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SJR 21 Relating to Efforts
of the Government of Mexico to Protect
Gray Whales

Sponsor Statement
Senator Jay Kerttula

In the early 1900's the advent of mechanized whallnq ships
nearly brought ?ray whales to extinction. Today, ray whales no
longer exist in the” Atlantic Ocean; and the gray whale's status in the
Western Pacific is uncertain. It is likely, however, that the Western
Pacific stock of gray whales is helow critical Ppopulaﬂon size and
may be nearing extinction. OnIY in the North Pacific has the gray
whale copulation recovered to the extent that the species, though
diminished, is no longer endangered.

. The gray whale has been on the federal Endangered Species. List
since 1973 the year the List began. In the early 1970's, the Mexican
Government recognized the gray whales' plight and, in a spirit of
international concern and cooperation, acted to help save the gray
whale before it vanished forever, Within its territorial waters,
Mexico made several gray whale breeding lagoons off limits to tour
boats and private tourists and, to further encourage population
growth within the species, Mexico also severly limited access to
several other breeding lagoons —all in an attempt to ensure the
whales were not disturbed during calving.

| During this same period, the Marine Mammal Protection Act
included gray whales as a protected species, and allowed no
commercial “harvesting" of the whales.

Through the twin efforts of Mexico’s protection of the gray
whales' breeding grounds and the international ban on commercial
harvesting of the Species, the North Pacific gray whale has
demonstrated amazing resilience, recovering, in this one area at
least, to its estimated original, pre-commercial whaling population.

(continued)
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Through its concern and its initiative ir protecting the %ray
whales' breéding areas, the Government of Mexico ensured tha
calves wouid be born undisturbed each year, thus promulgating the
species. More than this, they showed that humankind can, with
wisdom and determination, undo the harm it too often creates and
can bring sRemes, like the gray whale back from the edge of
extinction. Accordingly, Mexico has earned our gratitude and our
thanks for its part n helping save this magnificent marine mammal

SPECIES.
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Mr. Michael Dunn 'March 11,1991
Environmental Canada

224 West Esplanade

North /Vancouver# BC

Canada# V7M 3H7

Dear Sir,

The Haines Alaska Native Brothednood and Sisterhood,

Camp 5 are opposed to mining any*and all ore from the
Tatshenehini W itness. j

We find it hard to believe that this high risk proposal could
have advanced this far with such minimalenvironmental review.
This enormous mining venture has thepotential toseverely
deplete the fisheries# marine mammals, birds and disrupt the
food chain of the sea in the areas of Haines, Yakutat, and
Glacier Bay. i

*
ARD is the production of sulfuric acid a3 a result of sulfur
bearing rock being exposed to air and water through mining
practices. Acid rock drainage is recognized as the British
Columbia's 41 environmental problem, ARD from several B.C. Mines
currently requires treatment coating millions of dollars and the

copper ore’ from these mines contains roughly five percent
sulfur. I

However, Windy Craggy mine deposit has thirty five percent
sulfur content and if it's ARD leaks into the groundwater,
streams and river it would impair water quality and destroy

salmon rearing habitat and the food chain in all these areas
-mentioned above for the next onfc hundred years or more.
4

we support the National AuduboniSociety, Sierra Club, Western
Canada Wilderness Committee# the Wilderness Society, The

American Rivers Inc., Canadian Nature Federation, The American
Wildlands# and the Southeast Alaska Conservation Council in
opposition to this project. y

We encourage the Yakutat and Hoonah Alaska Native Brotherhood
and Sisterhood to write a letter of opposition to this proposed

project because of the exceptionally adverse impact it will have
on the fish and wildlife in all our areas.

Sincerely# i

A.N.B. President, A.N.S. President,

RUhydWacran N Coreen Hay

cc: Continued on next page.



March 5, 1992

The Honorable Wayne Owens
The House of Representatives
1728 Longworth H.O.B
Washington, D.C. 20515

Dear Sir:

Yak-Tat Kwaan is an A_.N.C.S.A. formed corporation, whose
shareholders are Native American, primarily Tlingit Indians.

We have great concerns for the Windy Craggy Mine, as it has
the potential to destroy our fishing -economy and subsistence

lifestyle, and therfore our culture. We have lived here since the
beginning of time in Yakutat. Our city has a population of 545,
with an estimated 200 living outside the city limits. The entire
population of Yakutat is dependent on the fisheries, 1in one degree
or another. Yakutat has one of the highest recorded subsistence
use in the state of Alaska: fish, wildlife, shellfish, marine
plantlife, seaweeds and other plant life.

Windy Craggy 1s proposed man-made lake which will hide the mine
tailings 1is an imminent lake of genocide to the Yakutat Tlingit
people of the Gulf Coast*0of Alaska.

The recent EPA study which addresses toxic discrimination of

the poor and the minorities could, once again, be proven. Toxic
discrimination will 1impact the native people of Yakutat as well as
Canadian 1Indian tribes which use fish from the same river. The

potential for destruction of the region is immeasurable.

We understand that you will be introducing legislation on the
Windy Craggy Mine; we thank you 1in advance for your efforts and
pray that you will be able to assist us.

Sincerely,

YAK-TAT KWAAN, INC.

Caroline C. Powell
Chairman

cc: Board of Directors



CITY of YAKUTAT
P.O. BOX 6
Yakutat, Alaska 99689
(907) 784-3323

March 12, 1S92

Honorable Frank H. Murkowski
United States Senate

709 Hart Building
Washington, D.C. 20510-0202

Honorable Frank H. Murkowski:

We are writing to urge your support of the Bill to be
introduced into the House and the Senate by Congressman
Owens and Senator Gorr opposing the development of the Windy

Craggy Mine by Geddes Resources, of Canada,

The mine site is located approximately 50 miles from

Yakutat, in the Tats Creek watershed which flows into the
Tatshenshini River which subsequently flows into the Alsek
River. The Alsek is a .trans-boundary river which flows
across the Yakutat Forelands into Dry Bay and the Pacific
Ocean. The project proposes to mine 30,000 tons/day of
copper. The ore is 35% sulphur which when exposed to the
atmosphere produces sulfuric acid. Mine "tailings™ will be
stored in a man-made lake surrounded by 200 ft high earth
dams. The tailings will leach sulfuric acid into the

watershed.

In addition, the mine site is located within a zone of
high seismic activity, crisscrossed with faults associated
with the juncture of the Pacific and North American tectonic
plates. Major earthquakes have occurred in recorded history
throughout the area. For example, in 1899 an earthquake,
with the epicenter about 75 miles from the deposit site,
registered between 8.5 and 8.6 on the Richter scale. In
1958 an earthquake measuring between 7.9 and 8.0 on the
Richter, with the epicenter on the Fairweather fault, at
Lituya Bay, took place. The extreme seismic activitv
threatens the stability of the eart-h
tailings lake.
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AlIl of these factors combine to create the potential
for the destruction of the Alsek watershed and the
commercial and subsistence fisheries within it.

Furthermore, the entire Gulf of Alaska 1is threatened. The
Gulf of Alaska current rotates northwest. A NOAA study,
titled "Coastal Oceanography of the Northeastern Gulf of
Alaska"™ by Robin Muench, Paul Temple, John Gunn, and Lon
Hachmeister, 1982, states on page 819/

" The overall large-scale flow over the shelf [Alaska
continental] was to the northwest except at the mooring
just north of Fairweather Bank, where a net easterly
and highly variable flow regime was observed. The
overall northwest flow was due to forcing by
northwestly currents along the shelfbreak and a net
northwest-directed winter wind stress. The easterly
flow north of Fairweather Bank was due to the influence
of shoal bottom over the banks, with resultant
formation of an anticyclonic gyral flow around the
Bank."

Attached to this letter 1is Figure 25 from this study
illustrating the current flow from Dry Bay to Yakutat Bay.
Dr. Gary Hufford, Phd. Oceanography, has also conducted a
study of currents 1in this region. He has infra red aerial
photos clearly showing the outflow of the Alsek River
migrating along the coastline, 1into Yakutat Bay, and further

up the coast.

The Dry Bay seafood harvest values have been estimated
to be $8,692,220. This total includes Dungeness Crab,
Scallops, and Salmon. The Alaska Department of Fish and
Game, Division of Commercial Fish, compiles an Annual
Summary of Yakutat Finfish and Shellfish Operations. The
1991 report gave the following ex-vessel dollar value of
Yakutat fisheries to fishermen.

Total Halibut $1,987,843
Total Blackcod $2,898,606
Total Dungeness $4,113,327
Total Scallops $1,328,484
Total Salmon $2,778,945

Total Fishing Income $13,107,205

In 1988 the total salmon income alone was valued at
$10,545,572, and the five year average salmon income from
1987 to 1991 is $6,113,707.
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These figures are for the entire Yakutat Fisheries
Management area which extends from Cape Fairweather to Cape
Suckling, This entire region could, potentially, be
adversely affected by the Windy Craggy mine,

The community of Yakutat has one of the highest rates
of subsistence usage in the state. A 1986 study by Mills
and Firman, "Fish and Wildlife Use in Yakutat, Alaska:
Contemporary Patterns and Changes"™ states the average
harvest of fish and wildlife in Yakutat is 368 pounds per
household member. Forty-four percent of Yakutat households
have used Dry Bay for hunting, fishing or gathering during

their lifetime.

In an effort to diversify the economy, the community
has initiated mariculture, which will also be destroyed by
the mine leaching and/or earth dam failure.

The potential for the devastation of the community of
Yakutat exists in the development of the Windy Craggy mine.
Slow leaching of sulfuric acid from the tailings will have
strong, and potentially deadly effects economically and
culturally. The possible failure of the earth dams would
result in a waste land for the northern Gulf of Alaska

region.

Yakutat 1is the only community on the Gulf coast, and 50
miles from the Alsek River which will be destroyed for
thousands of years. The fishing effort on the northern Gulf
coast is not only by Yakutat residents, but also from other
parts of Alaska, as well as Washington and Oregon.

In light of the far reaching and devastating effects of

the development of the Windy Craggy mine, please support the
Bill which Congressman Owens and Senator Gorr are
introducing to the House and Senate. Although it may be
possible the mine will not be on line by 1994, as Geddes”
plan indicates, it is imperative that we stop it from ever

happening. There 1is far too much at stake.

Mayor
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Chairman _
Senate  Resources Committee
Juneau, AK 99801

Re: SIR -33, Windy Craggy
Dear Sen. Miller:

The Resource Development Council for Alaska. Inc., supports the
environmentally-sound development of the Windy Craggy copper
deposit in Northwestern British Columbia and urges the Senate
Resources Committee to pass Senate Joint Resolution No. 38 expressing
support for this project.

Located about 90 miles northwest of Baines, the Windy Craggy project
would provide over 100 full-time jobs to the Haines area, the ‘port site
for equipment anti materials staging and the shlpmen_t_of ore
concentrations. The project would not only help stabilize and diversify
the Haines economy, it”would have a positive economic impact
throughout Southeast Alaska and the Yukon Territory.

Preservationists are adamantly opposed to the pro&'ect and support

Wilderness demgnaﬂon for the area. They would like to annex this area
into what would become the Iar%<est park in the world, |nclu_d|nt_1 the
existing Wrangell-Saint Elias Park and Preserve, Kluane National Park

in Canada, Glacier Bay National Monument and the new Haines Triangle
area.

It is very important that the resolution be passed as soon as possible to
Frowd_e a Clear \s/\|/gnal to Washington and elsewhere of Alaska's supﬁort
or this progect. _ de Craggy is a good project that will not harm rhe
environment — it will help diversify the economy and put Alaskans
back to work. It needs to move forward.

Sincerelv,

Carl Portman _
Communications Director

#* TOTAL PAGE.002 **
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A LASKA TRUCKING ASSOCIATION, INC.

3443 Minnesota Drive ¢ Anchorage, Alaska 99503 « PHONE (907) 276-1149 « FAX (907) 274-1946

April 19, 1993

Mike Miller

Alaska State Legislature/FAX 465-3883
State Capitol

Juneau, Ak 99801

RE: Support for SJR 33

Dear Senator Miller:

Please be advised that Alaska Trucking Association is in support of
SJR 33, and asks that you please make every effort to help with its
adoption.

The second best resource development is development in Canada that
relies on transport through Alaska.

With the proper environmental oversight, Windy Craggy is exactly
what we need more of.

Thank you for any support and assistance on behalf of the 18,000
Alaskans emplo.ed because trucks have something to do.

Frank J. Dillon
Executive Director

FJD/pch



ALASKA MINERS ASSOCIATION, INC

201 Wa:;tNcrthtirn Lights Boulevard, Suite203. AnchO"sc?, Alaska 99503 fax: (907)373-7997 telephone: (907) 2/6-004f

April 19, 1993

Honorable Mike Miller
Chairman

Senate Resources Committee
Juneau, AK 99801

RE: SJR-33, Support for Windy Craggy

Dear Senator Miller,

On behalf of the Alaska Miners Association | wish to go on record
in support of Senate Joint Resolution No. 33.

Thank you for holding a hearing on this Resolution and for your
interest in the Windy Craggy issue. I urge that this Resolution be
passed and that it be passed this Session. The future of the Windy
Craggy project may otherwise be decided before the Second Session

of this Legislature.

Windy Craggy 1is a large copper deposit in Northwestern British
Columbia, about 90 miles NW of Haines. Even though this projeer is
in Canada, it would provide over 100 full-time, year-around,
skilled, good-paying jobs to the Haines area and would also have
the possibility of some benefit to Yakutat. Haines 1s the only
logical site for supplies and equipment staging for the
construction and operation of the mine and for shipping out the
metal concentrates. VYakutat is the site of the nearest all weather
airfield and it would also likely benefit from development of the

Windy Craggy mine.

Windy Craggy would provide an important stabilizing affect on the
economy of the Haines area which in recent years has been hurt by

closure of the lumber mill. Haines 1is also dependent on tourism
and fishing, both of which are often affected by forces outside the
local community and are seasonal. This results in a guaranteed
annual boom and bust with both of these industries having

corresponding annual high and low points.

Windy Craggy would also provide important economic benefits to all

of Southeast Alaska 1in other 1less direct ways. For the mining
industry, it would allow mining suppliers to carry larger
inventories and provide better service. It would provide new
markets for existing suppliers and retailers. It would allow all
suppliers and retailers to buy 1in larger quantities and thus sell
various products and services at lower prices. The beneficiaries

of this would be other mining operations in Southeast Alaska but



ALASKA MINERS ASSOCIATION; INC.

also fishermen logging, tourism, state government and the general
public.

Alaska needs projects like Windy Craggy to diversify the economy
and help protect 1its communities against economic downturns in
individual industries. Mining at Windy Craggy can have, a
stabilizing affect on the economy of Haines and also on the

remainder cf Southeast Alaska.

It is important that this resolution be passed soon to provide a
clear message to the Administration in Washington and elsewhere.
Windy Craggy 1is now being touted in preservationist circles as the
"ANWR of Canada". Some groups are doing everything possible to
block the project. The same types of lies, hype and rhetoric being
used against ANWR are being reworked and used against Windy Craggy.

The goal of the preservationists 1is to place this area, known as
the Haines Triangle, 1in a designated Wilderness or Park and then
place over it some "international designation”. This would create
the largest park in the world which would include the existing
Wrangell-Saint Elais Park and Preserve, Kluane National Park 1in
Canada, Glacier Bay National Monument and the Haines Triangle area
where Windy Craggy is located. In the past Congress, then Senator,
Albert Gore tried unsuccessfully to get a Congressional resolution
that would have added "obstacles to the project. One of the
obstacles proposed was to require that the project be handled
through the international Joint Commission, This would have
delayed the start of the project by many years and may have even
resulted in the death of the project.

Governor Kickel has gone on record 1in support of environmentally
sound development of the Windy Craggy project and in keeping the
project out of the International Joint Commission.

The need now is for the Legislature to show 1its support for the
project and thereby help stop the on-going efforts to lock up more
of the North and further restrict Alaska®s economic future, Thank

you for your support.

