m p a i g n i n g  in D o s  Gatos, E c u a d o r .  A f t e r  p r o m i s i n g  to 

b u i l d  E c u a d o r ' s  b i g g e s t  b r i d g e  in Dos G a t o s ,  h e  w a s  r e m i n d e d  b y  

s o m e o n e  in the c r o w d  t h a t  the c i t y  h a d  n o  r i v e r .  T h e  c a n d i d a t e  

s o l v e d  the p r o b l e m  b y  p r o m p t l y  r e s p o n d i n g  w i t h  an a d d i t i o n a l  

p r o m i s e  to b u i l d  E c u a d o r ' s  b i g g e s t  r i v e r  in Dos Gatos.

'X *■— # 4 •• s • j

W h i l e  t h i s  m a y  s e e m  like a n  e x t r e m e  example, it does

p r o v i d e  a  c e r t a i n  i n s i g h t  into the d e g r e e  to w h i c h  p o l i t i c a l  

c o m m i t m e n t s  to n e e d l e s s  or u n f e a s i b l e  c a p i t a l  p r o j e c t s  can 

g e n e r a t e  s p e n d i n g  far b e y o n d  the m e r e  co s t  o f  c o n s t r u c t i o n .

T h a t  d a n g e r  e x i s t s  in A l a s k a  too. C a p i t a l  s p e n d i n g  m a y  r e q u i r e  

c o m m i t m e n t s  o f  the s t a t e ' s  w e a l t h  f a r  in e x c e s s  o f  the i n i t i a l  

c o n s t r u c t i o n  co s t s .  Li f e  c y cle c o s t i n g  r e v e a l s  t h a t  m a i n t e n a n c e  

c o s t s  f o r  m a n y  p r o j e c t s  o f t e n  s o o n  e x c e e d  the p r o j e c t’s o r i g i n a l  

c ost. And c o n s t r u c t i o n  o f  one c a p i t a l  p r o j e c t  m a y  le a d  to the 

c o n s t r u c t i o n  o f  o t h e r  c a p i t a l  p r o j e c t s  n e e d e d  as s u p p o r t  

f a c i l i t i e s .

C a p i t a l  p r o j e c t s  a l r e a d y  a u t h o r i z e d  m a y  r e p r e s e n t  a 

h i d d e n  c o m m i t m e n t  o f  A l a s k a ' s  w e a l t h  of t r e m e n d o u s  m a g n i t u d e .

L a s t  l e g i s l a t i v e  s e s s i o n  a r e c o r d  $ 1 . 3 8  b i l l i o n  w a s  a p p r o p r i a t e d  

for c a p i t a l  p r o j e c t s .  Th a t  was in a d d i t i o n  to the $ 7 0 7 . 4  m i l l i o n



c o m b i n e d  t o t a l  o f  1 9 8 0 ' s  F Y 8 1  b u d g e t  and H B  60. And on top o f  

t h a t  is the $ 2 8 9 . 7  m i l l i o n  in g e n e r a l  o b l i g a t i o n  b o n d s  for 

c a p i t a l  p r o j e c t s  a p p r o v e d  b y  the v o t e r s  in 1980. C a p i t a l  a p p r o­

p r i a t i o n s  of  t h i s  si z e  m a y  be a p p r o a c h i n g  the l i m i t  of  s t a t e  

g o v e r n m e n t ' s  a b i l i t y  to a d m i n i s t e r  a n d  the p r i v a t e  s e c t o r ' s  

a b i l i t y  to c o n s t r u c t  in a  c o s t - e f f  icienv. m a n n e r .  A l r e a d y  t h e r e  

are i n d i c a t i o n s  o f  a n  i n f l a t i o n a r y  t r e n d  in c o n s t r u c t i o n  c o sts 

w h i c h  w i l l  ejcceed the e s t i m a t e s  us e d  in d e t e r m i n i n g  c o s t s  f o r  

a l l  t h o s e  p r o j e c t s  i n c l u d e d  in the a b o v e  a p p r o p r i a t i o n s .  The 

r e s u l t  w i l l  be s u b s t a n t i a l  o s t  o v e r r u n s .

No c e r t a i n  p l a n s  can be m a d e  f o r  the d i s t r i b u t i o n  of the 

s t a t e ' s  w e a l t h  u n t i l  the L e g i s l a t u r e  has an u n d e r s t a n d i n g  of the 

e x t e n t  to w h i c h  o u r  w e a l t h  has a l r e a d y  b e e n  c o m m i t t e d .  The L e g i s­

l a t u r e  s h o u l d  u n d e r t a k e  a s y s t e m a t i c  a p p r a i s a l  o f  all c a p i t a l  

p r o j e c t s  a u t h o r i z e d  d u r i n g  the la s t  t h r e e  years. This r e v i e w  

s h o u l d  n o t  be a s i m p l e  s t a t u s  r e p o r t  b u t  s h o u l d  i n c l u d e  p r o j e c­

ti o n s  o f  a n t i c i p a t e d  c o s t  o v e r r u n s  and e x p e c t e d  a n n u a l  o p e r a t i n g  

c o s t s  f o r  e a c h  p r o j e c t .



P R O P E R T Y  T A X  R E D U C T I O N

P ro p o s a ls  have  b een  made by s e v e r a l l e g i s l a t o r s  to  use s t a t e  

re v e n u e s  to  re d u c e  o r  e l im in a t e  p r o p e r t y  ta x e s  l e v i e d  b y  l o c a l  

m u n i c i p a l i t i e s .  These p r o p o s a ls  r e f l e c t  t h e  r e c e n t  n a t io n a l  

t r e n d  tow ards  r e d u c in g  th e  ta x  b u rd e n  im posed by  ] o c a l  g o ve rnm en ts  

T h is  " ta x p a y e rs ' r e v o l t "  has r e s u l t e d  i n  i n i t i a t i v e  d r iv e s  in  

s e v e r a l s t a t e s  to  re d u c e  th e  l e v e l  o f  p r o p e r t y  t a x e s . P r o p o s it io n  

13 i n  C a l i f o r n ia  and P r o p o s it io n  i n  M a s sa ch u se tts  a re  p r o b a b ly  

t h e  most w e ll- k n ow n .