Sincerely,

Steven C. Borell, P.E
Executive Director
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UNITED FISHERMEN OF ALASKA

Resolution 92-2

Resolution Regarding the Windy Craggy Mine

WHEREAS Geddes Resources Ltd. has proposed to develop
the largest copper mine in North America, known as the Windy

Craggy Mine, located on the Tatshenshinl Creek watershed
British Columbia; and

in

WHEREAS Tatshenshinl Creek flows into the Tatshenshini

River, thon Into the Alsek Rh/er to Dry Bay and the Pacific
Ocean; and

WHEREAS the Alsek River is a Transhoundary River, subject to

the protective mandates of the International Boundary W aters
Treaty of 1909; and

WHEREAS the Alsek and Tatshenshinl Rivers provide

Important habitat for all five species of Pacific salmon which are
protected by international treaty; and

WHEREAS the Alsek and Tatshenshinl Rivers support
Important commercial, subsistence and sport fisheries for

Yakutat at Dry Bay valusd In excess of $8.5 million annually;
and

WHEREAS the proposed Windy Craggy Mine includes a

proposal for a slurry pipe to transport ore to Haines and to
discharge mine wastewater Into Lynn r and

WHEREAS Lynn Canal sustains harvests of salmon,

bottomfish, shellfish, and other fisheries resources valued at
$41 million annually; and

WHEREAS the orebody of the proposed Windy Craggy Mine is
a "massive sulfide'* ore with high potential for acid mine
drainage and heavy motal contamination of this transboundary
river system and downstream fisheries; and
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WHEREAS technology to control acid mine drainage Is unproven (or a project ol this
magnitude; and

WHEREAS the Environmenta Prohectmn AFg? ncgl the Na‘mnal Park Serw%e the
ational I\/Iarl?(? F|sherK Service, t N lile Service, and

S e ok e

ivers, and the Lynn Canal;

OVYoTFl]EﬁtEgP E\%FnhT ESOLVED that Ualted Flshern]ep of Alaska ngoses

iand reS0UTCSS |ch canhol gg%ﬁ(i:&gﬁlsg dTesse (? al the ﬁ %%tesnttobéscaurégsowabnat
seismic risks or t

mitations 0 technology extreme climate,“an IS région

%SED AND APPROVED by the United Fishermen of Alaska Board of Di.ectors this
tenth day of February 1992

Jorry McCune. President

BOARD:92 Resolutions
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GOVERNMENT COMMENTS

"The development of a huge open pit copper mine in the midst of one of the
world"s most rare and pristine regions is an environmental nightmare that
threatens the people who live there, the river that sustains them and every living

Al Gore, U. S. Senator

thing in the region."

"It does not appear that the environmental and engineering problems associated
with this project can be resolved with existing technology... We believe the long—
term environmental degradation likely to resultfrom the proposed Windy Craggy
mine outweighs any economic gains that may accrue.™

Steve Pennoyer, Director, Alaska Region, National Marine Fisheries Service,
U. S. Department of Commerce

"Windy Craggy threatens U.S. marine waters and Haines, Alaska."

U.S. Environmental Protection Agency

"The present proposal Is based on novel and as yet unproven assumptions,

methods and techniques."

Mini*ry of Environment, Canadian Federal Government

"The potential release of contaminated water into the environment is the main
risk presented by the Windy Craggy project. Historically, the area has registered
some of the largest earthquakes in the history of the planet. A breach of the
tailings dams would continue to generate acidity and metals indefinitely.
Destruction offish habitat would be essentiallypermanent.™

British Columbia Commission on Resources and the Environment (CORE)

"The risk of serious environmental damage Is high... It Is clear that there is a
serious lack of understanding of the actual potentialfor Acid Rock Drainage. This
makes ItImpossibletodesigt®ppropidatemean~®fcollection and treatment... "

& LETTERS: OPPOSITION 8

P.
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HAINES BOROUGH Box 1209, Haines, Alaska 99827 (907)766-2711 FAX 766-2716

October 29, 1992

Senator Albert Gore
United States Senate
Washington, DC 20510

Dear Senator Gore:

On October 20, 1992, the Haines borough Assembly voted to unanimously
support Senate Joint Resolution 290 (S.J. Res. 290) which calls for ““thf
Secretary of the |Interior, in cooperation with the Secretary of State, to
enter into agreements with Canada to protect the Alsek and Tatshenshinl
Rivers, and for the Secretary of the Interior to ensure that Glacier Bay
National Park and Preserve is not degraded by potential mine developments in
Canada.

«

The Haines Borough is 1in the proposed transportation corridor for
potential mine developments in Canada. S.J. Res. 290 addresses the concern we
share with the sponsors over the lack of protection afforded United States
residents should the Canadian development access the US-Canadian transforation
corridor. We support the effort to secure a thorough investigation of this
proposed development by the United States government or some independent

agent.

Mayor, Halnea Borough

cc: Mike Harcourt, Premier, British Columbia
Members, Haines Borough Assembly



FISCAL NOTE

STATE OF ALASKA BILL NO. SJR 33
1993 LEGISLATIVE SESSION
Revision Oate: April 19, 1993 Oept. Affected:
Title: Dpvp.17. nii_Windv Craggy Ore Denosit: BRU:
Component:

Sponsor: Senate Resources Committee
Requestor: COMPONENT SERIAL NO.
E)(pendltureS/RevenUES (Thousands of Dollars)

OPERATING FYo4 FY95 FY9S FY97 FY98
PERSONAL SERVICES -0- —o —or -0- -0-
TRAVEL -0- -0- -0- -0- -0-
contract: -0- -0 - -0- -0- -0-
SUPPLIES -0- -0- -0- -0- -0-
EQUIPMENT -0- -0- -0- -0- -0-
LAND & STRUCTURES -0- -0- -0- -0 - -0-
GRANTS, CLAIMS -0- -0- -0- -0- -0-
MISCELLANEQUS -0- -0- -0- -0- -0-
TOTAL OPERATING -0- -0- -0- -0- -u-
CAPITAL

REVENUE FUND SOURCE:

FUNDING: (Thousands of Dollars)

1002 Federal Receipts -0- -n- on- -0- -0-
1003 GF Match -0- -0- -0- -0- 0-
1004 GF -0- -0- -0- -0- -0-
1005 GF/Program Receip's -0- -0- -0- -0- -0-
1006 GFIMHTIA -0- -0- -0 - -0- 0-
Other -0- -0- -0- -0 - -0-
TOTAL -0- -0- -0- -0- -0-
POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

Estimate of current year (FY93) impact S

ANALYSIS: (Attach a separata page if necessary)

Prepared by: Senator Mike Miller, Chair Phonr 465-4907
Division: Date April 19,
Approved by Commissioner: Cait:  April 19,
Agency:

PREPARER TO PROVIOE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFHCE
For further distribution information call the Governor's Legislative Office

IRt* 11421 (3Innojh/QBR Sage 1 of 1

FY99
-0-
-0-
-0-
-0 -
-0-
-0-
-0 -
-0-
-0-

-0-
-0-
-0-
-0-
-0-
-0-
-0-

1993

1993.






FISCAL NOTE

STATE OF ALASKA BILL NO. SI®38
1994 LEGISLATIVE SESSION

Revision Oate: Oept. Affected: ~ Deportment of Revenue

Title: 'Proposing amendments to the Constitution of the S| of AK BRU: APFC
rotating to revenues from natural resources. Hie Alaska permanent

(und, the appropnation limit and the budget reserve fund; and providing for an Component APFC

effective date fortheamendments.*

Sponsor Senator tills

Requosior COMPONENT SERIAL NO. 109

OPERATING FY95 FY96 FY97 FY98 FY99 FYOO
PERSONAL SERVICES 700 2080 2715 2715 2715
TRAVEL 225 305 305 305 305
CONTRACTUAL 16055 16455 28496 40530 52579
SUPPLIES 0 - 4 4
EQUIPMENT 6.0 120 6.0 0
LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0- 17040 189%.0 31576 43558 55599

SLL&S
5 &

CAPITAL | & 4 O O O 0
REVENUE FUND SOURIT: 0 17040 18960 31576 43558 55599

FUNDING: (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other (Corporation Receipts)
TOTAL

17040 18960 31576 43558 55599
17040 18%.0 31576 43558 55599

PP

POSITIONS:
FULL-TIME 4
PART-TIME 0
TEMPORARY 4
Estimate of current year (FY94) Impact: S 0

5 &

& &
bbb

2 1
o o
o o

ANALYSIS:  (Attach a separate page if necessary)

(See Attached.)

Prepared hy: William H. Scott. Executive Director Phone: 465-2047
Division: Alaska Permanent Fund Corpo]
Approved by
Commissioner
Agency:
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR™S LEGISLATIVE OFFICE
Forfurtter distribution Informatian cll the Covermor™s Legislatinve Offilcs
IR 11AH1 rill"mo IU/CR Pge 10F 1



BEAM; BUSINESS. EDUCATION AND MANAGEMENT CONSULTANT
Phone: (907) 277-8295 Fax: éQOQZW-SE 5401 St. Suite #101  Anchorage, Alaska 99501-1945
KAREN ELIZABETH DEMPSTER B.A, M.ED., ED.S.

_ " Specialist in: _
Labor Relations, Contract Interpretation, Management & Budget Analysis

July 12,1993

LETTERS TO THE DAILY NEWS 258-2157
Anchorage Daily News

P.0. Box 149001

Anchorage, Alaska 99514-9001

Dear Editor,

In response to Roger Cremo's Saturday, July 10,1993 Compass piece, and its
headline "We c”n indeed stabilize Alaska's economy, starting in '94", | thought of
the line from a song: "There is noting to it but to do it"!

The only cogent, comprehensive and systemic plan available to deal with the curse
of the Alaska boom/bust economy is the one proposed b?/ Roger Cremo. We have
a unique economy in that our vast natural resources are locked up and owned by
either the state or federal government. Our largest and most significant employer
is the state and federal F(];overnm_ent. And, the words of the statehood act leave us
no immediate way to change this ownership situation. Our only controllable
capital asset is the Permanent Fund. If, as Mr. Cremo demonstrates, we can
strengthen the Permanent Fund by p!acm? all natural resource revenues into this
reservoir, then metering out the earm_ngs or dividends and the running of state
government at a sustainable and predictable rate, we can achieve stability.

Stability means no more destructive hoom/bust. 1t means we can forward fund for
education and municipal government. Because we can predict state funding
levels, we can achieve Ion(,f term budgeting. Instead of p0I|t|_C|ans_From|smg us
reform, then excusing the Tlack of reform_bY citing the unpredictability of funding,
we can hold our representatives responsible for planning and executing a budget
as promised in their campaigns.

There is nothing to it, but to do it!

Sincerely,



BB SICKES

4111 VI90OUNT OFCLE
ANCHORAGE. ALASKA 99502

Jan. 10, 1994

Sen. Johnny Ellis
State Capitol
Juneau, AK 99801-11R2

Dear Senator Ellis:

How would this be for a practice sentence in high school typing:
"Now is the time for all good people to come to the aid of our
beloved state"? 1 refer of course to the price of oil, the decline

in North Slope production and the absolute necessity of getting
back on a sound financial track.

There seems to be a tsunami swelling up in support of the idea put
forth by Roger Cremo which incorporates the Permanent Fund into
long range financial planning for the state. On the back of this
letter is a copy of a column by Fritz Pettyjohn which gives a good

outline of the Cremo plan and | hope you will take the time to read
it~

The Initial role of the Legislature would be to get the proposed
constitutional amendment 1in front of the people in the 1994
election this November. IT the electorate rejects it, so be it.
IT it passes | sincerely believe the future of our children and

their children in Alaska will be secured as far as we can make it
So.

It is of the utmost importance that this not become a partisan
issue. It is my hope that both sides of the aisle will appreciate
the importance of this amendment and support it accordingly. This
seems to be the opportunity of a lifetime to literally save our
state by sponsoring or co-sponsoring the Cremo amendment.

Thank you for your tinme.

Sincerely,

Bob Stokes

*There is a typo in the column. $35 billion was reversed and should
actually read $53 billion.



KENAI PENINSULA CAUCUS
AN ORGANIZATION REPRESENT! NG
MUNICIPAL GOVERNMENTS AND CHAMBERS Of COMMERCE
Of THE KENA! PENINSULA BOROUGH
| 77 North Birch Street, Soldotna, AK 99669
Phone: 262-9/07

. of Directors

nicipal-0oyernments. Charrber? & [og
on &Pr%larg%nw eninsula Borough Joanne Collins, An%ﬂ%omt
Betty Glick, Kenal Peninsula Boroug Gloria Wisecarver, Funny River
KenLancaster, City of Soldotna Todd Greimann, Homer
Michae| O'Link, Kachemak City Vicki Stetk. Niniichik
lvan Widom, City of Seldovia Jack Brown, North Peninsula
Dave Crane, City of Sewaid Darlene Crawford, Seldovia
John Williams, City of Kenai Elaine Nelson, Seward

John Torgerson, Soldotna

To: Senator John Ellis ¢/o Nina

Fax.  465-2529 --Five (5) Pages L

From:  Richard Underkofler, Secretary, Kenai Peninsula Caucus
Date:  January 13 194

| am forwarding copies of Resolutions from the Kenai Peninsula Borough and the cities
of Soldgtna, Homer and Seward petitioning the Alaska Legislatre to place a
constitutional amendment on the ballot for the hext general election that would enable
a state wide vote on Roger Cremo's proposal to enable a percentage of the market
\égl\/ueern(r)rl;etr?te permanent Tund to be withdrawn and appropriated fof financing state

It 15 my understanding. that you have already received the City of Kenai's Resolution
endorsing this propasition. © A similar Resolution will be considered by the Kenai
Peninsula Caucus at a meeting to be held January 28 1994

Roger Cremo's proposal appears to have broad, non-partisan support on the Kenai.

Thanks for intr%dugn? a Senate Resolution that would enable this proposition to be
considered by the legrslature.



First National Bank

of Anchorage

January 13, 1994

Senator Johnny Ellis
Room 9
Juneau, Alaska 99801

Dear Senator Ellis:

I endorse the Rodger Cremo Plan for the management of the
Permanent Fund. You can"t beat the magic of compounding.



DIVISION OF LEGAL SERVICES
LEGISLATIVE AEFAIRS AGENCY

STATE OF ALASKA

(907) -165-3867 or -165-2-150
fvIX (907) 465-2029 130 Seward Street, Suite 409
Mail Slop 3101 Juneau, Alaska 99801-2105

MEMORANDUM January 14, 19%

SUBJECT: Constitutional amendment relating to revenues from natural

resources (SJR 38)
T0: Senator Johnny Ellis
FROM: Tamara Brandt Cook

Director

Here is the sectional summary you requested.

Sec. 1 The existing constitutional provision relating to the permanent fund is
repealed and replaced with an entlrelr new section related to the Alaska permanent
fund. Revenue from certain listed natural resource sources received by the state are
not appropriable. These revenues constitute the Alaska Permanent fund and are to
be invested. Income is retained in the fund. Each fiscal year, money is withdrawn
in an amount equal to six percent of the average of the market value of the fund at
the end of each of the quarters of the three calendar years immediately preceding
that fiscal year. The money withdrawn may be appropriated. AFubllc corporation
manages the fund. Reventes dedicated by this section do not include revenues that
are the subject of other dedications permitted by the constitution.

Sec. 2 The %%c%asge to be withdrawn from the fund in sec. 1does not apply in
fiscal years 1996-2005. In FY 199 the percentage is twenty and it decreases éach
fiscal year geometrically until FY 2006, when the six ~srcent level is reached. The
assets of the constitutional budget reserve fund, the earnings reserve account of the
permanent fund, the Railbelt energy fund, and the statutory budget reserve fund are
added to the Alaska permanent fund. The assets of the permanent fund on July 1,
1995 are retained in the fund. The provisions of the first two sections of this
resolution are effective Jug%sl 19%. * The following constitutional sections are
repealed effective July 1 1995: sec. 16, art. IX-appropriation limit; sec. 17, art. IX-
budget reserve fund; sec. 27, art. XVV-reconsideration of amendment limiting increases
in appropriations sec. 28, art. XV-application of appropriation limit amendment.