The a rgum ent i n  s u p p o r t  o f  th e s e  p r o p o s a ls  i s  r e l a t i v e l y  

s t r a ig h t f o r w a r d — A la sk a n s  s h o u ld  n o t  pay  p r o p e r t y  ta x e s  w h i le  

t h e r e  a re  re v e n u e  s u r p lu s e s  com in g  in t o  th e  s t a t e  t r e a s u r y .  C r i t i c  

b a se  t h e i r  o p p o s it io n  on th e  i n e q u i t i e s  o f  th e  r e s u l t i n g  d i s t r i b u ­

t i o n  o f  t h e  s t a t e ' s  w e a lt h .  The re a s o n  f o r  t h e i r  c o n c e rn  i s  

d em o n s tra te d  by th e  d i s t r i b u t i o n  among C a l i f o r n ia n s  o f  th e  ta x  

s a v in g s  r e s u l t i n g  from  P r o p o s it io n  1J . S e v e r a l g e n e r a l is a t io n s  

can  be made. F i r s t ,  t h e  r i c h  b e n e f i t t e d  more th a n  th e  m id d le  

c la s s  in  te rm s o f  th e  t o t a l  ta x e s  saved  p e r  h o u s e h o ld . S e c o n d ly , 

r e n t e r s  r e c e iv e d  l i t t l e  o r  no b e n e f i t  b e cau se  p r o p e r t y  ta x  

r e d u c t io n s  w ere g e n e r a l ly  p o ck e te d  by la n d lo r d s  r a t h e r  th a n  b e in g  

pa ssed  on in  th e  fo rm  o f  lo w e r  r e n t s .  F i n a l l y 1 r e s id e n t s  o f  r u r a l  

a r e a s  b e n e f i t t e d  much le s s  th a n  u rban  r e s id e n t s  b ecuase  o f  th e  

lo w e r  l e v e l  o f  s e r v ic e s  p r o v id e d  and th e  c o r r e s p o n d in g  lo w e r  

l e v e l  o f  p r o p e r t y  ta x e s  7  U n le s s  some o f  th e s e  p ro b lem s  a re

^ P r o p e r t y  Tax ..elief, J t e v e n  Gold, D.C. H e a t h  and Co., L e x i n g t o n ,  

M a s s a c h u s e t t s ,  1979.



a d d n i s e d ,  s e r i o u s  i n e q u i t i e s  ::iay r e s u l t  in d i s t r i b u t i o n  o f  w e a l t h  

thro u r n  p r o p e r t y  t a x  r e l i e f .

d al e s  Tax l e g i s l a t i o n  a i m e d  at r e l i e v i n g  the l o c a l  tax b u r d e n  

m u s t  also t a k e  into c o n s i d e r a t i o n  the f a c t  t h a t  in m a n y  c a s e s  

t h e  l o c a l  b u r d e n  c o n s i s t s  o f  a s a l e s  tax i n s t e a d  of, o r  in a d d i t i o n  

to, a  p r o p e r t y  tax. S e v e n  o f  e l e v e n  b o r o u g h s  l e v y  a s a l e s  tax.

O v e r  o n e - t h i r d  of the F a i r b a n k s  N o r t h  S t a r  B o r o u g h ' s  r e v e n u e s  

and m o r e  than 50'd o f  the K e t c h i k a n  B o r o u g h’s r e v e n u e s  are d e r i v e d  

f r o m  t h e  s a l e s  tax. In a d d i t i o n  t here are d o z e n s  o f  s m a l l e r  m u n i­

c i p a l i t i e s  w h i c h  use o n l y  the s a l e s  tax to r a i s e  r e v e n u e s . ^ 1 

P r o v i d i n g  o n L y  p r o p e r t y  tax  r e l i e f  w i L l  p e n a l i z e  those c o m m u n i t i e s  

w h i c h  l e v y  a s a l e s  ta x  in p l a c e  o f  t h e  p r o p e r t y  t a x .  An e q u i t a b l e  

c l ;  c n b u t i o n  o f  t a x  r e l i e f  ca n  o n l y  be a c h i e v e d  i f  the l e g i s l a­

tion i n c l u d e s  c o m p a ra b le  b e n e f i t s  f o r  t h o s e  w h o  have c h o s e n  to 

f i n a n c e  l o c a l  s e r v i c e s  by means o f  a s a l e s  t a x .

h t t . y . C e n t e r '  pny .nb: t n . u t a  1 p o r t i o n  o f  the n r o p e i t y  t a x e r

c o l l e c t ' ' !  in  many c o m m u n i t i e s .  ' r o o e r t . y  t a x e s  a r e  a cost :  o f  ho­

i s  bus i . ' iess  for t h e  owner  o f  r e n t a l  p r o p e r t y  a n d ,  l i k e  a n y  o t h e r  

c o s t  o f  d o i n g  bur i n c u r , i r  i n c l u d e d  in  the amount o f  r e n t  to be 

c:i ■ r '-c l t e n a n t .  Put  most tax  r e l i e f  f o r m u l a  p ro p o s e d  so  f a r

h a ’.'" ova r l o o k c d  t h i :  f a c t .  As i n d i c a t e d  a hi v e , r e n t e r s  r e c e i v e d

1 i 11 e " t he b e n e f i t s  a s s o c i a t e s  w i t h  the ta x  s a v i n g s  r e s u l t i n g  

f r o m  P r o n a s i t i o n  11.

c\
* ' A ? : r. kn ; i s - i l . f '  l .o fQ , b m u n r y  1 9 ° 1 ,  . i t a t e  o f  A l a s k a ,  Departm ent 
o f  Community and Meg Luna I A f f a i r s . ,  D i v i s i o n  o f  l o c a l  Government 
A s s i s ta r .e e - .



T h e  m o s t  e f f e c t i v e  w a y  o f  a s s u r i n g  e q u i t y  f o r  r e n t e r s  in 

a n y  tax r e l i e f  s c h e m e  w o u l d  be to e n a c t  it in the f o r m  o f  a t a x  

r e f u n d  p r o g r a m .  P r o p e r t y  o w n e r s  w o u l d  be e l i g i b l e  to a p p l y  

f o r  a r e f u n d  o f  a p o r t i o n  o f  the t a x e s  p a i d  on the u n i t  v/hich 

t h e y  o c c u p y .  R e n t e r s  w o u l d  be e n t i t l e d  to a r e f u n d  f o r  a 

s i m i l a r  p o r t i o n  o f  t h a t  p a r t  o f  the r e n t  w h i c h  r e p r e s e n t s  the 

t a x  on the u n i t  w h i c h  t h e y  o c c u p y .  The p r o g r a m  c o u l d  be e a s i l y  

a d a p t e d  f r o m  the tax b r e a k s  n o w  p r o v i d e d  f o r  s e n i o r  c i t i z e n s  

u n d e r  A S  ________ .

The l e a s t  e f f e c t i v e  w a y  o f  p r o v i d i n g  tax r e l i e f  f o r  r e n t e r s  

w o u l d  be to g i v e  the m o n e y  d i r e c t l y  to m u n i c i p a l i t i e s  w h i c h  

in t u r n  w o u l d  p r o v i d e  a g e n e r a l  p r o p e r t y  tax r e d u c t i o n .  First, 

a g e n e r a l  m i l l a g e  r a t e  r e d u c t i o n  v'ould s p r e a d  a v a i l a b l e  r e v e n u e s  

o v e r  all f o r m s  o f  p r o p e r t y ,  i n c l u d i n g  c o m m e r c i a l  p r o p e r t y  and 

v a c a n t  land, r a t h e r  t h a n  t a r g e t i n g  r e s i d e n t i a l  p r o p e r t y .