SECTIONAL ANALYSIS



Senator Johnny Ellis
January 14, 1994
Page 2

Sec. 3 MTM%IM mm%dmmem$mbepmwbﬁwemewwmﬂtm
{ﬁHEEQH% election (November, 1994 if this resolution is passed by the legislature
IS Session).

TBC@I
94-039.plm



Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907)465-2047

MEMORANDUM

DATE: January 18 194
TO: Board of Trustees

FROM: Jim Kell _
Researc son Officer

SUBJECT: 20 Questions (and Answers) on the Cremo Plan

1)  What is the plan's purpose?

To stabilize state resource revenues at a sustainable level, to increase the
%F]zefof thle Permanent Fund, and to minimize the negative consequences of
e fiscal gap.

1) How does the plan work?

The Tplan requires this session's legislature to propose - and the voters in
the fall election to approve - an amendment to the State Constitution to
provide that beginning July 1, 1996 and henceforth, aR natural resource
revenues be deposited in the Permanent Fund along with the assets of the
state's fwo budget reserve accounts and the Railtiglt Energy Fund. All
future income éarned by the Fund would be retained in ffie Fund, but
there would be an annual withdrawal from_the Fund based on its average
market value over the past 12 quarters. The first year, the withdrawal
would equal 20 percent, but then would be reduced ?e,ometncally_ each
year g&% the permanent withdrawal rate of 6 percent Is reached’in the
year



Cremo Plan
January 18, 1994
Page 2

3 Will the plan stabilize state resource-derived revenues at a
sustainable level?

Yes. However, that level would be insufficient, for at least the next 15
years, to fund the entire costs of state é;overnment. .Matching projected
State revenues with projected state spending would still requirereductions
in the state budget and increases in otfier non-resource-derived state
revenues.

4)  Will the plan increase the size of the Permanent Fund?
Yes. given the assumptions upon which the plan is based.
5  What are the assumptions?

The plan is based on the Department of Revenue’s fall 1993 nud-case
revenue prog:ecuons and assumes an annual total rate of return for the
Permanent Fund of 10 percent and an annual inflation rate of 4 percent;
The Alaska Permanent Fund Cog)oratmn's projections are based on the
low-case revenue projections, and assume a long-term average rate of
return for the Permanent Fund of 9 percent and a’long-term average rate
of inflation of 6 percent.

0 \t/Vha?t happens if the more conservative estimates prove to be
rue’

If the Corporation's estimates prove accurate, the Fund would still grow
larger than under the status quo, but the money provided each year t0 the
trleasury, fr{_)m the Permanent Fund would be significantly less than the
plan projects.

/) Why is there a transition period before implementation of
the’permanent withdrawal rate?

The plan provides for a higher but gradually reduced withdrawal rate
during a 10-year transitio period in order to minimize the  negative
conseguences of the fiscal gap. The economy depends to a significant
extent on state spending and too sharp a reduction would directly. and
Indirectly eliminate many jobs and sink the state into a serious recession.



Cremo Plan
January 18, 1994
Page 3

8  What s the rationale for the 6percent withdrawal rate?

Given the plan's assumptions, a 6 percent withdrawal rate provides the
maxinriEl amount of money to the state treasury while still protecting the
Fund against inflation. Arguments can he made that the number should
be higher or lower: the higher the rate of withdrawal, the more money Is
made available for state spending; the lower the number, the greater the
protection to the Fund from inflation. From the Fund's perSpective, it
would be more prudent to base the annual withdrawals on the real growth
of the Fund, not on an arbitrary number.

9  Does the ?Ian provide the Permanent Fund with protection
against inflation?

On,I% If the annual amount withdrawn by the treasury plus the amount
"withdrawn b;{ Inflation is less than the total earnings; of the Fund for
that year plus the new deposits. Using conservative estimates of all four
variables - a 4 percent withdrawal rate, new geposits according to the
DOR low-case revenue forecast, a 9 percent earnings rate, and a 6percent
rate of inflation - the Fund experiences a net inflation-proofing surplus in
the first 15years of the plan.

What has been the historic rate of inflation, and what does
the Corporation project for the future?

Since 1926, inflation has averaged just over 3 percent. Since the Fund
started In 1977, inflation has averaged just .under 6 percent. The
Corporation %rOJects a 4 percent average rafe of inflation for the next four
years, and a 6 percent average rate of inflation over the long-term.

What have been the Fund's historic rate of return, and what
does the Corporation project for the future?

Since the Permanent Fund started in 1977, the realized rate of return has
averaged J_’LPercent. The Fiur'._total return for the past 9and J4years
has been gus over 12 percent. The Corporation progects a 837 percent
rate of return for the next four years, and a 9 percen

rate of return over
the long term.



Cremo Plan
January 18, 1994
Page 4

12 Does the plan provide for the payment of full dividends?

Technically, the plan would increase dividends because the current
statutory dividend formula is. based on the Fund's annual income, which
would iricrease. However, using.that current statutory dividend formula,
the plan would produce signiticantly less resource” revenue for state
spending than would be prodticed undér the status quo.

13 What if the dividends were capped at $1,000 per capita?

Then, dividends would be reduced from the status quo, but the revenues
made available for state spending would be increased.

14 How does the plan address the fiscal gap?

As mentioned above, the plan assumes some combination of state
spending cuts and revenue increases. Given the plan's assumptions, a

% annual increase In conventional revenues and a $30 million cut in
annual state spending would eliminate the fiscal gap.

15 Are the Cremo Plan's assumptions realistic?
The assumptions may be realistic, but they are not conservative.

160 What other effects would adoption of this proposal have on
the Permanent Fund?

The plan would certainly create a need for more _staffmg and a higher
operating budget for the Permanent Fund Corporation. Additionally, and
more importantly, the plan might also affect public perceptions. It'might
blur the distinction between the Permanent Fund as a savings, account
and the General Fund as the state's spending account, and it might
destny the link which exists currently between the citizens and their
savings account.  Finally,. If state government comes to rely on the
Permanent Fund as its primary source of o?eratmg revenyes,” pressure
would likely build on the Board of Trustees to take more risks with the
Investmentpolicy in order to attempt to earn greater rates of return.



Cremo Plan
January 18, 1994
Page 5

17) Does the plan have advantages over the current situation?

As the Commission on the Future of the Permanent Fund said about it in
1990, A successful transition to this concept would remove substantial
elements of doubt and uncertainty regarding future state revenues and
the health of Alaska's economy.

18 Does it have disadvantages over the current system?

The plan forces the legislature to make a number of difficult decisions over
the next several yearsS. Based on the Corporation's estimates, it is likely
that taxes would have to gr? up, state spending would have to go down, the
dividend formula would nave to be adjusted downward, and inflation-
proofing would have to be curtailed.

19 What is the bottom line? Is this a good plan or not?

The plan is, based on sound principles and could work, but there are
significant risks involved. If the Fund's qrowth IS significantly hindered,
particularly in the early years, either by Tower-than-expected oil deposits
or deposits of other state reserves, low earnings or high inflation, this plan
will not necessarily be an improvement over other alternatives.

200 What obstacles have to be overcome?

Before the legislature and the citizens of this state will approve this {)Ian,
they need to be convinced that it is clearly an improvement over the status
quo. Unfortunately, there are a number of undesirable outcomes which
might occur should" actual conditions in the future vary significantly from
thé" assumptions uRon which the plan is based. “Against " these
uncertainties, one thing is known for sure: the Permanént Fund as
currently structured is not broken.



CITY OF HOMER
HOMER, ALASKA

RESOLUTION 93-99

A RESOLUTION OF THE HOMER CITY COUNCIL URGING
THE ALASKA LEGISLATURE TO PLACE A
CONSTITUTIONAL AMENDMENT® RELATED TO THE
ALASKA PERMANENT FUND ON THE BALLOT FOR THE
NEXT GENERAL ELECTION.

WHEREAS, at the Kenai Peninsula Borough Mayor®s 1993
Economic Summit, a proposal was made for changing the State"s
system of finance to achieve sustained spending, which has
attracted state wide interest; and

WHEREAS, a hearing held by the Homer City Council on
November 22, 1993 at the Regular City Council meeting concluded
that the residents of Homer desire an opportunity to vote on this
proposition.

NOW, THEREFORE, BE IT RESOLVED by the Homer City Council
that the Alaska State Legislature is urged to place a
constitutional amendment on the ballot for the next general
election which would generally dedicate all of the state of
Alaska®"s future natural resource revenues to the Alaska Permanent
Fund, transfer assets of various state reserve funds to the
Alaska Permanent Fund and enable a percentage of the market value
of the Alaska Permanent Fund to be withdrawn and appropriated by
the legislature for financing state government; and

BE IT FURTHER RESOLVED that the City Manager 1is hereby
authorized and directed to forward a copy of this Resolution to
the Kenai Peninsula Caucus, Senator Suzanne Little and
Representative Gail Phillips.

PASSED and ADOPTED by the Homer City Council this & & day
of November, 1993.

ATTEST



FAX NO. 9072243248

Sponsored by Cfdnt?

cm ' OF SEWARD, ALASKA
RESOLUTION NO. 9%3-172

A RESOLUTION OF THE CITY COUNCIL OF THE CITY
OF SEWARD, ALASKA, URGING THE ALASKA STATE
LEGISLATURE TO PLACE A CONSTITUTIONAL AMENDMENT
RELATED TO THE ALASKA PERMANENT FUND ON THE BALLOT
FOR THE NEXT GENERAL ELECTION

WHEREAS, at the Kenai Peninsula Borough Mayor's 1993 Economic Summit, a
proposal was made for changing Lhe State's system Of finance to achieve sustained
spending, which has attracted statewide interest; and

WHEREAS, the city of Seward desires an opportunity to vote on this proposition;

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE CITT
OF SEWARD, ALASKA, that:

Section I, The .Alaska State Legislature is petitioned to piece a constitutional
amendment on the ballot for the next general election which would generally:

A Dedicate all of the State of Alaska's future njtural resource revenues
to the .Alaska Permanent Fund;

B.  Transfer assets of various state reserve funds to the Alaska Perma-
nent Fund; and

G Enable a percentage cr the market value of the Alaska Permanent

Fund to be withdrawn and appropriated by the legislature for
«financing state government.

Section 2. The City Clerk is hereby authorized and directed to forward a co Yof

. | [ LIET] : Py,
this resolytion to the Kenai Peninsula Caucus, Senator Suzanne Little and Representative
Gary Davis.

Section 3, This resolution shall take effect immediately upon its adoption.

PASSED AND APPROVED by the City Council of the city of Seward, Alaska, this
10th day of January, 19,



JAN-13-94 THU M 30 KPB CI.ERK FAX ND. 9072629615 PO

Introduced by Glide, Torgersoo
pate 117168

Action: Adppted
Vote: Unanimous

KENAI PENINSULA BOROUGH
RESOLUTION 93-129

A RESOLUTION URGING THE ALASKA STATE LEGISLATURE
VO PLACE A CONSTITUTIONAL AMENDMENT RELATED TO THE ALASKA
PERMANENT FUND ON THE BALLOT* FOR THE NEXT GENERAL ELECTION

WHEREAS, at the Kenai Peninsula Borough Mayor’s 1993 Economic Summit, a proposal was

made for changing the State’s system of finance to achieve sustained spending,
which has attracted statewide inferest; and

WHEREAS, a hearing *.ld by the Kenai Peninsula Caucus concluded that residents of the
Kenai Peninsula Borough desire an opportunity lu vole on this proposition;

NOW, THEREFORE, BE IT RESOLVED BY THE ASSEMBLY OF THE KENAI
PENINSULA BOROUGH:

SECTION 1. That the Alaska State Legislature is Fetitiuned to place a constitutional amendment
on the ballot for the next general election which would generally:

A.  Dedicate all of the. State of Alaska’s future natural resource revenues to
the Alaska Permanent Fund:

B. TFrangfer %ssets of various state reserve funds to the Alaska Permanent
und: and:

C.  Enable a percentage of the market value of the Alaska Permanent Fund to
be withdrawn and appropriated by the legislature ‘or financing state
government,

SECTION 2. That copies of th.s resolution be sent to Senators Suzanne Little and Judy Salo
and Representatives Gail Phillips, Mike Navarre and Gary Davis.

ADOPTED BY THE ASSEMBLY OF THE KENAI PENINSULA BOROUGH ON THIS
16th DAY OF NOVEMBER, 1993

ATTEST:

h/nnAfavtrrWMirnret 7P71 [riDIIM » ]

*N'2 -AleQz



SUGGESTED BY: Mayor Williams

City of Kenai
RESOLUTION NO. 93-87

A RESOLUTION OF THE COUNCIL OF THE CITY OF KENAI, ALASKA, URGING
THE ALASKA LEGISLATURE TO PLACE A CONSTITUTIONAL AMENDMENT
RELATED TO THE ALASKA PERMANENT FUND ON THE BALLOT FOR TEE NEXT
GENERAL ELECTION.

WHEREAS, at the Kenail Peninsula Borough Mayor®s 1993 Economic
Summit, a proposal was made for changing the State®"s system of
finance to achieve sustained spending, which has attracted state—
wide interest; and,

WHEREAS, hearings held by the Kenai Peninsula Borough, the city
of Soldotna and the Kenai Peninsula Caucus, concluded residents
desire anopportunity to vote on this proposition.

NOW, THEREFORE, BE IT RESOLVED BY THE COUNCIL OF THE CITY OF
KENAI, ALASKA, as fTollows:

Section 1: The Alaska State Legislature is petitioned to
place a constitutional amendment on the ballot for the next
general election which would generally:

a. Dedicate all of the State of Alaska®s future natural
resource revenues to the Alaska Permanent Fund;

b. Transfer assets of various state reserve fund to the
Alaska Permanent Fund; and,

C. Enable a percentage of the market value of theAlaska
Perra?-nent Pund to be withdrawn and appropriated by the
Legislature for financing state government.

Section 2: The Kenai City Clerk is hereby authorized and
directed to forward a copy of this resolution to each member of
the Alaska state Legislature and Governor Walter J. Hickel.

PASSED BY THE COUNCIL OF THE CITY OF KENAI, ALASKA, this 17th day
of November, 1993.

Carol L. Freas, City Clerk



CITY OF SOLDOTNA

RESOLUTION 93-20
(Requested by Mayor Bill Reeder for a Public Hearing)

A RESOLUTION URGING THE ALASKA LEGISLATURE TO PLACE A
CONSTITUTIONAL AMENDMENT RELATED TO THE ALASKA PERMANENT FUND
ON THE BALLOT FOR THE NEXT GENERAL ELECTION

WHEREAS, at the Kenai Peninsula Borough Mayor's 1993 Economic Summit, a
proposal was made for changing the State's system of finance to achieve sustained
spending, which has attracted state wide interest; and,

WHEREAS, a hearing held by the Soldotna City Council concluded that residents of
So'dotna desire an opportunity to vote on this proposition.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF
SOLDOTNA, ALASKA:

Section 1. The Alaska State Legislature is petitioned to place a constitutional
amendment on the ballot for the next general election which would generally:

A. Dedicate all of the State of Alaska's future natural resource revenues to the
Alaska Permanent Fund:;

B. Transfer assets of various state reserve funds to the Alaska Permanent Fund;
and,

C. Enable a percentage of the market value of the Alaska Permanent Fund to be
withdrawn and appropriated by the legislature for financing state government.

Section 2. The Clerk is hereby authorized and directed to forward a copy of this
Resolution to the Kenai Peninsula Caucus, Senator Suzanne Little and
Representative Gary Dauvis.

ADOPTED thia”Zrday of S. 1993.