S e c o n d l y ,  u n d e r  s u c h  a  system, p a r t i c u l a r l y  in t i m e s  o f  l o w  

r e n t a l  v a c a n c y  rat e s ,  it is u n l i k e l y  t h a t  m u c h  t a x  r e l i e f  w o u l d  

be p a s s e d  on to r e n t e r s  in the f o r m  o f  l o w e r  rents.

R e s t r i c t i o n s  on M u n i c i p a l i t i e s  In 1 9 7 0  the L e g i s l a t u r e  p a s s e d

t h e  s t a t e  r e v e n u e  s h a r i n g  p r o g r a m ,  AS ______, and b e g a n  the fl o w

o f  s t a t e  o i l  r e v e n u e s  to l o c a l  g o v e r n m e n t s .  S p o n s o r s  of the 

p r o g r a m  d e c l a r e d  t h a t  t h e s e  f u n d s  w o u l d  be used b y  m u n i c i p a l i t i e s  

to r e d u c e  t a x e s  so t h a t  A l a s k a n s  c o u l d  b e n e f i t  ir a d i r e c t  

f a s h i o n  f r o m  the s t a t e ' s  oil w e a l t h .  In m a n y  cases, h o w e v e r ,  the



r e s u l t  w a s  n o t  l o w e r  ta x e s ,  b u t  i n c r e a s e d  g o v e r n m e n t  p r o g r a m s  

w h i c h  q u i c k l y  ate up t h e  n e w  s o u r c e  o f  r e v e n u e .

B e c a u s e  o f  the i n e q u i t a b l e  e f f e c t  o n  r e n t e r s ,  c h a n n e l i n g  

p r o p e r t y  t a x  r e l i e f  d i r e c t l y  to m u n i c i p a l i t i e s  s h o u l d  be 

a v o i d e d .  But if th a t  s y s t e m  is c h o s e n ,  t h e n  p r o v i s i o n s  s h o u l d  

be i n c l u d e d  in the l e g i s l a t i o n  to i n s u r e  t h a t  f u n d s  s e n t  to 

l o c a l  g o v e r n m e n t s  are a c t u a l l y  used f o r  t a x  r e l i e f .  F i n a n c e  

C o m m i t t e e  S u b s t i t u t e  f o r  H o u s e  B i l l  ^ t a k e s  one a p p r o a c h  to the 

p r o b l e m  b y  l i m i t i n g  m u n i c i p a l i t i e s  r e c e i v i n g  s t a t e  aid to 

i n c r e a s e s  in t a x e s  of n o  m o r e  t h a n  2 %  p l u s  t h e  i n c r e a s e  in the 

c o n s u m e r  p r i c e  i n d e x  f o r  the p r e v i o u s  y e ar. A n o t h e r  a p p r o a c h  

is that a d v o c a t e d  in H o u s e  Bill 22. U n d e r  H B  22 m u n i c i p a l i t i e s  

w o u l d  r e c e i v e  an a n n u a l  e n t i t l e m e n t  f r o m  the S t a t e  in p l a c e  of 

l e v y i n g  a p r o p e r t y  t a x  and t h a t  e n t i t l e m e n t  w o u l d  be r e d u c e d  

by the a m o u n t  o f  i n c r e a s e s  in a n y  o t h e r  m u n i c i p a l  taxes.



Supplemental B e n e fit  System

Another op tion  f o r  d is t r ib u t in g  income from the Permanent Fund i s  to  

e s t a b l i s h  f o r  a l l  Alaskans a program o f  b e n e f i t s  s im ila r  'to  the Supplemental 

B e n e fits  System (SBS) f o r  s ta te  employees. SBS rep laced  S o c ia l  S ecu rity  when 

s ta te  employees opted out o f  the system in  1980. I t  i s  a very s o p h is t ica te d  

system o f f e r i n g  employees a combination o f  Insurance b e n e f i t s  and a retirem ent

annuity . The system i s  unique and i s  w e ll  administered g iven  i t s  com plex ity .
\

Under SBS, 12.26% o f  an employees wages goes Into  the system, up to  the 

s o c i a l  s e c u r i ty  maximum wage base, which i s  $29,700 f o r  1981. Hence, up to  

$3 ,641 .22  cou ld  be con tr ib u ted . One-half o f  the co n tr ib u t io n  (6.13%) Is  wage 

r e d u c t io n ,  the r e s t  i s  con tr ibuted  by the s ta te .  The concept may be a p p l ic a b le  

to  Permanent Fund dividend d is t r ib u t io n  whether i t  be done on a lo n g e v ity ,  

equal amount per c a p ita ,  o r  some o ther  b a s is .

An n u ity . The annuity i s  a retirem ent account. A l l  o r  part o f  the 12.26% 

o f  a s ta te  employees co n tr ib u t io n  to the SBS can go in to  the annuity account, 

but a t  le a s t  6.13% must go In to r e ta in  the s p e c ia l  tax treatment a f fo rd ed  the 

system. S p ec ia l  tax treatment by the IRS i s  perhaps the most a t t r a c t iv e  
f e a t u -e  o f  the SBS. C ontributions are  not taxed, nor i s  the In te re s t  earned. 

The annuitant i s  ab le  to d e fe r  taxes u n t i l  he begins to  draw on the annuity, 
a f t e r  age 55. The annuity can be withdrawn in  a lump sum or Insta llm ents . 

Presumably, the tax rate f o r  r e t i r e e s  w i l l  be lower than fo r  those earning a 

regu lar  s a la ry .

The idea  o f  s tru ctu r in g  a retirem ent annuity funded by a Permanent Fund 

d ividend may be a t t r a c t iv e  f o r  some Alaskans, p a r t ic u la r ly  those in  higher tax 

b r a ck e ts .  However, s tru ctu r in g  a program to s h e lt e r  d ividends and th e ir  

earn ings from the Federal Income Tax w i l l  not be easy to  do. The current 

Permanent Fund Dividend program conta ins  p rov is ions  f o r  the d e fe rm e n t  o f  

d iv id en d s ;  but even I f  the program had not been t ie d  up In a court c h a lle n g e ,  

i t s  u n l ik e ly  they would have been approved by the IRS. Amendments t:o the IRS 

code l i b e r a l i z i n g  the d octr in e  o f  " c o n s t r u c t iv e  r e c e i p t , "  however, were 
conta ined  in the Economic Recovery Tax Act o f  1981. It  may be worth exp lor in g  

th is  concept fu r th e r .

I



B e n e f i t s . The other  parts o f  SBS are  b e n e f i t s .  These b e n e f i t s  in c lu d e  

s u r v iv o r ,  d i s a b i l i t y ,  death, and h ea lth  insurance. Because o f  the f a c t  th a t  

o n e -h a l f  o f  the c o n tr ib u t io n  comes from the S ta te , only  on e -h a lf  (6.13%) o f  an 

em ployee 's  c o n t r ib u t io n  can be chosen by a b e n e f ic ia r y  and s t i l l  remain ta x  

f r e e .
tI

j l

The id ea  o f  providing b e n e f i t s ,  p a r t i c u la r ly  h ea lth  insurance, i s  d iscu ssed  

as "O ption  2" in  the Governor 's  P o l i c y  A nalysis  Paper No. 81 -24 , combined w ith  

an o p t io n  o f  taking cash . A recen t  re p o r t  by B a t te l le  Research showed th at  11% 

o f  Alaskans have no h ea lth  care  coverage a t  a l l .  The idea  o f  g iv in g  a person 

the ch o ice  o f  taking cash or  h ea lth  insurance may be an accep ta b le  approach .

There are  p o te n t ia l  problems w ith  a llow in g  a c h o ic e  between the two, though 

they may not be insurmountable. The G overnor 's  "Option 2" made hea lth  i r a u r -  

ance mandatory i f  a person was not a lrea d y  covered . This nay encourage employ­

ers to  s to p  carry in g  h ea lth  insurance f o r  t h e ir  employees. Secondly, i f  a 

person has the o p t io n  o f  taking cash but d o e s n 't ,  there may be " c o n s t r u c t iv e  

r e c e i p t "  which might make hea lth  care  b e n e f i t s  taxab le . This area should be

reviewed in  more d e t a i l  as part o f  an examination o f  the tax im p lica t ion s  o f

various  d i s t r ib u t io n  plans.
*/

i*
•

M unicipal A ss istan ce  •;
{A

' i• *
Another suggest approach to s ta te  wealth d i s t r ib u t io n  i s  to  d i s t r ib u t e  '•

Permanent Fund earnings to communities. This program was r e ce n t ly  endorsed by 

the Hammond A dm inistration  as an op t ion  to  con s id er ,  ’"he plan would be s im ila r  

to FCCSSB 236, ".an Act r e la t in g  to a s s is ta n ce  to  m u n ic ip a l i t i e s . "  FCCSSB 236 

passed during the f i r s t  se ss io n  o f  the Twelfth L e g is la tu re .

The p ro v is io n s  o f  FCCSSB 236 a l low  f o r  payment o f  an "en t it lem en t"  to each 

"m u n ic ip a l ity "  o r  "unincorporated  community." The entit lem ent would be $1,000 

times the number o f  people re s id in g  w ith in  the boundaries o f  the community, sub­
j e c t  to  the l im i t s  o f  the a p p ro p r ia t io n .  The sum rece ived  as an en tit lem ent 

could  be used on ly  f o r  s o c ia l  s e r v i c e s ,  c a p i t a l  p r o je c t s ,  o r  operating expenses 
o f  c a p i t a l  p r o je c t s .

i

Under Governor Hammond's new p rop osa l ,  communities would have more •/

f l e x i b i l i t y  in  the use o f  the funds. The D iv is ion  o f  P o l icy  Development and
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Planning suggests  the fo l lo w in g  uses; (1 )  c a p i t a l  p r o je c ts ,  (2 )  tax r e d u c t io n ,  

(3 )  establishm ent o f  a mini permanent fund (n o te :  Valdez has o n e ) ,  (4 )  power 

produ ction  a s s is ta n c e ,  (5 )  op era t ion a l expenditures , (6 )  d i r e c t  cash d i s t r i ­

b u t io n ,  and (7 )  and o th e rs .

The response to  th is  program from municipal o f f i c i a l s  was understandably 

q u ite  p o s i t i v e .

Public Endowments

One concept which has been d iscu ssed  by s t a t e  o f f i c i a l s  i s  the c r e a t io n  o f  
p u b lic  endowments. An endowment would be s im ila r  to  the Permanent Fuad in  th at  

i t  would in v o lv e  the d e d ica t io n  o f  a percentage o f  revenues to a fund separa te  

from the General Fund. The earnings would be used to  fund ed u cation , p u b l ic  

works, o r  o ther  s p e c i f i e d  s ta te  programs. The c re a t io n  o f  an educationa l 
endowment was proposed la s t  se sse io n  and i s  cu rre n t ly  under review  by an 

in ter im  study group which w i l l  rep ort  i t s  f in d in g s  to  the L e g is la tu re  during 

the 1S32 s e s s io n .

To a c t u a l ly  d e d ica te  part o f  the s t a t e ' s  revenues to a fund f o r  a s p e c i f i c  

p u b lic  use so that i t  cou ld  be used f o r  no other purpose would re q u ire  a 
c o n s t i t u t io n a l  amendment. I t  i s  p o s s ib le ,  however, to c re a te  a s ta tu to ry  

endowment. The L e g is la tu re  cou ld  e s t a b l i s h  a separate fund and each year 

ap p rop r ia te  to i t  the "d e d ica te d "  percentage o f  revenues.

C reation  o f  such endowments, however, would he no d i f f e r e n t  than c r e a t in g  
another o f  the s p e c ia l  funds which have p r o l i fe r a te d  in recent yea rs .  One 

example which has been p rev iously  d iscussed  i s  the m in ic ip a l  a s s is ta n c e  fund 

under AS 4 3 .20 .01 6 , Subsection  (a )  s ta te s  that:

"The L e g is la tu re  may appropria te  to the fund during each f i s c a l  yuear an

amount equal to  o r  greater  than 10% o f  the income tax re ce iv e d  under AS

4 3 .2 0 .0 1 1 (e )  a n d (AS 43 .21 . (emphasis added)

I

C reation  o f  a s tu atu tory  fund, however, does not guarantee that i t  w i l l  

a c t u a l ly  fu n c t io n  as con ce ived . The L e g is la tu re  can appropria te  100%, 50% o ri

-14-
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. * ’ .0% o f  the formula amount. The L e g is la tu re  can even appropriate money out o f

the fund f o r  non -ded ica ted  purposes. Or, u lt im a te ly ,  i t  can a b o l ish  the fund . 

Thus, AS 4 3 .2 0 .0 1 6 (a )  ca r r ie s  no rea l  l e g a l  weight and i s  l i t t l e  more than a 

target  f i g u r e .

S p ec ia l  funds, however, do crea te  p o l i t i c a l  c o n s t itu e n c ie s  which work t o  

see that the L e g is la tu re  appropria tes  the f u l l  l e v e l  o f  funding. In the c a s e  
o f  the m in ic ip a l  a s s is ta n c e  fund, p u b lic  o f f i c i a l s  from every community in  the 

s ta te  w i l l  argue that t h e ir  m u n ic ip a l i t ie s  are e n t i t le d  to  th is  money. And 
perhaps they a r e .  But the r e a l i t y  o f  the s i t u a t io n  i s  that the c o n s t i tu e n c ie s  

o f  these s p e c ia l  funds are ju s t  one more " s p e c i a l  in t e r e s t  group" competing f o r  

a v a i la b le  revenues.

\

I f  the L e g is la tu r e  f e e l s  that there I s  a p a r t icu la r  p ub lic  purpose which i s  

o f  such p r i o r i t y  that i t  wishes to  c re a te  a p u b l ic  endowment, i t  should do so 

c o n s t i t u t i o n a l ly  w ith  the consent o f  the v o t e r s .