*Staroj tittNoytf:

Chamber of Commerce

Anchorage Chamber of Commerce
Resolution 4-93/94
Supporting Expenditure Controls For State Government

WHEREAS, the state of Alaska receives more in taxes on a per capita basis than any
other 6tate ill the United States; and

WHEREAS, the state budget for the state of Alaska on a per capita basis is higher
than any other state in the United States; and

WHEREAS, there isa current budget deficit which will increase in the future due to

the decline in the royalty and severance tax revenues collected from the production of
crude oil; and

WHEREAS, in light of the unpredictability of tax revenues, the people or the state of
Alaska and their elected representatives have a responsibility’ to ensure spending discipline
and responsible state government;

BE IT RESOLVED that the state of Alaska should enact a meaningful expenditure

control which will result in the gradual decline in the size of the state of Alaska s current
and futureJ/staTBtidgets.

/) S
........... A w1l /\/ M S,-,]?" tL-L _A
George Wuerch Carol Heytman
Chairman 1993-94 President

January 21, 10Q4



Resolution ofthe Alaska Conference of Mayors
Resolution No. 94-1
A RESOLUTION IN SUPPORT OF A
LONG-TERM FINANCIAL PLAN FOR THE STATE OF ALASKA
WHEREAS, the State of Alaska, due to current oil pricing, faces a budget shortfall; and

WHEREAS, municipalities receive substantial revenues through municipal revenue sharing,
municipal assistance, and other municipal aid programs; and

WHEREAS, there are numerous recommendations, Including Governor Hickel's budget proposal
and the Roger Cremo Plan, to resolve the budget problems faced by the state; and

WHEREAS, the Alaska Conference of Mayors wants to provide positive recommendations to the
Legislature and the Governor on the budget and fiscal gap problems; and

WHEREAS, the Alaska Conference of Mayors represents over 55 cities and boroughs comprising
nearly half of the population of the State of Alaska:

NOW, THEREFORE, BE IT RESOLVED that the Alaska Conference of Mayors supports a long-
term financial program for the State of Alaska which provides for:

1. Expenditure reductions that are « meaningful, m not crippling to necessary services of public
safety, m not destructive to the constitutional intent to provide for a statewide educational
program, and m reasonable In providing for a balance of commonwealth needs such as health
and welfare;

2. Tax and fee increases only after budget reductions;

3. Budget and budget mechanism changes that do not drastically threaten the state's private
economic health;

4. Budget mechanism changes that will produce m a reduction in volatility of revenue availability
over a long time period, m an Improvement In the state's credit rating and perception, m a
provision for safety and growth of the Permanent Fund principal, @ widespread public
understanding acceptance of the program.

BE IT FURTHER RESOLVED that copies of this resolution shall be sentto Governor Walter J. Hickol
and members of the Alaska State Legislature.

BE fT FURTHER RESOLVED that this resolution shall take effect Immediately.

Adopted this 18th day of January 1994 in Juneau, Alaska.

ATTEST:



Resolution of the Alaska Conference of Mayors

Resolution No. 94-2

A RESOLUTION IN SUPPORT OF MAINTAINING FUNDING
AND COMPLETING CONSTRUCTION OF THE
ALASKA MARINE HIGHWAY SYSTEM OCEAN-CLASS VESSEL

WHEREAS, the Alaska Marine Highway System Is critical to many of Alaska's coastal communities
for basic transportation, economic development, and regional Interaction; and

WHEREAS, the new ocean-going vessel will enhance the development of coastal Alaska; and

WHEREAS, the Alaska Marine Highway System was established by our present governor during
his previous administration, prior to the onset of the state’3 “Oil Boom" wealth, and was fully funded to
provide a level of service that was meeting the expectations of the traveling public and citizens of Alaska,
but no longer meets the needs of the public due to the growth of population over the last 20 years; and

WHEREAS, it Is imperative to continue the current rebuilding of the system to avoid costly
emergency repairs, system disruptions, and a huge capital outlay when all of the current ferries reach
the end of their useful life all at the same time; and

WHEREAS, an ocean-class vessel would significantly improve movement of cargo, construction
equipment, visitors, and Alaskans within Southwest Alaska, Southeast Alaska, and between Southeast
and Southwest Alaska at much needed, cost-efficient rates; and

WHEREAS, significant funding for the ocean-class vessel was secured from the Alaska State
Legislature and approved by Governor Hickel during the 1992 and 1993 legislative sessions:

NOW, THEREFORE, BE IT RESOLVED that the Alaska Conference of Mayors urges Governor
Hickel and the Alaska State Legislature to maintain the funding for the ocean-class vessel and ensure

its operation beginning in 1997.

BE IT FURTHER RESOLVED that the Alaska Conference of Mayors urges Governor Hickel and
Department of Transportation Commissioner Bruce Campbell to move ahead on bidding and
constructing the new ocean-class vessel immediately.

Adopted this 18th day of January 1994 in Juneau, Alaska.

Mayor Donald Long,” President

ATTEST:

Mayor Brain Sweiven
Secretary/Treasurer



JOHNNY ELLIS State Capitol, room 9

Juneau, Alaska 99801-1182
SENATOR (907) 4.65-3704,
pax: (907) 4-65-2529
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Sponsor Statement for
SJR 38
"The Cremo Plan"

SJIR 38 would allow the people of Alaska to vote on a constitutional
amendment which would change the way we finance our state government.

Essentially, the amendment would remove all natural resource revenues
from the appropriation process and put them into the Permanent Fund.
Money systematically withdrawn from the fund would be used for the
operation of state government, aid to local governments, dividends and other
purposes. The object of the amendment is to get the state off the financial
roller coaster that has caused fiscal and economic problems. State spending
cannot be sustained at the current level. The end of our reserves is in sight,
and oil revenues are falling as North Slope production slows.

It's apparent that we have to make some changes in order to get through the
difficult period ahead and to prevent this from happening again in the future.
The proposed constitutional provision in SJR 38 is designed to do that. It will
force spending to a sustainable level by removing reserves from the table and
by gradually reducing the amount of money available for appropriation.

Also, by revoking the legislature's ability to go on spending sprees, it will
prevent a return to unsustainable spending when oil revenues are high
again.

All of us in the legislature have participated, to one degree or another, in
spending as if there were no tomorrow. |It's appropriate that we give the
people the opportunity to change the system under which we operate. |

encourage you to vote favorably on SJR 38.
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Proposed State Financial System

billions of dollars

fall, 1993 Permanent Fund

20* In Initial year to permanent %In 2006



Deta: Dept.of ReverLe (projections: fall, 1993, mid case)
| " Permanent Fund Corp. (projections: Octot>er3l, 19':',, md case)

Transitional withdrawal: 20* InIn1if year to permanent * In 2006
Permanent withdrawal: 6*
Total return: 10*
Inflation: 4*
Reserves: 2.500 Proposed State Financial System
Convertional revenue enhancerment: 12* (millions of dollars)
(n 12) 3) 141 k1 161 17 (8)
Perm Fud Netural Withdrawel Perm Furd Incae
Fiscal Begming Resource from Bding Convertiorel Incore Buoget Hscal
Year Balance Reverues Perm Furd Balance Reverues Buoget (1996 *) Year
1996 16.277 2.117 2,779 17,262 300 3.079 3.079 1996
1997 17,262 2,295 2714 18.608 336 3.050 2.933 1997
1998 IB,608 2.416 2.609 20.335 376 2,905 2.760 1998
1999 20,335 2.355 2.492 22.300 Vival 2,913 2.590 1999
2000 22,300 2.175 2,391 24.3B5 472 2.863 2.447 2000
2001 24,385 2.009 2.314 26.592 529 2.842 2.336 2001
2002 26,592 1.883 2.244 28.969 592 2.036 2,241 2002
2003 26.969 1754 2.173 31.530 663 2.837 2.156 2003
2004 31.530 1,626 2101 34.298 743 2.844 2.070 2004
2005 34.298 1.407 2.029 37,282 832 2,060 2.010 2005
2006 37.202 1.322 1957 40.477 932 2.089 1.952 2006
2007 40,477 1.176 2.120 43.666 969 3.097 2.012 2007
2008 43.666 1.057 2.310 46.866 1008 3.310 2.072 2008
2009 46.866 966 2.499 50.100 1040 3.547 2.130 2009
2010 50.100 892 2.691 53.387 1090 3.781 2.183 2010
2 Market value (book In Initial year*), Includes reserves ( treated os eddod In twelve quarters preceding Initial year).
3 Deposited Into fund quarterly.
A Function of withdrawal percentage and average of balance In twelve preceding quirters ( In proposal, quarters of three
preceding calendar years). Transitional withdrawal percentage decreases geometrically. Withdrawn quarterly.
5 Function of deposit, withdrawal and total return on Investment.
6 InInitial year, assumed. Transitionally, function of amount In previous year and enhancement percentage. Thereatfter,

Increases at Inflation rate.
Sum of amounts In columns A and 6.
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Data:  Dept. of Revenue (projections: fall, 1993, md case)

" Permanent Fud Corp. (projections: Qctaber 3!, 1993. mid case)
20X InInitial year to permanent X In 2006

Transitional withdrawal:

Permanent withdrawal:
Total return:
Reserves:
Hscal Year Deposit
1993 *
1994"
1995"
1996 2.117.12
1997 2,295.33
1998 2.416.40
1999 2.354.71
2000 2.175.06
2001 2,008.86
2002 1,883.00
2003 1,754.37
2004 1,626.18
2005 1,486.83
2006 1,321.81
2007 1,175.92
2008 1.057.16
2009 965.92

2010

092.22

6X
10X
2,500

Year Begn

11,911.33
13.426.67
14.870.00
16,277.00
17,262.19
18,608.25
20.334.91
22.300.04
24,385.16
26.592.22
28.968.66
31,530.06
34.298.05
37.282.22
40.476.70
43,665.69
46,065.67
50.099.73

12,238.08
13.735.42
15.221.75
16,514.25
17,586.35
19,024.06
20,808.15
22.802.17
24.916.66
27,164.51
29.585,50
32,196.66
35.016.69
38.051.51
41,244.66
44.436.30
47.644.49
50.891.33

Proposed State Financial System

(millions of dollars)

12,564.83
14,044.17
15.573.50
16,757.44
17,918.61
19,450.27
21.293.22
23.316.86
25,461.45
27,751.10
30,217.75
32,879.90
35.753.30
30.840.03
42,031.83
45,226.18
40.442.78
51,702.71

2nd Qtr Begn  3rd QIr Begn  4th Qtr Begin

12,891.50
14.352.92
15,925.25
17.006.70
10,259.17
19,807.13
21.790.41
23.844,42
26,019.85
28,352.37
30,865.02
33,580.22
36,508.32
39,648.26
42.830.67
46.035 01
49.261.03
52.534.38

Year BEd A« Prior B Worl X Withdrawel

13.218.33
14,661.67
16,277.00
17.262.19
18.608.25
20,334.91
22.300.04
24,385.16
26.592.22
20.960.66
31.530.08
34.298.05
37,282 22
40,476.70
43.665.69
46,865.67
50.099.73
53.386.04

13,896.29
15,308.75
16.597 66
17,879.28
19,351.09
21,121.66
23,106.11
25,242.23
217,523.42
29.973.73
32,616.75
35.465.44
30,499.19
41,648.15
44,047.48

20.00
17.73
15.72
13.94
12.36
10.95
971
8.61
7.63
6.77
6.00
6.00
6.00
600
6 00

2.779.26
2,714.45
2.609.17
2491 .82
2.391.12
2.313.76
2.244.03
2,173.42
2,101.02
2.020.52
1,957.00
2.127.93
2.309.95
2,490.89
2.690.85



fall, 1993, mid case
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roll, 1993, mid case

Proposed State Financial System - Retrospective

billions of dollars

Permanent Fund



Ceta; Dept, of Revenue (projections: fall, 1993, midcase)
* Permanent Fund Corp. (projections: Qctaer 31,1 , mdcase)
Withdrawal: 6%

To@ retun: 10£ Proposed S e Financial System - Retrospective
(millions of dollars)
1 121 €)) HI B Bl [7] [8] [9] (201
Basting System

PermFud Withdrand  PermFurd Permfud EamingsRs
FsA Bgming Petrdeum  from Bdrg trd Iove Iore Hdmg Bdirg
Year Bldae Roeness PemRid BHae s Bog Bog Blao  Bdace
1971 200 47 A 936 %5 149 1138
1972 936 48 5% 1,080 104 159 219
1973 1080 50 59 1134 115 173 208
1974 1184 80 6L 1,327 134 1% 255
197S 1327 0 63 1489 205 272 333
1976 1489 3N 75 1.980 287 36l 710
1977 1.980 482 8% 2607 362 448 874
1978 2.607 492 16 3289 279 385 765 54
1979 3,289 906 15 4451 252 3B7 1133 139
1980 4451 2,601 1% 744 125 300 2501 483
1981 7,494 3.697 243 1.7 186 429 374 1769 59
1982 11.947 3.983 BB 1704 209 577 4,187 2969 244
1983 17.034 3457 570 21874 229 799 3748 4021 A
1934 21,874 3,237 86 26,700 246 1081 3574 4,638 557
198S 26.700 3124 1125 31399 283 1408 3490 5741 763
1986 31.599 3,029 1419 36592 222 1eA2 3426 6381 1364
1987 36,592 1578 1712 40349 243 195 2204 7.864 529
1963 40.249 2391 1997 44346 24 2321 2753 8585 51
1989 44.046 2074 2266 49.297 245 2511 26561 9.173 635
1990 49.297 2301 2527 54.270 2711 2798 3000 9594 605
1991 54.270 3.306 2791 60452 21 3082 3776 10833 581
1992 60.452 2.693 3083 66313 B3 3436 3399 11703 645
1993 66.313 3.075 3405 72845 6 3731 3688 12385 965
194 72.845 2.079 3757 78622 216 4033 2713 129%5 1055
1995 78,622 2077 4126  84.605 280 4406 272 13777 1175
1996 84,605 2117 4490 90363 281 4771 2782 14501 1512
1997 90.863 2.295 4854 97373 280 5143 2985 15,486 1462
1998 97.573 2416 5321 104.718 208 5519 312 16.732 1638
1999 104,718 2.355 5600 112127 07 5915 3141 17.751 154
2000 112.127 2175 6,019 119377 316 6535 3050 19.130 1528
2001 119.677 2.009 6451 127374 326 6716 2975 20575 1436
2002 127,374 1,883 6.897 135362 3B 7332 2938 22.096 1513
2003 135262 1,74 7353 143346 A5 7/99 2906 23596 1154
2004 143346 1,626 7320 151336 36 8176 2565 25580 %63
2005 151,636 1487 8298 160131 366 8664 2819 27150 74
2006 160.131 1322 8.788 168310 377 9165 2751 29.008 508
2007 168.810 1,176 9389 177.701 3B 9678 275 3090 230
2006 177,701 1067 9303 166343 400 10303 2686 32930 0
2009 186.843 966 10329 196376 4121 10742 2696 34.743 0
2010 196,276 82 10869 206.036 425 1139m  |'./?* :S\V32 0

(2) At market value. In 1971. eq d to bonusss frompetrdeum easing In 1970.

131 Inprooosal, various netural resource reverues. Deposited  to furd quiarterly.

MI Fundionof witharawel percentage adaverage of bdlance bagiming of twelve preceding quearters. Withoraan quarterly.

151 Fundtion of deposit, withdrawal ad tad reUrn aninedJ

(61 Not Induding general furd Interest.

17] Sumof anoints Incduns 4 ad6.

(8L Sumofwrocriabla petrdeumrevenies, norypetrdeum and ividends* portion of fund income* In 1971,
Includes surplus from 1970.