Conclusion

This d is c u s s io n  o f  wealth d i s t r ib u t io n  a l te r n a t iv e s  analyzes on ly  some o f  

the p r in c ip a l  p roposa ls  which have been made to  d a te .  The wide range o f  
a l te r n a t iv e s  demonstrates the fa c t  that there I s  no consensus on the d i r e c t i o n  

to take i f  the l e g a l  challenge to the Permanent Fund Dividend Program i s  

sustained or  I f  the  L eg is la tu re  wishes to  provide some form o f  a d d it ion a l o r  

a l t e r n a t iv e  wealth  d i s t r ib u t io n .

State  policym akers must begin  to narrow t h e i r  options  so that d e ta i le d  

c o n s id e ra t io n s  can be given to l i k e l y  p roposa ls .  That way the l e g a l ,  te ch n i­

c a l ,  and p o l i t i c a l  problems can be addressed in  an o rd e r ly  manner.
I
\

I f  cash d i s t r ib u t i o n  i s  to be a p r i o r i t y ,  through e i th e r  con tinuation  o f  

the Permanent Fund Dividend Program or  establishm ent o f  some other mechanism, 

there are two f i s c a l  matters that must be d e a lt  w ith . F i r s t ,  a r e la t iv e ly  low 

annual cash d i s t r i b u t i o n  o f ,  f o r  example, $1,000 may a c tu a l ly  hurt low income 

Alaskans by making them I n e l ig ib l e  fo r  s t a t e / f e d e r a l  public  a ss is tan ce  £

t

-15-



programs. Secondly, o f  Permanent Fund earings d is tr ib u te d  as d iv idends , a t  

l e a s t  35% w i l l  be taxed away by the fe d e ra l  government unless  the State can 

d e v is e  a tax s h e lt e r  a c ce p ta b le  to the In terna l Revenue S e r v ic e .  Consequently, 
cash d is t r ib u t io n  can have the perverse f i s c a l  impact o f  making in d igen t 

Alaskans worse o f f  and taxing away b e n e f i t s  from those in  high marginal tax 

b r a c k e ts .  I f  the L e g is la tu re  wishes to  cons ider  these problems, i t  should 
undertake these s p e c i f i c  ta sk s :

Task 1. Review a l l  s ta te  and fe d e r a l  public  assistatfe  programs to  

determine i f  and how Permanent Fund Dividends can be exempted from ’ ’ income" 

and "resou rce "  g u id e l in e s  f o r  each and;

Task 2 . Retain  tax c o u n se l ,  p o ss ib ly  through the Department o f  Revenue o r  
the Attorney General, t o  advise  on the preliminary des ign  o f  a tax s h e lt e r  

mechanism, probably a t r u s t  or  annuity, a ccep ta le  to the IRS.

This work should beg in  as soon as p oss ib le .  I f  the Permanent Fund Dividend 

Program i s  in v a l id a te d ,  the L e g is la tu re  w i l l  be under g rea t  pressure to provide 

an a l t e r n a t iv e .  Even i f  i t  i s  su sta in ed , these problems w i l l  s t i l l  have t o  be 

d e a lt  with to assure that Alaskans ach ieve the maximum b e n e f i t  p o ss ib le  from 

the sharing o f  the s t a t e ' s  n atura l resources  wealth*

l

I
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a n s w e r ,

t h e r e  a r e  two f i s c a l  m a t t e r s  s t a t e  p o l i c y m a k e r s  may w i s h  to 

deal  wi t l i .  Number  o n e , a d i v i d e n d  o f  s a y  S I , 000 may a c t u a l l y
&c a u s e  f i n a n c i a l  d i s t r e s s  t o  A l a s k a n s  on p u b l i c  a s s i s t a n c e  by 

maki n g  them i n e l i g i b l e .  Number  t w o , and on t h e  o t h e r  s i d e  of  ' ^

t h e  c o i n ,  a l o t  o f  t h e  d i v i d e n d s  w i l l  be t axed  away f r o m  we l l  to 

do A l a s k a n s  by t h e  U . S .  D e p a r t me n t  o f  t h e  T r e a s u r y  u n l e s s  a 

s u i t a b l e  t ax  s h e l t e r  can be d e v i s e d .  T h e r e  may be ways  ar ound 

t h e s e  p r o b l e m s ,  and we r e f e r  you t o  t h e  a p p e n d i x .

I f  s t a t e  p o l i c y m a k e r s  c h o o s e  a d i f f e r e n t  a p p r o a c h ,  l e t ’ s 

f i n d  o u t  what  i t  i s .  T h a t  way t h e  l e g a l ,  t e c h n i c a l  and 

p o l i t i c a l  b u gs  can be wor ked o u t  b e f o r e h a n d .  T h e r e  i s  a r e a l /  

d a n g e r  t h a t  mor e p r o b l e m s ,  l i k e  t h e  o n e ' s  f a c i n g  t h e  e x i s t i n g ^  

P e r m a n e n t  Fund d i v i d e n d  p r o g r a m ,  w i l l  u n d e r m i n e  t h e  p u b l i c  

s u p p o r t  and r e s p e c t  f o r  t h e  P e r m a n e n t  Fund i t s e l f .

<h W l C t e  ̂ ‘



A n n u a l  P e r  Ca p i t a  Cash D i s t r i b u t i o n

The s i m p l e s t  change t o  t h e  c u r r e n t  P e r ma n e n t  Fund D i v i d e n d  

p r o g r a m  would be an an n u al  p e r  c a p i t a  cas h  d i s t r i b u t i o n  

p l a n ,  as d i s c u s s e d  i n  t h e  G o v e n o r ' s  R e p o r t  —  " P o l i c y  A n a l y s i s  

P a p e r  No. 8 1 - 2 4 . " !  Money i n  t h e  P e r ma n e n t  Fund d i v i d e n d  

a c c o u n t ,  a s p e c i a l  a c c o u n t  w i t h i n  t h e  G e n e r a l  Fund woul d be 

d i v i d e d  up e q u a l l y  and d i s t r i b u t e d  t o  e l i g i b l e  " s t a t e  r e s i d e n t s "  

U n d e r  c u r r e n t  law,  50% o f  t h e  e a r n i n g s  f r o m  t h e  P e r man e n t  

Fund p r i n c i p l e  go d i r e c t l y  t o  t h e  ac c o u n t .  I f  t h e  L e g i s l a t u r e  

d e c i d e d  t o  i n c r e a s e  an n u al  d i v i d e n d s ,  a d d i t i o n a l  m o n i e s  

c o u l d  be a p p r o p r i a t e d  f r o m  t h e  g e n e r a l  f u n d .