Date; Dept, of Revenue (projections: fall, 1993, mid case)

* Permanent FundCorp. (projections:October 31,1993, midcase)

Withdrawal:
Tod return:

11]
HsA ar

2010

6%
1OS

(2l

Ceoosit
47.00
46.40
50.30
80.20
90.40

39150
481.60
492.00
905.50

2,601.30

3.696.90

3,98320

3.457.00

323650

3,124.00

352880

157850

2590.90

2,073.90

2590.83

3505.92

2593.44

3,07454

2579.45

2,077.46

211712

229553

2,416.40

2554.71

2.175.06

2,008.86

158380

1,75457

1526.18

1,48683

152181

1,175.92

1,057.16

965.92
89222

Proposed State Financial System - Retrospective

(milliors of ddlars)
@ @ Gl ©) (7 1 19
Year Bgn 20QrBgn 3rdQrBxgn 4thQrBagn YearBd AgPrior B Withdranal
900.00 920.71 941.93 96308 985.98 900.00 54.00
985.98 1,008.71 1,0201 105589 1.08057 03158 5509
1,08057 1106.26 113077 115692 118372 976.11 58.57
118372 1218.13 1253.40 128955  1,32600 1,02352 6141
1326.60 1.365.64 1,40504 144665 148869 1,125.06 67.50
1.48809 1007.05 1,72858 185274 198021 124609 7401
198021 213113 2285.83 244439 260691 1.43052 85.83
2006.91 277117 2,93954 311212 328901 1,75525 10531
3289.01 3568.74 3055.47 4,14956  4,45000 2245.68 134.74
4,450.60 5,183.44 5,93459 6,704.52 7.493.70 2927.82 175.67
7.493.70 8,566.15 9065.41 10,79215 11.947.06 4.047.12 24203
11,947.06 13172.07 1442709 1571471 1703391 6.137.76 368.27
17,03391 18,199.48 1959420 20.618.78 21.873.98 9504.34 570.26
2157398  23,03625 2422759  25.448.71 26.70055 13.918.78 835.13
26,700.35 2787999 2908911  30,32846 31,598.79 10,75707  1,12547
11,598.79 3200123 34,033.74 3529705 36591.95 2305257 1,419.15
36591.95 3747260 3057526  39500.49 40248.85 28526.27  1,71158
4024805  41555.92  42,49007  43053.78 44.84597 33289.08  1,99755
44045.97 4591707  47.01657  48.142.73 49297.05 37,768.36  2266.10
49297.05 5049456 51,7202 5298016 54.269.75 42.1177C  2527.06
54269.75 5575849 5723444  50,84854 60,451.75 46.51304  2,790.83
60,451.75 6106324  63510,03 64,792.98 66513.01 5158151  3,08209
66513.01 67.886.06 6949044  71,151.13 72,845.13 56,756.00  3,40537
72045.13 7423655 7506255  77,12400 7802220 6201899 3,757.14
7802220  80,06290 8153901  63.05325 84.604.73 60,76121  4.12507
84004.73  86,11100 8705655  89239.92 9006208 7403207  4,469.97
90062.88 9247804  94.13521  95032.98 9757320 8009657  4053.79
9757320 9929305 101,05752 10206528 104,71823 87,016.74  5221.00
104.71823 10650258 108531.14 11020502 112,126.9% 93476.06  5006.56
11212696 11394505 11500600 117,718.73 11907601 10052143  6,01929
11907601 12153050 12343053 12557705 12757407 10751221  6,450.73
12757407 12927302 13122006 13321658 135261.98  114,94705 609606
133261.98 13720876 13920420 14124903 14354599 12205626 735300
14354599 14534244 14758801  149.48653 15103629 13053556  7020.12
15103629 153.68107 15577859 157.927.73 160.13059  138297.73 8297.86
160,13059 162220.76  164563.10 166.559.16 168010.04 14645950 8,78706
168010.04 17095123 17314596 17S59S55 177,70159 15402101  9289.31
177.70159 17990200 18215924 184.472.10 186042.78 16358341  9003.00
186042.78  109,11455 19144311 193,82908 19627652  172,151.00 10529.06
19627652  198026.72 201,03508 20350527 206.03659  181.14739 1006804



Deta: Dept, of Revenue (projections: fall, 1993, mid case)
“Permanent Fund Corp. (projections: October 31, 1993, mid case)

Withdrawal:

Total rejurn:

6S
10*

Perm Fud
Begming
Balance
900
986
1,080
1,184
1.327
1.489
1.900
2.607
3,209
4451
7,494
11,947
17.034
21,874
26.700
31.599
36.592
40.249
44.846
49.297
54.270
60,452
66.313
72,045
78,622
84.605
90.863
97.573
104.710
112.127
119,677
127.374
135.262
143.346
151,636
160.131
160.010
177.701
186.843
196.276

Petroleum

Revernues
a7

48

50

00

90
392
402
492
906
2,601
3.697
3,903
3.457
3,237
3.124
3.029
1,578
2.391
2.074
2.391
3.306
2.693
3.075
2,07*
2.077
2,117
2.295
2.416
2.355
2,175
2.009
1.083
1754
1.626
1.407
1.322
1176
1057
966
892

Proposed State Financial System - Retrospective
(millions of dollars)

Withdranal Perm Fud
Bdng  Non-potrol
Blaxe Raenues

from
Perm Fud
54

56

59

6l

60

75

06
105
135
176
243
368
570
835
1125
1419
1712
1.997
2.266
2,527
2.791
3.083
3.405
3,757
4.126
4.490
4.054
5,221
5.609
6.019
6.451
6.097
7,353
7.020
0.290
0.760
9.209
9.003
10.329
10.069

906
1.000
1184
1327
1409
1.900
2.607

3.289
4.451
7.494
11.947
17.034
21.074
26.700
31,599
36.592
40.249
44.046
49.297
54.270
60.452
66.313
72.045
70.622
64.605
90.063
97.573
104.710
112.127
119.677
127.374
135.262
143.346
151,636
160,131
160.010
177.701
106.043
196.276
206.036

95
104
115
134
205
287
362
279
252
125
186
209
229
246
203
222
243
224
245
271
291
353
326
276
280
201
289
290
307
316
326
336

356
366
377

400
412
475

Incore

Buoet
149
159
173
1%
272
361
448
385
307
300
429
577
799

1.001
1400
1642
1955
2221
2511
2.790
3,002
3436
3,731
4.033
4,406
4.771
5.143
5.519
5,915
6.335
6.776
7.232
7,699
0,176
0.664
9.165
9.678
10.203
10.742
11.294

Inconre

Bt
1.130
219
208
255
333
710
074
765
1133
2,501
3,754
4107
3.748
3.574
3.490
3.426
2.204
2,753
2,651

3.776
3.299
3.600
2.713
2722
2.702
2.905
3.122
3.141
3.050
2.975
2,930
2.906
2.065
2.819
2.751
2.705
2.606
2,696
2.72ff

B<lalo System

Perm Fud Enming3 Res

Bdng

Edrg

Balance™ Balance"

403
1.769
2.969
4.021
4.030
5.741
6.201
7.064
0.505
9.173
9.094
10.000
11.703
12.365
12.995
13,777
14,601
15.406
16.732
17.751
19.130
20.575
22.096
23.696
25.300
27.150
29.000
30.960
32.930
34,743
36.63?

39

1.264

Totd  Perm Fud
Dwvidends” Ravenues Dedication

4111
4517
4.061
3.765
3.641
3.446
1.983
2.747
2.420
2.700
3.722
3.149
3471
2.391
2.305
2.425
2.617
2.749
2.690
2.527
2.367
2.249
2.129
2.010
1.000
1.724
1.507
1470
1.390
1,335
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Traditional " vs. Cremo Budgeting
Notes and Assumptions for Spreadsheet
Page 1

Column |

These figures are taken from the Department of Revenue Fall 1993
Revenue Sources Book (hereafter DoR Forecast), low-case scenario, pages 38 and
39. In particular, the non-dedicated petroleum and interest revenues are
determined by subtracting Non-petroleum, Non-interest Revenues on page 38,
column 10, from Total Net G.F. Unrestricted Revenues on page 39, column 20.

Column 2
These figures are taken from DoR Forecast, page 38, column 10.
Column 3

These figures are determined by adding non-dedicated petroleum and
interest revenues to non-petroleum revenues (columns 1 and 2), and are also
found in DoR’s Forecast, page 39, column 20.

Column 4

The dividend amounts are taken from the Alaska Permanent Fund
Corporation financial projections as of December 31, 1993 (hereafter PFC
projections) low-case scenario. Rate of return assumptions call for a nominal
return of 8.37% from FY96 - 98, and 9.00% from FY99 - 2010. AIll numbers in
the worksheet are nominal, therefore inflation projections need not be
considered.

Column 5

Combining columns 3 and 4 produces the amount available to the
Legislature for appropriation under our traditional system. Dividends must be
appropriated from this amount.
Column 6

Combining columns 7 and 8 produces the amount available to the

Legislature for appropriation under the Cremo plan. Dividends must be
appropriated from this amount.

Office of-Rep. Hanlcv
February 3. 1994



Traditional VS. Cremo Budgeting
Notes and Assumptions for Spieadsheet
Page 2

Column 7

These figures are determined by taking a percentage of the 12-quarter-
average balance of the Permanent Fund. The Cremo plan assumes a transition
period beginning in FY96 and ending in FY06 when a permanent 6% withdrawal
rate is achieved. Percentages during the transition are determined by a
geometric progression. They are as follows:

FY96 16.4% FY97 14.83%
P/98 13.41% FY99 12.13%
FY00 10.97% FYO01l 9.92%
FY02 8.97% FYO03 8.11%
FY04 7.34% FYO05 6.63%

FY06 6.00%
After FY06, a 6% withdrawal rate is continued.

The withdrawal amount, relative to the Cremo plan's Permanent Fund
year-end balance, is a lower withdrawal percentage. For example, the
withdrawal amount in FY96 is actually 13.7% of the year-end balance of the
Permanent Fund.

The Cremo plan assumes the identical rate of return assumptions for the
Permanent Fund as contained in the PFC projections (i.e. 8.37% from FY96 - 98
and 9.0% from FY99 - 2010).

Column 8
These figures are identical to figures in column 2.
Column 9
Figures in this column are from PFC projections.
Column 10
To achieve financial parity with the traditional model, S1.221 billion was
added to the Permanent Fund in the Cremo plan, distributing this amount evenly

through the 12 quarters prior to FY96. This number was taken from the PFC
projections as the Earnings Reserve balance available at the end of FY95.

Office.-oCiRip. Htnlgrr
Febirany:. 3,21994



Traditional VS. Cremo -Budgeting
Notes and Assumptions for Spreadsheet

' Page 3"

Column 11 oLV
"Qﬁ.-TF*
In Cremo plan, subtracting resource revenues deposited into the
Permanent Fund (Column #1) from the Cremo withdrawal amount (Columns#7),
results in the net amount actually taken from the fund. This amount is shown as.
a percentage of the 12 quarter average balance. -

Column 12

t : . . L .
This column contains the exact percentages in the geometric progressionirl&v ?j;-
Vv



»l

Data: Dept, of Revenue (projections; fall, 1993 low casel

~*Permanent Fund Corp. (projections: December 3L, 1993 low case)
Transitional withdrawal:
Permanent withdrawal:
Total return FY95 - B

Total return FY98 - 2010

Reserves:

Fiscal Year
1998 *
1994*
1995*
19%
1997

* 1998
1999
2000
2001

2010

Deposit

177362
1,781.53
181230
168561
151256
1,366.16
1,238.70
11238/
1,00996
89143
(1251
67482
59806
53912
40982

1640% In Initial year to permanent %In 2006 10

6.00%
037%
9.00%
1,221

Proposed State Financial System

(millions of dollars)
Year Begin_ 2nd Otr Begin ~ 3rd Qtr Beé)

1180475 05156 1229838
1289375 1312256 1335138 1358019 1380900
1391075 1418256 1445438 1472619 1499800
1499800 1521017 1542678 1564793 1587370
1587370 1612108 1637364 1663149 16894.73
16894.73 1718717 1748574 1779055 1810173
1810173 1840i02 1871666 1903381 1938746
1938746 1969249 2000390 2032183 2067826
2067826 2098910 2130844 2163042 2199506
21P9506 2231805 2264536 2298075 2335914
2335914 2369655 2404101 2439268 2478989
24,789.89 2514504 2550761 2587777 2829618
2629618 26060931 2705024 2743914 2787913
2787913 2827138 2867184 2908067 2954357
294357 2092222 3030879  30,/0345 3115435
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Low Scenario Detailed Revenue Projections

(Millions of Dollars)

lahle 22
(1) v 3 @ 5) © 27) ® © 10 ;ng (12),
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rY JAX 1AX INCJTAX llomilES  JIENfS SALES CIUORYEARS REVENUES REVENLES REVENUES UEUtCAHQN

i J
1981 1170.20 14300 860.10 1501 60 790 1410 000 3696.90 186.10 227.80  4110.80
1982 1581.70 14270  668.90  1353.20 2640 1030 000 3983.20 209.00 32470  4516.90
1983 1493.70 15260 23600  1447.40 5420  13.10 000 3457.00 228.60 375.80  4061.40
1984 1393.10 13100 265 10  1409.00 21090 16.70 000 3236.80 245,80 28270  3765.30
1985 1389.40 12840 16860  1390.30 2170 2360 000 3124.00 283.00 23350  3640.50
1986 1107.90 11350 13390  1098.20 aa50 1010 46070 3028.80 222.40 19520  3446.40
1987 648.50 10250 12040  591.60 29.10 100 85.20 1578.30 243.00 161.90  1983.20
1988 818.70 9620 15800  953.50 2420 1130  329.00 2390.90 223.60 13260 2747.10
1989 698.80 80.70  166.00  818.70 1800 2300 25970 2073.90 245.10 10070  2419.70
1990 1001.60 80.80  117.20  1004.43 2100 000 156.80 2390.83 271.33 117.90  2780.06
1991 1284.80 85.00 18510  1292.83 2330 3B.30 39859 3305.92 291.04 12500 3721.96
1992 1053.20 69.00 16550  1021.32 1720 525 362.07 2693.44 353.40 101.80  3148.64
1993 1017.60 66.00 83470  982.62 2030  16.60 75.82 3074.54 325.58 70.90  3471.02
1994 877.20 6320 15690  781.80 21.85 1.10 9.40 1911.45 253.39 3240 2197.24
1995 791.80 6020 10600  785.70 2076 0.0 9.40 1773.86 261.67 500 2040.53
1996 778.10 J6.70 10600  803.70 1972 0.00 9.40 1773.62 262.29 500 2040.91
1997 779.00 53.10  90.00  833.30 1873 0.00 1340 P87.53 270.16 27.38  2085.08
1908 774 70 49.90 87.00  869.50 17.80 0.00 1340 1812.30 278.26 2754  2118.10
1999 688 60 46.00 83.00 837.70 16.91 0.00 1340 1685.61 286.61 2790 200012
2000 592.50 42.80 78.00 769.80 16.06 0.00 1340 1512.56 205.21 26.24  1834.01
200 514.60 39.80 7100 712.10 15.26 0.00 1340 1366.16 304.07 24.03  1694.25
2002 450 80 36.80 69.00  667.60 1450 0.00 0.00 1238.70 313.19 2218 157407
2003 388.30 3410 6400  623.50 1377 000 0.00 1123.67 322.58 2077 1467.03
2004 329 20 3150 5800 577 20 13os  0.00 010 1009.98 332.26 19.36  1360.60
2005 272 90 29.60 5200  524.50 12.43 0.00 0.00 891.43 342.23 1795 D5I.61
2006 214 20 2770  45.00  473.80 1nsr 0.00 0.00 77251 352.50 1654 114154
2007 164.50 2610 400  432.00 122 000 0.00 674.82 363.07 1510  1052.99
2008 126.70 2470 3800 39800 1066  0.00 000 598.06 J73.96 1395  985.97
2009 104.20 23 30 35.00  366.50 1012 0.00 0.00 539.12 385.18 1308  937.39

2010 89 20 71 80 31.00 13R.20 0.62 0.00 000 489.82 396.74 1249  899.04
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of December 31,1993
GROWTH OF FUND PRINCIPAL USE OFFUND INCOME

Dedlicated Inflatio Distriputions Reserves
FYBegin  Appre-  State  Inflatlon-  FYEnd Proofln Net tf

q Inflation- General ~~ Add ~ FYEnd
F% Balancg clations Reventézs* Proofing Balangi Shortfal Income2 Dividends Prooflnq Fund (Delate) Balance 1
9 o o 139 8 7
g 139 Y4 483 R 12 12
8l I8 90 35 1769 150 fis 28 5
2 175 80 400 2909 X8 il il 1 W
R 299 400 N 2l 4001 471 108 A 10 110 H
& 40 30 36 151 4838 50 15 1 0 5
& 488 0 33 235 o4 68 201 235 00 163
% 5/ 33 26 6,281 1021 B 216 N 1364"
8 68 164M 10 48 7864 1,069 kYl 148 59  5¥
8 184 418 03 3585 189 44 W 60 %l
8585 228 M 9173 803 40 30 4 4 6P
0 9113 26/ S 98U 916 487 45 4 o5
q 9% 435 59 1088 1030 49 59 4 Gl
R 10888 338 417 11703 1036 483 477 5 ob
s C (1 5— 3 ¥ 128 1326 ) 32 5 A %
9% 1385 5 209 3 12971 1,075 555 312 5 139 1104 F
% 1291 5 209 57 13713 123 59 527 118 131
% 13713 5 214 Sy 14489 1314 619 55( 135
97 14489 5 2 ¥ W 13% 650 59 14 149
B B 6 23 62 166l 1418 o83 622 163 1667
® 1616 4 2 B 1730 1690 w983 4 168
0 17310 4 M 105 1868 180 w105 1458
1 18633 4 189 1130 19%6 1412 M LY 0 1467
2 19960 4 177 1308 213 2021 % 1308 N 1346
3 AW 5 165 14 22800 2141 1006 13% 119
4 2306 5 138 24442 2369 1000 14 }5) 1012
hoo UMW 5 139 1469 595 24% 1129 1469 ab
IVAYS 5 126 1, 21651 2428 119 1465 59
[ 2[%] 5 15 1006 29438 2005 1361 1666 8 03
8 29438 H 13 32 2408 1430 1773 2
9 3132 0 1952 41T U 2457 1402 1452 (2
10 3977 0 169 A ¥ 3112 147 16
Cumulative Totals Projected
For FY 1994- 2010; 2177 19.365 689 34412 16322 19365 5
REALIZED RATH OF RETURN ASSUMPTIONS: " Department of Revenue Fall 1993 LowCasa Revenue Forecast
: " EAmings reserve appronyiated to Fund :)nnc?pal Legislature Juty 1,198
Nominal Inflation~~~ Regl "* Transferred to principal fromeamings eaccount erAS I3 45&1%
FYW: >81% 4 86% "4 Based on capital rmrketassunpu ed by the Trustees inApnl 1
FY %-98 — 837% 4,000 4.31%
FY 99- 2010 9.00% 630% 300% STATUS QUO -V



Fiscal Analysis: SJR No. 38

Proposing amendments to the Constitution ofthe State o fAlaska relating to revenuesfrom natural
resources, the Alaska permanentfund, the appropriation limitand the budgetreservefund; and
providing for an effective datefor the amendments.

The Alaska Permanent Fund Corporation's operations are program-driven and program-financed.
Operating cost levels are proportional to the actual and anticipated growth of the Fund and reflects
the Corporation's ability to generate income. As funds under management increase. Fund custody
and investment management fees increase; and the need for additional accounting and investment
staff with associated support costs are also needed as portfolios grow.

Personal Services - Salary & Benefits for 4 new positions:
FY 96: Data Processing Analyst/Programmer $70.0
FY 97: Investment Officer S100.0; Accounting Clerk $38.0
FY 98: Portfolio Accountant $63.5

Travel - Transportation, Per Diem, Honorarium:
(@) 7th Trustee added to Board: Board meeting travel $16.9; asset allocation/investment
management related travel $5.6
(b) Investment officer travel: Board meeting and investment management travel $8.0

Contractual Services:
(@ Equity management fees: This increment is due to increased funds under management.
(b) Custody fees: This increase is due to the increase in the amount of assets requiring
safekeeping.
(c) Financial network fees: Cost for additional financial data, networks, and associated
terminals for new Investment Officer.

Eauitv Memt Custody Menu Financial Pi
FY 96 1,423.4 182.1 0.0
FY 97 1,423.4 182.1 40.0
FY 98 2,491.0 318.6 40.0
FY 99 3,558.6 455.2 40.0
FYO00 4,626.2 591.7 40.0

Equipment - one-time associated costs of new positions: workstation furniture (desk,
credenza, chrir, telephone, file, computer)
(@) FY96: Analyst Programmer $6.0
(b) FY 97: Investment Officer $6.0; Accounting Clerk $6.0
() FY 98: Portfolio Accountant $6.0
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OPERATING

FY 95 FY 06 FY 97 FY 98 FY 99 FY 00
PERSONAL 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 2.2* 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND K 0 0 0 0 0 0
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TOTAL 2.2* 0 0 0 0 0
CAPITAL
REVENUE
1002 Federal 0 0 0 0 0 0
1003 GF Match 0 0 0 0 0 0
1004 GF 2.2* 0 0 0 0 0
1005 GF/Proeram 0 0 0 0 0 0
1006 GF/MHTIA 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTANI 2.2% 0 0 0 0 0
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

Estimate of current year (FY94) impact: O_

ANALYSIS: (Attach a separate page if necessary. )*This figure covers cost of inclusion of
Information about this issue in the Official Elections Pamphlet as required by AS 15.58, and
programming fof_DataVote coimtrag of votes cist on the measure. However, only 4 measures
can be printedonV singhpaalmfnard. Should this measure require printing an additional
ballot card, the fiscal Iqipaefc*would he 53.4.
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Division:

Approved by Commissioner: Lt. Governo
Agency: Office of the Lt. Governor n
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For further distribution information call the Governor's Legislative Office
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From the office of Senator Ellis
The Stale's Revenues and the Economy

Premises

e a substantial part of the state s revenues will continue to be derived from natural resources 1
e revenues from natural resources fluctuate 2

» Alaska's economy will continue to be dependent on state spending

Existing system

the stale spends the natural resource revenues 3

Problem caused by existing system

®when natural resource revenues are plentiful, state spending creates a great demand in the
private sector for goods and services

» if the revenues then decrease substantially, spending is cut and the demand evaporates

» the consequences of economic busts are well-known

Theory

for a stable economy, the state must spend at a sustainable level

but it can't do that, because of the fluctuation of natural resource revenues

therefore, the state should not spend the natural resource revenues

it'should try to convert them into revenues that don't fluctuate, so that it can spend at a
sustainable level

Proposed system

» natural resource revenues are not appropriable and are deposited into the Alaska Permanent
Fund

e the fund is invested, and income is reinvested

» afixed percentage of the fund (at its average market value over a period) is withdrawn annually
for appropriation&

» the withdrawal feature is designed to provide revenues that continually increase (and thus are
not fluctuating )5

Advantage of Proposed System
» state spending no longer causes economic busts

11In Alaska the chief source of wealth is natural resources. The slate owns and can tax them or otherwise is
entitled to the revenues from them.

- Because they are governed by discovery, production and world price
3Except about 10% of them, which goes into the Alaska Permanent Fund.

4The fixed percentage is 6, which is the real annual rate of total return on investment if the nominal rate is
10%and the rate of inflation is 4%

5 If the actual rate of return or the actual rate of inflation differs adversely from the assumed rate, the amount
withdrawn can decrease, dcpending.Qn the_extenl of the difference and the amount of natural resource
revenues deposited



Some other advantages of proposed system

* since state spending is not only brought to a sustainable level but to the maximum sustainable
level, the economy is supported to the greatest extent possible

periodic curtailment of desirable state programs, for lack of funding, is avoided

budgeting becomes feasible, because income for the subject year is known

the state's assets are further diversified

public works projects are no longer crammed into periods of high revenues, with inadequate
planning and incomplete accounting

* the state's credit is reestablished

* long-range planning becomes feasible

Conversion to proposed system

* requires (1Jthe transfer of reserves to the fund. 12Ja higher but gradually reduced withdrawal
percentage factor during a transitional period and (3) the same spending cuts and new revenues
that the coming "fiscal gap" would require under the present system6

Obstacles to change
* the legislature s reluctance to allow the people to vote on a constitutional amendment that would
revoke its authority to spend natural resource revenues
» the misconception that the proposed system eliminates "dividends '
» afear that the fund will be depleted if there is less investment return or more inflation than
anticipated or, during transition, there is a greater decrease in oil revenues than forecasted
» afear that if great wealth results.
- the bureaucracy will eipand
- the state will lose its incentive to deve.op natural resources
- Alaskans will become dependent, disurerested in government, lethargic and immoral

Schedule

» spring. 1994 - legislature passes resolution proposing constitutional amendment
* fall, 1994 - people vote in favor of proposed constitutional amendment

» July 1,1995 - conversion to new system begins

6 Under the present system it is likely that the reductions in spending vould be abrupt. Under the proposed
system they vould be gradual.

11/20/93



Astran*tmM” mpiK.ned as
was filling ou”py”~ernianent
und dividend -Application. An
ild Rolling Stontatune came on
he radio, the one that goes,
This could be the last time.
This could be the last time. May
ie the last time, | don’t know ...
Ilh.no ...OH NO!"

This eerie occurrence
prompted a reflection on the
uture of the dividend. Will it
soon be under attack? How long
:an it last?

In fact, it isunder assault as
you read these words. Gov.
Hickel's suggestion, in his state
of the budget speech, that
dividends be capped is but the
opening salvo in the siege. The
future of PFDs is bleak, unless
something is done -- quickly.
More or that later.

There are a lot of powerful
people who don’t like the
dividend program for a variety
of reasons.

Calvinist conservatives
think it's morally wrong for the
government  to distribute
money to people who have done
nothing to earn it. Better to
spend the money on roads,
bridges, dams, ports and air-
fields, in the hope of attracting
private investment to projects
that would not otherwise be
feasible.

Some liberals object to the
fact that it's not needs based.
The needy get dividends, and
that's OK. But well off Alaskans
also get checks they could easi-
ly do without, and that's not
fair.

The socialist left doesn't
even want the poor to get a
dividend. It’s so often spent
inappropriately. It would be far
better for the government to
keep the money, and “tribute
benefits instead of casu.
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Our congressional delega-
tion — Ted Stevens in particu-
lar — has complained that the
dividend program makes it
more difficult for them to
obtain special goodies for Alas-
ka. Sen. Stevens delights in
bringing home not just slabs of
bacon, but entire pork bellies —
occasionally even the whole
hog! He resents anything that
interferes with his handiwork.

Certain state legislators,
especially grizzled veterans
who have brought home mil-
lions of dollars of pork over the
years, have never liked the
dividend program. They can’t
take personal credit for the
dividends their constituents
receive. And getting such
credit is the only reason some
of them are tolerated by their
voters.

Other  legislators know
& /'re incapable of serious
spending cuts. They also know
they can't tax their way out of
the mess they’re in, and that
tapping reserve accounts is
only a stopgap. They need
money, and they'll go after the
dividend after a simple profess
of eliminating the alternatives.

th e

dividend fund

Over the past dozen years they've
received $4.5 billion that would have
otherwise been gone with the wind.-

They’ll almost surely prevail again —

this year. Butsoon

— VEery soon

the

pressure on the dividend will be

overwhelming.

The people have prevailed,
and kept their dividend, despite
all this opposition in the past.
Over the past dozen years
they've received S4.S billion
that would have otherwise been
gone with the wind. They'll
almost surely prevail again —
this year. But soon —very soon
— the pressure on the dividend
will be overwhelming.

Under the current system,
the legislature simply can't cut
spending and raise taxes
enough to cover the ever widen-
ing fiscal gap. PFDs will have to

0.
g Unless.

Unless the current system is
changed. If the constitutional
amendment devised by Anchor-
age attorney Roger Cremo is
adopted, there's a chance the
people can save their dividend.

The annual revenue stream
created by this amendment
(along with tax nikes or spend-
ing cuts totaling S60 per year,
per capita) is enough to finance
a stable operating budget, a
small capital budget, and a
dividend program at the cur-
rent level.

Under this proposal there’s
no guarantee the legislature
would fully fund dividends.

M W IilH
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There's no such guaranti
today. A future legislatu:
could, just as the current leg:
lature could, abolish PFDs ar
increase state spending by $5f
million.

But under the Cremo pla
they wouldn’t be forced to do
They’d have a way to keep tl
dividends, if they wanted to.

Voters could extract blot
oaths from legislative canc
dates not only to keep the pe:
manent fund dividend progra
intact, but to take its financir
up as their first order of bui
ness.

Each session, early fundir
of PFDs — long before squa
bles over the relative size
operating and capital budgci
and before fights over the m
of spending cuts and tz
increases — would be the legi:
lators’ chance to honor the
commitment to the people.

Dividends can be saved, ar
with them the permanent fur
itself. The proprietary intere
Alaskans have in the fund
fueled by dividends. Take the.
away and the fund won't be f;
behind.
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A laska still has a shot at long-term prosperity
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By ROGER CREMO

We Alaskans can count many
blessings, hut the most Important
one Is (hat our state government's
revenues are enormous. In the lost
dozen years they have amounted to
more than $40 billion, plus billions
In federal grants. They fund stnte
services ond public works, and
they subsidize local government
They make an income tnx unneces-
sary and provide us wltii half n
billion dollars in ensh every
Christmas. Yet lire situation is
Intolerable

There Is on economic problem
that overshadows all else. The
economy is unstable. It can thrive
for several years, but inevitably It
fails, with disastrous conse-
quences People leave in droves,
thousands who remain are without
Jobs, property values plunge, and
homes and businesses arc Inst to
foreclosure and bankruptcy. Even
the banks go broke

The reason for this condition of
boom or bust Is that the state's
revenues fluctuate. When they’re
high, as they were from 1080 to
1885, public spending creates a
demand for goods and services that
makes the economy 'expnnd. When
the revenues decline, the state has
to cut Its spending, as It did In 1988
and probably will havr to do again
soon. Then the economy contracts.

Ttic revenues fluctuate because
they come mainly from the tale
and taxation of natural resources.
They rise and fall with production
and world price.

We need sustained slnlc spend-
ing. But the* revenues ore unpre-

indeed
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dlctabie. at least In the long term,
so we don't even know what
amount of spending is sustainable.
If we arc ever to achieve stability,
however, wc must determine that
amount. And It has to be the
highest amount that Is sustainable,
the economy depends

because
heaviiy on state spending. After
all, wealth In Alaska is in the
natural resources and the state
owns them.

In order to determine how much
of the natural resource revenues
can safely be spent each year and
to prevent the legislature from
spending more than that, the
state's financial system must be
redesigned. But not by the legisla-
ture. Only the people have the
power to change the system, and
that's done by amendment to the
constitution If it were otherwise,
the legislature could define its own
authority

A proposed new system attacks
the problem by putting all natural
resource revenues where they can't
be appropriated — in the Alaska
Permanent Fund. There they
would be invested and the Income
reinvested.

But the legislature must have
money for the operation of Ilhe
state government and for purposes
that it deems appropriate, such as
aid to cities and "dividends " So
money In some amount would hove
to be transferred from the pemia

iliz e

A la s k a

nent fund to the general fund. Ilie
amount, of course, should be the
highest sustainable amount.

The unpredictability of natural
resource revenues mnkes it Impos-
sible lo determine a sustainable
level of spending. The shift to
Investment securities makes It pos-
sible.

A couple of assumptions must
be made. One has to do with the
rclum on investment ol the perma-
nent fund, and the other, the rate
ol inflation. An average rate ol
total return ol 10 percent a year,
which Is lower than lhe corpora-
tion has achieved thus far, should
be attainable with good manage-
ment. And an average Inflation
rate of 4 percent a year, which Is
higher Hum the historical average,
can be used.