A p p r o p r i a t i o n s  t o  s u p p l e m e n t  d i v i d e n d  p ay me nt s  woul d no 

d o u b t  be r e q u i r e d  at  f i r s t ,  b e c a u s e  P e r ma n e n t  Fund e a r n i n g s  

a r e  n ot  yet  s u f f i c i e n t  t o  pay any s i z a b l e  d i v i d e n d s .  Any 

a p p r o p r i a t i o n  m u s t  be payed back a c c o r d i n g  t o  AS  4 ? . 2 3 . 0 5 0 ,  

b ecaus e  t h e  p r o g r a m  woul d n ot  be i n t e n d e d  to d i s t r i b u t e  

G e n e r a l  Fund o r  P e r m a n e n t  Fund p r i n c i p l e .  A t  p r e s e n t  t h e  

P er man e n t  Fund d i v i d e n d  ac c o u n t  c o n t a i n s  o n l y  $27 m i l l i o n . ?

An annual  p e r  c a p i t a  cast, d i s t r i b u t i o n  p l an  woul d be t he 

e a s i e s t  way to r e p a i r  t h e  c u r r e n t  P e r ma n e n t  Fund d i v i d e n d  

p r o g r a m i f  i t  i s  s t r u c k  down by t h e  U . S .  S upr eme C o u r t .

1 P o l i c y  A n a l y s i s  P a p e r  No. 8 1 - 2 4  " Op t i o n  1",

I) i s c u s s 1 o n Pape r  P e r m a n e n t  Fund D i v i d e n d  A l t e r n a t i v e  s ,  Oc t o b e r  

12, 1981, S t a t e  o f  A l a s k a ,  O f f i c e  o f  t h e  G o v e n o r ,  D i v i s i o n  

o f  P o l i c y  D e v e l o p m e n t  and P l a n n i n g .

? C o n t r i b u t i o n s  t o  t h e  Pemanent  Fund d i v i d e n d  ac c o u n t  

ar e  made on a " c a s h  b a s i s "  and a v e r a g e d  i n w i t h  p r i o r  y e a r ' s  

c o n t r i b u t i o n s .  T h i s  k e e p s  down c o n t r i b u t i o n s  t o t he  accoun t  

d u r i n g  t he f i r s t  few y e a r s ,  t h e r e b y ,  p r o t e c t i n g  t he  P e r ma n e n t  

Fund p r i n c i p l e .



Each A l a s k a  r e s i d e n t  woul d  r e c e i v e  an equal  s h a r e .  The 

m a j o r  l e g i s l a t i v e  change woul d  be amendi ng t h e  d u r a t i o n a l  

r e s i d e n c y  p r o v i s i o n .  H o p e f u l l y ,  t h e  S upr eme Co u r t  d e c i s i o n  

w i l l  p r o v i d e  g u i d e l i n e s  on a c o n s t i t u t i o n a l l y  a c c e p t a b l e  

d e f i n i t i o n  f o r  r e s i d e n c y

U n d e r  t h i s  p r o g r a m ,  P e r m a n e n t  f u n d  e a r n i n g s  c o u l d  be 

d i s t r i b u t e d  t o  S t a t e  r e s i d e n t s ,  t h e r e b y ,  e s t a b l i s h i n g  a l i n k  

bet ween t h e  s i z e  o f  t h e  P e n n a n e n t  Fund and i n d i v i d u a l  p e r s o n a l  

i n c o me s .  An annual  p e r  c a p i t a  cas h  d i s t r i b u t i o n  m i g h t  n o t  

e n c o u r a g e  l o n g - t e r m  s t a t e  r e s i d e n c y  as t h e  c u r r e n t  pl an  

a t t e m p t s .  In f a c t ,  i t  may e n c o u r a g e  s h o r t - t e r m  r e s i d e n c y  i f  

t h e  r e s i d e n c y  p r o v i s i o n  i r ,  s a y ,  o n l y  30 d a y s .  T h i s  p l an  

a l s o  has  two o t h e r  p o l i c y  i m p l i c a t i o n s ;  f i r s t , t h e  d i v i d e n d  

woul d be s u b j e c t  t o  t h e  f u l l  b r u n t  o f  F e d e r a l  Income t a x a t i o n ;  

and s e c o n d , d i s t r i b u t i n g  cas h  may e f f e c t  t h e  e l i g i b i l i t y  of  

i n d i v i d u a l s  r e c e i v i n g  p u b l i c  a s s i s t a n c e .

F e d e r al I ncome T a x . A p e r m a n e n t  f und cas h  d i v i d p n d  

woul d be c o n s i d e r e d  t a x a b l e  i ncome b^ t h e  I n t e r n a l  R e v e n u e  

S e r v i c e  ( I R S ) .  C u r r e n t l y  t h e  a v e r a g e  m a r g i n a l  t ax  r a t e  i n 

A l a s k a  i s  35%. T h i s  means  at  l e a s t  15% o f  t h e  P e r man e n t  Fund 

e a r n i n g s  p . i d  o u t  i n  d i v i d e n d s  w i l l  end up in t h e  F e d e r a l  

t r e a s u r y .  In f a c t ,  a c a s h  d i s t r i b u t i o n  may a c t u a l l y  bump up 

t h e  a v e r a g e  m a r g i n a l  t r x  r a t e ,  by m o v i n g  some i n d i v i d u a l s  

i n t o  a h i g h e r  t a x  b r a c k e t .  Many p e o p l e  w o n ' t  c a r e ,  and w i l l  

s t i l l  p r e f e r  c a s h .  H o w e v e r ,  A l a s k a n s  w i t h  a m a r g i n a l  t ax 

r a t e  abov e 50% m ght  want  t o  d e f e r  t h i s  e x t r a  i ncome.

The c u r r e n t  d i v i d e n d  p l a n  a t t e m p t e d  t o  get  ar ound t h i s  

p r o b l e m  by a l l o w i n g  r e s i d e n t s  t o  d e f e r  r e c e i p t  o f  t h e  d i v i d e n d .  

U n f o r t u n a t e l y ,  t h e  I R S  i s s u e d  a r u l i n g  t h a t  t he  per man e n t  

f u n d  d i v i d e n d  was s u b j e c t  t o  " c o n s t r u c t i v e  r e c e i p t " .  C o n s t r u c t i v e  

r e c e i p t  means  you h a v e  t o  pay t a x e s  on t h e  d i v i d e n d  ev e n  i f



you d o n ' t  e l e c t  t o  r e c e i v e  i t .  The I R S  has  a l l o we d  S t a t e  

e m p l o y e e s  t h e  o p t i o n  t o  d e f e r  a p o r t i o n  o f  t h e i r  wages,  

t h e r e b y ,  s h e l t e r i n g  t h e  amount  d e f e r r e d  f r o m  F e d e r a l  Income 