With the fund Increasing It) per-
cent in value annually ftrm invest-
ment and decreasing 4 percent
from inflation. It fol’o'vs that an
amount equal to 8 perrent of its
value could be withdrawn from the
fund every year. The only other
factor affer'ing the size of the fund
would be the deposit of natural
resource revenues. Regardless of
bow much It varied from year to
year, that deposit would cause the
withdrawal amount lo Incrcnse
continually.

The proposed system does work
Had it been adopted In 1970, the
year after the state leased the
North Slope for $900 million In
bonuses, state spending would
have continued to rise when the oil
price dropped lo $10 a barrel in
1988. The support tlrat state spend-

econom .y,

s trin g in 94

Had the proposed system been adopted in
1970, state spending would have continued
to rise when the oil price dropped to $10 a
barrelin 1986. The support that state
spending provides for the economy would

have contihued, _avergir%g thg economic
. e 1M« U U ]
disaster we experienced. And today we

would be enjoying substantial increases in
state spending rather than the anticipated

decline."

U3¢ {5
lug provides for the ?economy '].forecast, natural resource revenues
would have continued,..inverting , pre somewhat predictable lor the
the economic disaster tn ifxperl-, short term
enced. And today' we’would' be '
enjoying substantia) Incresses'In
slate spending rafher than the an- ,,,have s constitutional
ticlpoted decline. ;+ s Jtfrjsfii f°r ot leasl " decade. ihe only

Conversion to the new system .'available method for restricting
requires that at the oulset ihe ihe authority of Hie legislature Is
permanent fund be built up by *i/to ask the legislature's permlsr'-m.
adding available reserves. Then, ,|H granted (In the form of a resolu
during a transitional period of 10 Hon passed by a two thirds majorl-
years. Hie withdrawal percentage ty of the house and the senate), the
factor must be hlguer than the ‘people would vole on (lie proposed
permanent factor of 6 percent. For -Jconstltutlonal amendment. All of
that reason substantial oil reve- fAh*i could happen In 1994

nues are needed during lhe”?emj- , .

tlonal period, but not morij than
what lias been forecasted by the U ftogsr Crsmo la an Anchorsga law-
Department of Revenue. Although, ysr.

ironically, we must rely on that

-Since we have chosen not to
convention
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letlmeS, before things
can get any bitter, they first
have to get n lot worse.
j How poorly must Alas—
ka"s political system per—
form |before fundamental
Change Is possible? Very pos—
sibly, ithe answer jto that
"question may come
1994 .legislative session. b 4
d Tho, .problemtfacing state
government is quite simple,
really,1 This vyear, land
future:years, there® a fiscal
about $1 billion. In
tlj*vords, the state of
AliiKu 1is now spending
abouft |1 billion .more per
year than It's taking In.
tAs theylprepare to grap—
ple with this dilemma, our
Sulon™ operate under some
severe handicaps. A partial
list Includes:

1;A governor who seems
to bellpv~hll that®s required
Is-the; power of positive
thinkfig! /Seconding to Wnl--
tel* HiLckel,{Alaskans must,,
abcweikliftvthink rich,” I am
not making*Hblj*0fJ. t

To those who don t share

In .

"TIffiIAI"IORAGKUtI"IESjIJPA Box 100040, Anclwrego, AK 09310

IfclephoM (907) — Fredlcy
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have cjim hope of

In the m
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the governor's golnctlc vi—
sion, a big part of the an—
swer to Flscalgop Is cutting
spending. Meaningful cuts
can"t really be accomplished
by the legislature alone,
however. It3 the nature of
tho beast When®the legisla—
ture Is faced with an admin—
istration hostile to signifi—

cant Reductions In the cost of
operating stain gpvlemment.

It's virtually Impossible for
It to make the cuts.

Aven If the governor did
decide to exercise the leader—
ship Alaska®"s constitution
vests In him, he"d have a
tough task. Neither a Repub —
lican nor a Democrat, Hickel
has no built-in base of sup—
port In the legislature. In the
past, he 3 pursued a curious
policy of cultivating his ene—
mies and taking his fripnds
for granted. This record will
work against him. And, with
his re-election something of
a lor.g shot, he has some of
the problems of a Inme duck
leader.

2. Fear and loathing be—
tween House and Senate.
House Speaker Ramona
Dames and Senate President
Rick Halford have trouble
being In the same room to—
gether, murh less communi —
cating. UnJcr normal cir—
cumstances this would be a
problem. This year IR.s<ou]d

be a calamity*Faced wjltbaq -v .

Indifferent and rudaerjesr;
administration, dost cooper—
ation between House ana

Senate will be required.
Good luck.

3. A Senate majority with

problems. The J"cko prob—
lem. An 11-member organi—
zation — no votes to spare,

every member with a veto.
A united, bitter fractious
minority. Senators who are
mightily embarrassed by
last year"s spending spree,
and determined to somehow
rehabilitate their reputation
us fiscal conservatives. Jock—
eying In preparation for the
fight for leadership posts In
the next organization.

4. A House majority with
incipient problems. With
two-thirds of them fresh—
men, last year®s mnjorlty
pretty much did what
Speaker Barnes told them to
do. As these new lawmakers
look ahead to their first
campaign for re-election,
they Tl be much Jess likely to
march in lopk pjip
5.Tho sahttltyJ)f the

ER I R R VN IR AVARY
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do'esn't Involve, using the

money 4" the permanent

fund 3 eamings reserve ac—
count. In the post, this has

been taboo - big lime. By

spending what tho people

perceive as permanent fund

money, legislators will ex—
pose themselves to the

wrath of the voters, .Tills
Issue alone could rest them a
whole lot of elections. And

they know It

C. A whole bunch of legis—
lators promised the voters
they*"d nover support new or
higher taxes unless major
reduction* _In the operating
budget were made first.
With such reductions highly
unlikely, raising taxes to
deal with the Flscalgap will
prove extremely difficult.

In light of all of the
above, 1994 promises to be
the session from hell. As It
winds down, legislators;wlll
kinmow titb@Frconstttleetanilil |
be®.spying of themy/J"Whal T

manent fund. It's extrttmil*lwring wllh-thos* beople?"

narily difficult to Imfiidifie a
way out of Flscalgap that

- fiui> breaiie-" things jwill
likely be so bnd."Hllere Is a

*x
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chance for change. The con—
stitutional amendment pro—
posed by Anchorage attor—
ney Roger Cremo Is by far
the most comprehensive,

practical and politically fea—

sible way to handle Flscal—

gap, Legislators may come
to believe the voters will
forgive them their* sins If
they pass It. It3 the last best
hope for the 34 session.

There Is a fly In the oint—
ment, however. If one"legis—
lator. or group of legislators,
seeks to take personal credit
for the Cremo amendment,
the effort could be doomed
by political jealousy. Here 3
hoping the legislators who
believe In this solution are
able to resist the temptation
to use It for self-nggrandlze-
ment.

O Fritz Pstty/ohn, an (Anchor-
aga lawyer, served In Heth the

e
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According® I'S Scott
"Jeremiah® *Gfifdkmlth3 let-
ter to the editor/.Roger Cre-
mo 1is a diarlaitan ~ a Rum-
pelstiltskin claiming to
weave gold from straw.

For years Professor Gold—
smith has paced the halls of
his ivory tower, wearing a
hair shirt, forehead Shmeared
with ash, direly w&roing all
that judgment day/yfas nigh,
that Alaskans must re—
nounce their GBWfligate
ways. “RepentJH"Ee 3 cried,
"Or dread FiscaHapVill de—
vour us allr>” ~

Alas, few havh 7j&ld heed
to his prophecy, and the
fearsome dragon does, in
fact, now stalk the land.

While most politicians ig—
nored the Professor of the
Fevered Brow, Anchorage
attorney Cremo committed a
far more grievous sin. Work —
ing independently, far from
the sacred halls of Academe,
he 3 devised a way to slay
beast Fiscalgap.

Here $ how, ina nu rell.
From NOW on, have all the
state 3 resource revenues de—
posited. into the permanent
fund. Additionally, put all
the money in. all reserve
accounts in the fund.

In year one of the plan,
withdraw 20 percent of the
fund. To this $2.8 billion add
the $300 million from con—
ventional state revenues,
and the legislature has
enough for running state
government at current lev—
els, a small capital Dudget,
and dividends. Over 10

years, gradually reduce the
annual withdrawal out of
the permanent fund from 20
percent to 6 percent. At the
same time, increase revenues
from conventional sources
by 12 percent a year ($36
million in year one).

Over the 10-year phase-in
period, the funds available
to the legislature decline
from $3.1 billion to $2.9 bil—
lion. This assumes each year,
for a decade, they cut state
spending by $20 million, in
nominal terms. At the same
time, they @ have to eat the
inflation factor, estimated at
4 percent a year. Any given
legislature would always be

free, of course, to cut spend—

ing more or less, increase
revenues from conventional
sources more or less, or some
combination thereof. During
the same 10-year period, the
value of the permanent fUnd
grows to $35 billion.
Aside from taming Fiscal—

Ilanl

0-pecl ®y -

e feature™. It caj”.fc™>.RemarkE£bly”® tms tec

ture windfalls,-

nlque has occasional

pens; Alaska 3~ proved effective; -coincidii

boom-and-bust
Long-term

in world o
But while you cc

With spikes
prices.

A mes feasiblex-"rtm, you canT hide, fro

.Would *ff based

Fiscalgap.

“%ers, as opposed-: ¥ When the 18th Alask

ical "gy” wdrite.

Legislature approaches a
.journment next May, tl

/ carnage may resemble ti

/the how)S3ot£?ean tragedy.

Anal scene of a Shakespea
Solons-wi

sJs.not maglcAAknow the.public$ reactic

It is a practical and realistic
way to.handle Fiscalgap,

while also making the per—
manent fluid truly perma—

nent.

Goldsmith proposes,
stead, that a succession of
governors and legislatures
voluntarily cooperate to
gradually reduce spending
and increase revenues.
Based on past performance,

this expectation is self-delu—

sion.

Mr. Cremo has been try—

in—

to this spectacle of politic:
bloodletting, ana will t
looking for a way to mak
amends. After all, most c
them will be campaignin
for re-election next summe

What better way to exp
ate their offenses than €
allowing the people to vot
on a constitutional amenc
ment that saves the perms
nent fund and puts Alask
on the road to fiscal probity
It would be a bipartisan ac
of statesmanship that occur

ing to interest Alaska politi— .no. more than once in a ger

cians in his constitutional
amendment for a number of
years, without much success.
Next year may be different.
Fiscalgap finally has them
cornered.

In the past, when threat—

ened by this dragon, our
legislators have behaved
like certaiD native peoples
of remote New Guinea.
stead of an airplane, they
erected a crude replica of an
oil derrick. To the sounfypf
sacred drums they ran round
and round this totem, chant-

In—

eration. And it might get
lot of them re-elected. Gov
Hickel is reportedly oppose
to this idea (it3 not “think
ing rich”), but governor
have no formal role to play
in the passage.of constitu
tional amendments.

You may say Il a dream
er. But 1M not the only one

O Frltz Pettyjohn, ;im Ancht%re
age avgyer, rve((ii n, hoth
ate %n te and <Ih® state
ouse of Representatives.



C hange

For years the gorilla sat
uietly in the corner, his big
rown eyes calmly survey-
ig the froilc of;Alaska poli-

cs raging on alsout him. He
lade na.move” He knew his
ay would comei,- |,

The- few wthe\jtried to
all him into attenffiTh were
erided as party- poopers.
We M ignore hfihiand may-
e he"ll just g™Mtyny!"" the
ipsy reveleravJtaured one
nother. z

But he hasn T gone away,
elunching ceaselessly on ba-

anas (which in-this conceit
epresent the fall of oil pro-
iuction on the North Slope)
:q3 gotten bigger and hig—
her. Now, at 700 pounds, this
iuge, hairy beast can be
gnored no more. Sadly, the
party 3 just about over.

Each pound Of"the great
ape represents a million dol—
lars of state -spending in
excess of revenue. The gov—
ernor 3 preparing the next
operating budget at the cur—
rent level, or about $2.4 bil—
lion. An additional $100 mil—
lion is needed for a minimal
capital budget and a supple—
mental budget. State reve—
nue is projected at around
$1.8 billion. The difference,
or deficit, of $700 million is
the gorilla that, before long
will put an end to the festiv—

ities.
Unless, of course, Dame
Fortune intervenes. There

could be a $700 million
windfall in the form of tax
and royalty settlements with
the oil companies. Or civil
war in Russia could push oil
prices up to $25 a barrel.
Such things have happened
before, and could happen
again. But we @ be fools to
bet on it

Don T count on bigcuts in
the operating budget, either.

fund ,

s lay

FRITZ
PETTYJOHN

And don T expect an income
tax. Both require 21 votes in
the House and 11 in the
Senate. The votes aren"t
there.

What we can expect is a

huge draw on reserve ac—
including the per—

counts —
manent fund 3 reserves.
There 3 enough, in them to
get through one more year —
but only one — of spending
as usual.

So it is that the governor,
and legislature, elected a
year from now will be faced
with a fiscal dilemma of
enormous proportions. The
goriila could be swollen to
900 pounds by then, given
further declines in North
Slope production.

With no reserves to fall
back, on, where will they
come up with $900 million?
A state income tax would
only bring in $350 million or
so. Where can they get the
rest?

Answer:
fund.

The fund earns close to a
billion dollars a year. Under
current law, about half those
earnings are plowed back
into the fund, as inflatlbn-
proofing. The other half goes

the permanent

700-pound

[11"ifa

A bN

TiOger & & ao

d e fic

it

g orilla

Ifthe 1995 Alaska Legislature

stops’
(permanent) fund

money instead,

inflation-proofing the,

and spends the

itcould contmue

the dividend program and:alsb

avoid big

out as dividends. If the 1995
Alaska Legislature stops in—
flation-proofing the fund
and spends the money in—
stead, it could continue the
dividend program and also
avoid big spending cuts.

The permanent fund
would still continue to grow,
in nominal lerms. As long as
oil is being produced, the
constitutional amendment
that created the fund will

require mandatory contribu—
infla—

tions to it But in real,
tion-adjusted dollars, the
value of the fund will soon
begin to fall. The North
Slope bonanza that created
the fund also caused huge
state spending - spending
that could eventually devour
it

A few years after 1995 the
legislature will need even

more permanent-fund mon —

ey, so they Tl put a cap on
the amount of the dividend.
And a few years after that
they"ll eliminate it

This scenario could be

avoided by adopting a ver—

sion of a constitutional

amendment devised by An—
chorage attorney Roger Cre—
all re—

mo. Under his plan,

spending

cuts. -

source revenues and reserve
accounts are deposited into
the permanent fund. Then,
in the first year, a big chunk
— as much as 20 percent —
of the fund would be with—
drawn and available for div—
idends and the state budget.
Throughout the decade, anc
forevermore, all resource
revenues would continue tc
be deposited into the perma—
nent fund.

Busts, and booms, in state
spending would be eliminat—
ed. Each legislature would
know how much would be
available to spend. And the
permanent fund would be
secure — and permanent.

There 3 only one way our
legislature will allow tht
people to vote on such ar.
amendment next year — as
an act of atonement for their
inability to .come to terms
with the financial realities
facing the state of Alaska.

Don"t hold your breath.

DFrltz Pett !eohn an Anchor-

e lawyer, Served nt e state
nate “and state |touee O
epresentatives.



Time to give-new

budget plana try  Clintor

A laskans who rhink talk of the

state budget crisis is just another
“wolf” cry may soon”be in_for a
rude awakenln?. - e

Kenai Peninsula Borough Schools Superin-
tendent Robert Holmes perfectly summarized
the situation now facing not only die school dis-
trict, but the borough and municipalities when
he said: “We just flat out have fewer dollars to
deal with,” . 'Wee A2 7% Qui:.; Sewe ]

What that means, on the borough level, is a
hike in property taxes is possible. For peninsula
schools, it likely means not filling some new
teaching positions,-as well a> cutting funds for
equipment, textbooTcs, library aides; food ser-
vice and field trips. Soldotaa Is discussing a
sa.es tax hike from 3 to 3.5 percent to make up "
ptedicted.budget shortfall. .

For everyone,, fewer state”dollars means
changes arc inevitable.' o _

The state's enrrent budget situation points out
how the sytem is flawed..How.can you have a.
stahle .state economy when the. price of oil. the
primary factor in figuring the budget, fluctuates
as .nuchas itdoes? The answer is you can't.

A new way of figuring the budget, however,
couit' eliminate the roller coaster budget rides
the star.* now experiences. \WWhen there’s lots of
money around, the state tends to spend as much
as is possible. When there’s not. everyone
scrambles to cut what can be cut and make ends
meet. At best, it’s not an efficient way to finance
the state’s business.

Under a plan getting lawmakers’ attention all
the state’s resource revenues would go into the
Permanent Fund and the Legislature would re-
celve a set percentage of the fund’s annual earn-
in%s to pay for the cost of operating government.

roponents say the proposal — known as the
“Cremo Plan,” after the Anchorage attorney
who devised it — would give legislators a more
reliable and predictable amount of money to
spend. e ; ’
_It’s a sound idea; one that deserves more than
discussion. The current system of financing
state governmentisn’t working, and the Legisla-
ture desperately needs to try something else.

Otherwise. Alaskans can expect more of the
sano.spend-spend-spend in the fat years and
cut-cur-cut in the lean. And. if the experts’ crys-
tal ball is correct there are a lot more lean years
ahead as oil producrioo declines. ..

If the Cremo Plan can stop the roller coaster
budgets of the past and present it’s time to hop
on for the ride.

1
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Resolution seeks change in state spending

by Hal s
it

A proposal for an amendment to the’

Alaska Constitution tluit would completely
overhaul tire way the stale spends money is
gaining support among municipal govern-
ments op the Kenai Peninsula.

Its chief proponent Anchora%ﬁ attorney
Roger Creme, was In Homer on Wonday to
pitch the idea to tlie Homer City Council,
which later voted to support a’resolution
askmg the Alaska Le?lslature to put tlie
amendment on tire ballot. Last week, the
Kenai Peninsula Bor_ougih and lire city of
Kenai each adopted similar resolutions.

Tire proposal Is as simple as it is far-
reaching, Cremo said. Based on tire premise
tirat the state's economy will continue to
depend onrevenue generated by theexploita-
tion of natural resources and that tlrat revenue
stream tends to fluctuate, Cremo proposes to
Blace all resource revenue into tire Alaska

ermanent Fund, rather than info tire state’s
General Fund as is done currently.

A fixed percentage of tire Permanent
Fund would be withdrawn each year to cover
state spending needs. Cremo sajd such a
system sYouId provide continually mcreasmg
revenue levels and nneconomy which woul
not fluctuate,i . _

“Tire problem is oureconon&y IS utter(I?/
unstable and 2always has been," Crcmosald.

_ The existing state spending system, Ire
sid, leads toa boom and bust economy—a
high demand for services when revenués are
pléntiful, followed by crunch-time when tire
money fiow slows down. To achieve nstable

| - - Tl

~

economy, the state must find away tospend
atsustainnblc levels. That can be done, Cremo
said bg not spending resource revenues di-
rectly, but rallrerby firstconverting theminto
revenues tirat don't fluctuate. ,
Puttm%all resource revenue into a giant
PermatrentFund bank account wlijch is then
Invested —as the Permanent Fund 1S now—
would create nstable state spending source.
. "Logically, die first thing todo is to tak,
tire money away from tire Leglslature" and
"put_them on au allowance," he said.
Tire amount Cremo proposes be with-
drawn from the fund each year would be tied
to tire average rate of return on investments
overlireprevious threeyears, at” isted for lire
current rate of inflation. He suggested tirat
percentage could be around 6 percent per
year after a 10-year transition period tlrat
would initially réquire a much higher with-
drawal level,"and a good measure of belt-
tightening by tire Legislature.
_ Assuming voter's pass the amendment,
tire 1996 LegiSlature would need 20 percent
of the Permanent Fund to pay for govern-
ment services. That _Percenta e would de-
crease each ¥ear until 2005 when it would
bottom out at 6 percent. _
During t'C transition, state spendin
would fall”slowly from an initjal Ir|?h 0
around $3.1 hillion in 199 lo a low of $1.9
billion in 2006. Thereafter, tire actual dollar
amount the 6 percent would represent would
rise by 2bout $200 million per year as the
Permanent Fund itself grew. _
Cremo said meeting tire 2005 deadline
would require state lawmakers lo cut state

| to

sloendingto meet tirecoming fiscal gap.somc-
tlring tlrey face cvett under tire present sys-

m.

There is likely tobe a lot of resistance to
such a radical change, Cremo said. For one
thing, stale lawmakers have been reluctant in
Ire Past to put amendments on (lie ballot.
nother fear Is that the new system would
eliminate tire popular annual dividends the
gerrtnanent Fund now provides Alaska resi-

ents,

. Cremo said the Dew system would con-
stinue to set aside $500 million a year for
dividends, roughly what covered the divi-
dend payments this year. _

lie prQPos_ed cirdment toArticle XV
of the constitution would set aside revenues
from the sale of natural resources and from
ta;Cs on resources produced or on reserve, on
Property used in exploration, produgtion or
ransportation of resources, and gt income
from production or transportation of resources.
These moneys would constitute the Alaska

Permanent Fund and would be invested for
long-term capital appreciation, he said.

" “The amendment also would require that
tlie assets of the Bud_?et_ Reserve Fund, tself
created by a constitutional amendment in
1990, and'the Permanent Fund Earnings Re-
serve Account lie added to the Permanent

und.

A public corporation would be created to
manage the fund. It would be governed by a
seven-membcr board of directors comprised
of Alaska residents appointed _b){ the gover-
nor with the consent ot the Legislature. Four
would serve forsix years, three for four years.

Tl

councilnod

Horner City Council members votei
una,nlmoush( onday night toask (liestru
Legislature to let voters decide the fate o
tire "Cremo Amendment,” even ihoug|
some said they're skeptical it would wori
gngl_ o%h%rs said they'd personally voi

Inst It

! Roger Cremo, IlfcAnchorage bankm%
attorney who has written the amendmen
presented it |o the council Monda¥ night. |
would place all revenue generated"fron
resoyirce exPI itatjon mnto the Permanen
Funa, rather than into gle stale’s Genera
Fund, and use a percentage of tlie Interes
Income to Ipa¥ for st&te governm%Pt. TIx
|f eaa,ls to create astable source andrate 6
unding.

quunmlma_n Mike McHonc said IteV
like to put the idea lo tlie voters and (lp*
P_eople hinking about oilier <restive solu
jons tothe state's money dilemmas. "1 Like
gée sggnd of it It's a good shaker-upper,

sad,

., Councilman Dennis Leach said while
lie hasn't decided whether or not lie's per-
sonally for it. lie tiiinks it would spell Ine
end to the Permanent Fund dividend pro-
gram. Cremo said it wouldn't affect the
program. _
Jack Cushing, angther councilman
predicted that the premise of toucliing tie
state'smuch-loved Permanent Fundwoult!
tum people. against the Cremo amend
ment. He said the 90 percent of state nalu
ral resource revenues that aren'tgoing intt
tix: present Permanent Fund now shoult
go into a second “permanent fund" fo
ate operating costs.

| Budget nr'stponed
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Proposal may be awinner »

In. a recent Compass piece attorney Roger
Cremo advanced an imaginative proposal to
revamp Alaska’s economic system. It is
hoped his plan will be reprinted in other
state newspapers and given publicity on
local TV and radio talk shows as well.
Perhaps the Daily News will consider re-
printing the essay on the editorial page.
Thorough statewide examination and discus-
sion is needed before the legislature recon-
venes. Mr. Cremo may have a winner!

— Mary E. Schenker

M MORE LETTERS Readers write. B-8
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Roger Cremo is the answer

It’s a sad state of affairs when our
legislature can’t read the laws it writes and
unconstitutionally spends $924 million. But
it adds insult to injury for Sen. (Rick)
Halford, et al. to spend additional money
filing a frivolous lawsuit with no intent to
stop the spending. Any first-year law stu-
dent knows what an injunction is and how
to use it. It would be very appropriate and
perfectly within the jurisdiction of the court
to issue an injunction ordering the state not
to spend t.his*money until the constitutional
budget reserve was made whole. Yet no
injunction” was sought. Why?

Being of sinister mind, | believe there’s a
concerted effort afoot to spend all reserves
so the governor can get his way and cap the
dividend at $750 and then tax us on it.

The upcoming legislative session could
prove to be the most devastating in our
history if we let it. These same people are
going back into seclusion in Juneau with a
lame-duck attitude because of their $924
million faux pas last session, and we could
see a-erepeat of this budget or worse, the
price of oil notwithstanding.

It’s time to impose fiscal responsibility
upon government.; F.oger Cremo’s Money
Rese-voir Plan takes the guesswork out of
budgeting and stabilizes the entire process.
We need a resolution passed to put this on
the 1994 ballot.

Invest the time to call or write our
legislators or spend time filling out another
tax form every year. The choice is ours.

— Melvin L. Schaub
Sterling
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Cremo plan forces tax issue

Matthew Scully says that the revenue
sysiam Roger Cremo proposes is lacking
something — that it doesn’t give people an
incen*fye to. keep the bureaucrats from
spending; too much.

Although he deserves credit for being
concerned about spending, Mr. Scully should
learn more about the proposed system.
Actually, it does what he wants it to do and
more. It takes the existing reserves, and all
of the oil Tevenues Irom now on, completely
out of the control of the legislature. The
money goes into the permanent fund. And
the income that the fund generates from
investments remains in the fund.

Of course, money has to be taken out of
the fund each year to run the government,
pay dividends, etc., but the amount is
limited to a fixed percentage of the fund’s
value. And we — not the legislature —
establish the percentage. About the only
other money that the legislature could spend
IS what it can get by taxing us —exactly the
problem that Mr. Scully wants the legisla-
ture to be faced with.

Since the 1970s the legislature has been
spending at an unsustainable level."'The new
system will bring spending down to a
sustainable level.

— Leslie MacLellan
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January 21, 1994

The Honorable Drue Pearce
Alaska State Legislature
State Capitol

Juneau, Alaska 99801

Dear Senator:

Enclosed with this letter is tlie most recent draft of the State's response regarding the
financial responsibility requirements proposed by the Minerals Management Service (MMS).
This draft is being reviewed by the Department oi Law and | expect it will be finalized
sometime next week.

As you have noted on lines 10-12 of the second page of SJR 40, the financial responsibility
requirements for an offshore facilitr should reflect the relative risk the facility poses. It may
be useful to add another whereas clause to the resolution. This clause could explain that the
Oil Pollution Act of 1990 (OPA 90) requires $150 million proof of financial responsibility
tor all offshore facilities regardless of the risk to the environment from a potential oil spill.
It is interesting to note OPA 90 Provides a sliding scale for pr™of of financial responsibility
tor vessels. As noted in the drait State response, transportation-related spills account for
most of the oil entering marine waters.

| appreciate your interest concerning the financial responsibility rulemaking proposed by
MMS. Please contact me if you have any comments on the draft State response.
Sincerely,

Paul C. Rusanowski, Ph.D.
Director

DRAFT STATE RESPONSE:
MVE PROPOSED FIN. RESPONSIBILITY REQU.



Consolidated State Comments to the Minerals Management Service
Regarding OPA 90 Proof of Financial Responsibility Requirements

1/21/% Draft

U.S. Department of the Interior
Minerals Management Service
Mail Stop 4700

381 Elden Street

Herndon, VA 22070-4817

Attention: Chief, Engineering and Standards Branch

The State of Alaska appreciates the opportunity to comment on tlie Advance Notice of
Proposed Rulemakingfor OPA 90 Oil Spill Financial Responsibility Requirementsfor
Offshore Facilities (Advance Notice) publlshed In the Federal Register 0N AUgUSt 25, 1993.
The efforts of Minerals Management Service (MMS) personnel who traveled to Alaska to
discuss this issue last fall are also appreciated. We look forward to the February 1994
meeting which MMS will hold in Anchorage on this topic.

This response includes the concerns of State agencies as well as local coastal management
districts in Alaska. Individual agencies and the coastal districts may also submit their
comments on the Advance Notice directly to MMS.

The State of Alaska believes the proposed rulemaking far surpasses Congressional intent as
expressed by OPA 90. By taking the broadest interpretation of legislative intent, the MMS
intends to require any facility which uses oil or oil products in a wetland to provide proof of
financial responsibility of $150 million. Enforcement of the proposed rulemaking would
have a profound negatlve effect on the economy of Alaska and other states. Almost half of
Alaska is considered wetlands by virtue of previous administrative rulemaking by the Army
Corps of Engineers and other federal agencies. As a consequence of the broad ex,oansmn
federal regulation of these wetlands, the financial requirements of the proposed rulemaking
would force private businesses and local and State government agencies to cease certain
essential operations, Adoption of the proposed regulations result in a chain-reaction of fiscal
impacts which would upset the entire Alaska economy as well as the national economy.

In addition to economic impacts, the proposed rulemaking would inflict significant social

impacts upon the people of Alaska. It would diminish the standard of living currently
enjoyed by residents of rural areas, Native villages and urban areas. The availability of oil
and refined products would decrease, thereby limiting transportation, electrical generation,
and heating opportunities.

While this response focuses on Alaska's concems, the proposed r_uIemaking{ would have
serious and far-reaching national ramifications as well. Considering the relative abundance



of real and regulatov-created wetlands in Alaska, the proposed rulemaking would
disproportionately affect Alaska's rural and urban communities both social and economically.
The effects of implementation of the proposed _rulemakiné; would be devastating in every
community, creating havoc in such basic benefits as residential heating, electric power, and
all forms of transportation beyond dog sleds.

The remainder of this letter provides specific comments on the proposed regulations. These
comments address recommendations for further action by MMS and discuss Alaska’s view on
Congressional intent in the passa?_e of OPA 90. The comments also address an alternative
risk-based aPproach, discuss the likely inability to obtain coverage, summarize potential
economic effects, su%gest the use of Alaska's financial responsibility requirements, and
address uncertainty about the scope of the proposed regulations.

RECOMMENDED ACTION ON PROPOSED RULEMAKING

The progosed rulemaking would require proof of financial responsibilitK which would be
impossible to obtain in most instances. Unless an entity is Iargie enougn to self insure, it
would have to use another means to prove financial responsibility. Most small businesses
would be treated equally with the largest corporations and could not afford to provide $150
million proof of financial responsibility. Organizations and companies which provide
insurance, reinsurance, and other forms of coverage simply do not have the capacity lo cover
thtla nurlr(yber of entities which would be required to have coverage under the proposed
rulemaking.

The State of Alaska seriously doubts that it was the intent of Congress to place such a burden
on hoth government agencies and small businesses. Because of the wide-ranging negative
ramifications of the proposed rulemaking, the State of Alaska respectfully requests that MMS
narrowly construe its authorities in implementing OPA 90 until the issues outlined in this
letter are resolved.

We urge MMS to reevaluate its interpretation of OPA 90 definitions as those definitions
pertain to both MMS's authority and the scope of operations and facilities to be covered by
Its rulemaking. The State recommends MMS reconsider its overly broad interpretation of the
terms "navigahle waters" and "offshore facilities”. In addition, since the OPA 90 financial
responsibility section (Section 1016) applies only to responsible parties, the definition of
"responsible party" should be carefuII%/ considered. This definition clearly limits the scope of
facilities affected by Section 1016. The State believes Congress intended to require only
deepwater ports and facilities located offshore to provide proof of financial responsibility on
the scale contemplated by MMS's rulemaking. Absent clear and _convmcm% evidence that
Congress intended such a result, MMS should construe its authontg narrowly so as to
minimize economic dislocation and hardship to the public. If MMS determines that
Ie?|slat|ve amendments are necessary to clarify its responsibilities, the Slate recommends the
following changes be considered when seeking any legislative solution.