--------------------- " ■ -   the IRS

" D i v i d e n d  p a y me n t s  a r e  a v a i l a b l e  t o  a l l  a p p l i c a n t s  who 

meet  t h e  age and r e s i d e n c y  r e q u i r e m e n t ,  and who f i l e  

t i m e l y  a p p l i c a t i o n s .  S i n c e  Ac t  d i v i d e n d s  ar e  not  pai d  

as c o m p e n s a t i o n  f c r  s e r v i c e s ,  t h e  r a t i o n a l e  and c o n c l u s i o n s  

s t a t e d  i n  R u l e s  6 0 - 3 1  and 6 9 - 5 0  do n o t  a p p l y . . . "

And f u r t h e r ,

"We c o n c l u d e  t h a t  an i n d i v i d u a l  r e p o r t i n g  on t h e  cas h 

r e c e i p t s  and d i s b u r s e m e n t  met h od  o f  a c c o u n t i n g  who e l e c t s  

t o  d e f e r  t h e  d i v i d e n d  be s e l c t i o n  o f  e i t h e r  t h e  p o s t p o n e d  

paymer '  met hod o r  t h e  t w e l v e  m o n t h l y  i n s t a l l m e n t  met hod 

w i l l  be r e q u i r e d  t o  i n c l u d e  t h e  amount  o f  s uch d i v i d e n d  

i n g r o s s  i ncome f o r  t h e  t a x a b l e  y e a r  i n  whi ch t he  d i v i d e n d  

woul d h a v e  been r e c e i v e d .. . "3

T h i s  r u l i n g  i s  n o t  t h e  f i n a l  wor d,  and does  not  n e c e s s a r i l y  

mean t h a t  i s  i s  i m p o s s i b l e  t o  s h e l t e r  t h e  P e r ma n e n t  Fund d i v i d e n d .  

The I R S  l e t t e r  a l s o  s t a t e

" H o w e v e r ,  i ncome i s  n o t  c o n s t r u c t i v e l y  r e c e i v e d  i f  t h e  

t a x p a y e r s  c o n t r o l  o f  i t s  r e c e i r t i s  s u b j e c t  t o s u b s t a n t i a l  

l i m i t a t i o n s "

3 L e t t e r  d at e d  F e b r u a r y  27,  1981 f r o m  t h e  U . S .  

D e p a r t me n t  o f  T r e a s u r y ,  I n t e r n a l  R e v e n u e  S e r v i c e  t o t h e  S t a t e  

o f  A l a s k a ,  D e p a r t me n t  o f  R e v e n u e .  The r u l i n g  i s  d i r e c t e d  

o n l y  t o t h e  r e q u e s t o r ,  and may n ot  be u s ed  o r  c i t e d  as 

p r e c e d e n t .



The t e r m  " s u b s t a n t i a l  l i m i t a t i o n "  i s  n o t  d e f i n e d ,  at 

l e a s t  i n  t h e  l e t t e r ,  and I t s  me a n i n g  woul d no d o u b t  be d e c i d e d  

upon by t h e  I R S  on a c a s e  by c a s e  b a s i s .  T '  t a k e  a d v a n t a g e  

o f  t h i s  " l o o p h o l e "  t h e  s t a t e  c o u l d  r e q u i r e  t h a t  a l l  t h e  

d i v i d e n d s  be p l a c e d  i n t o  a r e t i r e m e n t  a c c o u n t .  In t h i s  way a 

p e r s o n  woul d  n o t  be a b l e  t o  r e c l e v e  i t  u n t i l  some t i m e  i n  t he  

f u t u r e .  T h i s  m i g h t  wor k .  I f  a p e r s o n  h as  t h e  r i g h t  t o  t a k e  

t h e  cas h  upon i s s u a n c e  o f  t h e  d i v i d e n d  i ;  becomes  mor e d i f f i c u l t  

t o get  a r o u n d  c o n s t r u c t i v e  r e c i e p t ,  h o w e v e r ,  i t  may be p o s s i b l e .  

At  any r a t e ,  1t  w i l l  t a k e  a l o t  o f  work t o  f i g u r e  o u t  a s u i t a b l e  

t a x  s h e l t e r .

P u b l i c  A s s i s t a n c e  A n o t h e r  a d v e r s e  e f f e c t  o f  d i s t r i b u t i n g  

a cas h  d i v i d e n d  i s  t h e  e f f e c t  o f  i n c r e a s i n g  t h e  r e s o u r c e s  o r  

i ncome o f  r e s i d e n t s  e l i g i b l e  f o r  P u b l i c  A s s i s t a n c e .  The 

c u r r e n t  P e r m a n e n t  Fund d i v i d e n d  p l a n  e x e mp t s  d i v i d e n d s  up t o  

a maximum o f  $ 1 , 5 0 0  f r o m  i n c l u s i o n  as i ncome f o r  c e r t a i n  S t a t e  

p u b l i c  a s s i s t a n c e  p r o g r a m s . 4 H o we v e r ,  f o r  many o f  t h e  p r o g r a m s  

s u b j e c t  t o  F e d e r a l  r u l e s  and g u i d e l i n e s ,  cas h  d i v i d e n d s  can 

e i t h e r  c a u s e  h a r d s h i p  o r  s i m p l y  r e p l a c e  F e -  1 d o l l a r s  

a v a i a l b l e  f o r  a s s i s t a n c e  w i t h  S t a t e  m o n i e s .

F o r  e x a mp l e ,  a p e r ma n e n t  f u n d  d i v i d e n d  c o u l d  make a 

r e c i p i e n t  u n d e r  t h e  s t a t e / f e d e r a l  p r o g r a m  -  A i d  t o  F a m i l i e s  

W i t h  Dependent  C h i l d r e n  ( AFDC) -  i n e l i g i b l e  f o r  b e n e f i t s .  

C u r r e n t l y ,  i f  a p a r e n t  o r  g u a r d i a n ' s  " g r o s s  i ncome" e x c e e d s  

$ 7 62/ mo. ,  o r  t h e i r  " n e t  i ncome" e x c e e d s  $ 5 0 8 / mo . ,  t h e  f a m i l y  

i s  n o t  e l i g i b l e .  I f  t h e  f a m i l y  r e c i e v e d  a p e r ma n e n t  f u nd  

d i v i d e n d  o f  $ 1 , 2 0 0  as  a lump sum,  t h e  payment  woul d c o u n t  as 

" e x c e s s "  i ncome.  A c c o r d i n g  t o  r e g u l a t i o n s ,  t h e  money woul d

4 S ee :  AS  4 3 . 2 3 . 0 8 0 .
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h a v e  t o  a v e r a g e d  o v e r  a c e r t a i n  p e r i o d  by d i v i d i n g  t h e  d i v i d e n d  

r e c e i v e d  by t h e  l i m i t  f o r  " n e t  i ncome".  W i t h  a $1 , 20 0  d i v i d e n d  

t h e  f a m i l y  woul d become i n e l i g i b l e  f o r  a s s i s t a n c e  f o r  2. 36 

m o n t h s  ( $ 1 , 2 0 0 / $ 5 0 8 ) . Maybe t h i s  d o e s n ' t  seem t o  bad, e x c e p t  

t h e  c h i l d  woul d a l s o  be made i n e l i g i b l e  f o r  Me d i c a i d  as w e l l .

I f  t h e  d i v i d e n d  wer e  p a i d  i n  m o n t h l y  i n s t a l l m e n t s ,  i t  

m i g h t  make t h e  f a m i l y  i n e l i g i b l e  a l l  t o g e t h e r .  And ev e n  i f  

i t  d i d n ' t ,  t he  m o n t l y  d i v i d e n d  woul d be s u b t r a c t e d  f r o m  t h e  

b e n e f i t s  due.  T h i s  woul d h a v e  t h e  e f f e c t  o f  b a c k i n g  o u t  

F e d e r a l  ai d d o l l a r s  w i t h  P e r ma n e n t  Fund d i v i d e n d s .  I t  s eems  

i r o n i c  t h a t  t h e  P e r m a n e n t  Fund d i v i d e n d  c o u l d  a c t u a l l y  h u r t  

t h e  p o o r  r a t h e r  t h a n  h e l p .  T h i s  p r o b l e m  may ha v e  a s o l u t i o n ,  

but  i t  w i l l  r e q u i r e  a c a r e f u l  s t u d y  of  a l l  t h e  s t a t e / f e d e r a l  

p u b l i c  a s s i t a n c e  p r o g r a m s  and t h e i r  r e g u l a t i o n  t o  d e v i s e  

a p p r o p r i a t e  e x e m p t i o n s .

R o y a l t y  O i l  P r e mi u m Pay ment s

A p r o g r a m s i m i l a r  t o  tjre annual  cas h d i s t r i b u t i o n  s y s t e m

was ' W- f e - d  d u r i n g  t h e  Twe- f f t h  L e g i s l a t u r e .  G o v e n o r  Hammond

' i n t r o d u c e d  Hjl 67 , ar^fjTact r e l a t i n g  t o  r o y a l t y  o i l  p r emi um

p a y m e n t s -  wou 1 d h a v e  d i s t r i b u t e d  t h e  " p r e mi u m" ,  o r  t he
/ 'I

amount  o f  t h e  S t a t e  r e c e i v e d  cbov e t h e  " i n  v a l u e "  p r i c e  f r o m  a 

r o y a l t y  o i l  a u c t i o n  h e l d  i n  December  1980,  e q u a l l y  t o each 

s t a t e  r e s i d e n t .  The r o y a l t y  a u c t i o n  n e t t e d  t h e  s t a t e  an 

e x t r a  $77 m i l l i o n ,  about  $193 f o r  each A l a s k a  r e s i d e n t .

In G o v e n o r ' s  Hammond' s  t r a n s m i t t a l  l e t t e r  he s t a t e d  t h e  

p u r p o s e s  o f  HB 67 were t w o f o l c | ^ \ ^ -

"By d i s t r i b u t i n g  t h e  p r e mi u m o b t a i n e d  e v e r  c u r r e n t  

i n - v a l u e  p r i c e s  d i r e c t l y  t o  r e s i d e n t s  o f  t he  s t a t e ,  

r e s i d e n t s  w i l l  g a i n  and i n c r e a s e d  a wa r e n e s s  t h a t  t h e  

s t a t e ' s  n a t u r a l  r e s o u r c e s  b e l o n g  t o them. tl
• •
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and f u r t h e r ;

"A s econd p u r p o s e  o f  t h e  d i s t r i b u t i o n  i s  t o  f u l f i l l  

t o  some d e g r e e  t h e  e x p e c t a t i o n s  r a i s e d  be e n a c t me n t  

o f  t he  p e r m a n e n t  f u n d  d i v i d e n d  p r o g r a m,  i m p l e m e n t a t i o n  

o f  whi ch c o n t i n u e s  t o  be d e l a y e d  by l i t i g a t i o n . . . "  4

W h i l e  t h e s e  g o a l s  s o u n d  r e a s o n a b l e ,  i t  i s  c l e a r  f r o m  

t h e  L e g i s l a t i v e  P u r p o s e  and F i n d i n g s  S e c t i o n  o f  HB 67,  t h e  

r o y a l t y  p r emi um payment  w r  d e f i n i t e l y  n o t  G o v e n o r  Hammond' s  

f i r s t  c h o i c e .  T h o s e  f i n d i n g s  s t a t e  i n  p a r ^ O

" U n l i k e  t h e  p e r ma n e n t  f u n d  d i v i d e n d  p r o g r a m ,  h o we v e r ,  

t h i s  p e r  c a p i t a  d i s t r i b u t i o n  d o e s  n ot  p r o v i d e  an i n c e n t i v e  

f o r  l o n g - t e r m  r e s i d e n c y  i n  t h e  s t a t e ;  i t  does  n ot  h e l p  

a s s u r e  t h a t  t h e  s t a t e  w i l l  b e n e f i t  i n  t h e  f u t u r e  f r o m  a 

s t a b l e  p o p u l a t i o n ;  i t  d o e s  n o t  e n c o u r a g e  a l o n g - t e r m  

i n t e r e s t  i n  p r u d e n t  management  o f  t h e  A l a s k a  P er man e n t  

Fund and t h • s t a t e ' s  n a t u r a l  r e s o u r c e s ;  and i t  does  n ot  

r e c o g n i z e  t h e  many c o n t r i b u t i o n s ,  bot h  t a n g i b l e  and 

i n t a n g i b l e ,  t h a t  i n d i v i d u a l s  h a v e  made t o  t h e  A l a s k a  

c ommu ni t y  d u r i n g  t h e i r  p r e v i o u s  p e r i o d s  o f  r e s i d e n c e  

i n t he  s t a t e .  T h u s ,  t h e  me t h o d  of  d i s t r i b u t i o n  p r o v i d e d  

i n t h i s  Act  i s  n o t  t h e  met h od  p r e f e r r e d  by t h e  1 e g i s  1 a t u r e  . 5

i 7
I t  s eems  u n l i k e l y  t h e  G o v e n o r  o r  t h e  L e g i s l a t u r e  w i l l  t l . W #

r e v i v e  HB 67. H o w e v e r ,  t h e  r o y a l t y  o i l  a u c t i o n  c o u p l e d  w i t h  

d i s t r i b u t i o n  o f  t h e  p r o c e e d s  r a i s e s  some i n t e r e s t i n g  p o i n t s .

F i r s t , t h e  r o y a l t y  o i l  a u c t i o n  was t h e  f i r s t  t i m e  P r u d h o e  

Bay o i 1 was s o l d  i n  a c o m p e t i t i v e  a u c t i o n ,  and i t  n e t t e d  t h e  

s t a t e  a s i z a b l e  p r e mi u m,  a p r e m i u m abov e what  t h e  s t a t e  n o r m a l l y  

r e c e i v e s  f o r  i t s  o i l .  S e c o n d , t h e  A d m i n i s t r a t i o n  was at

5 S ee:  H o u s e  J o u r n a l ,  F e b r u a r y  4,  1981,  pp. 1 4 6 - 1 4 7 .
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