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economic.development programow”

This development program must involve the State Government's -admin-
tstration and the Legislaeture, Native Corporations, and private
conmerce, industry and finance.

But this opportunity, as we ell know, can be Traught with
rvoblems, selfishness of vested interxests, and the results. of bad
wanagement. It is important te minimize these potential threats to
2 3zcessful development program. We believe that this can only be
ione by ensuring that the financial, economic, and legislative
oo erients, necessary to commence the development progranm through the
itate of Alaska Permanent Development Fund, be firmly set in place
and with reasonable consensus. Only in such a way can the foundantion,
o which the Permanent Development Fund must sit and rely, be strong
~nough to allow for the success of this rare economic diversity
develovment opportunity.

Consequently, in the past six months we have started educating

surgselves on the laws of the Stote, the opportunitics nnd guldeline.
establ ished by the Nabive Claims Act, and the cconomy. This educecional
nrocess will continue cerbainly through 1976. However, at this t.me we
affer our idens, suggestions, and some analysis. Tois anslysls 15

tvied, but essential. It primarily involves o credit commentary of
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some.suggestions about thef
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Municiﬁal Eond Bank. jwe explain our suggestions ebout the proposed

constmtutional amendment creating the. Permanent Fund- And finally,,A ' .
we embark on 2 discu551on of ‘the Permanent Development ‘Fund.
We realize we are from the "Llower 48" which has & history
of tellirig Mlaska and its people how it-sll should be done. What we
offer is suggestions based on our experience in the public financial
sector and private capitel markets. Our task is to try to be of
servicey even at the risk of drawing conclusions and imparting suggestions
which may be controversial or may be critiesl. We hope our forth-
rightness will be Judged based on the value of truth behind it, not

oy its Tace and first impression.

Credit Commentary (Report Appended)

We are not comlortable with Alaska's present fiscal situstion.
And we understand nelther is the Commissioner of Revenue and the
present government. But neither are we comfortable of mortgaging the
*yture, by spending Lodwy fubture oll revenues. Fiseal responsibility
i3 essential in Alaska. Just as we are experiencing in New York,
other Mastern States nnd certain cities in the "lower 8", we think
Alnaka can and must leanrn from some of these follies. We are heartened
uy Lhe upproach which the present Aleske Administration is taking to
relburn Lo & balanced budget wnd shortly thereefter Lo tonsiderable

Lurplaneg, 3

2.
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‘However, we want to cautiofi-:

sk the debt. per v"c'é;‘:it;zmust | BRI
be}redudqq qnd.#@gtSiZg;df éo&érﬁméni,séSPécial}y in peréonnéi; should -
dbfirisé{; vaef;ﬁépﬁai.bQQig%:can ﬂo‘lgngétgpeiy.gp the debt.markets |
td?fﬁnd their priofiﬁiés. '65VEfﬁments can no longer expect noﬁe sales

to be refunded by iong term bonds for the bond market is not always
receptive. Nor can Covernments continue to rely on medium or poor

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

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

on Government payrolls. Unless and until Alaska can balance its budget,
reduce its per capita debt, generate general fund surpluses, and implent
top quality management, there will not be the opportunity for a successful

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

necessary for its operations.

Municipanl Bond Bank (Report Appended)

The Municipal Bond Bank is concepbually ¢ good vehicle to
nssist many of the Alaskan communities In having access Lo Lhe debt
markets. However, the Alaska Municipal Bond Hank has some serious :
deficiencies. They are bond anticipation note aunthorizution, State
twral obligation which is & dead dissue in the markst ploce, nund no
Junte control. In fact, the Alaska Municipal Bond Runk's deficiencies
nceent the lack of management and conbrol we are experiencing in many
fovernments and feel exist in Alaska. It appeoars evidenst in the State's
f1ucn)l situation, its present development prograwms and the Hond Bunk.

“are {mportantly, the lack of ransgement and conbtrol are having con-




One Comntssion for Capital All‘ocaf,ion' and .COntrbi

We believe it mandntory that the State establish one commission
to be responsible for the fbllowing areas and details:

1. Jfuthority over all debt authorizations -- by the State
with general obligstion debt; by the 3tate's agencles; by those muni-
cipalities who issue apart from the Bond Bank; and by the Bond Bank.

2. Authority over the priorities for all spending. Without
this number 1 would be non-operable. Total capital Allocation Authority.

3. Management and financial controls in terms of accounting
and monitoring systems of all in number 1l above. Standard accounting
practices must be universally adopted. The State must have the authority
to audit the books of all EBovernment units.

I. The State must schedule all public sueles, regardless of
the issuing unit. The State must approve all offering cireulars, which
mugt be uniform.

5. With numbers 3 and b, the State must establish and manage
& local government finaneial advisory groun for fisenl and debt management
and to agsist in the day-to-day opecrations of local subdivisions.
Through such u department in this State Commission, the State's financial
nanagers would know the financial conditions of all the wsubdivisions
nnd would not be called on to bail oul a subsidiery, which bail-out may

have pubstantinl impact on the Stnte's own Tinancinl condition. The
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would know the finencial demands®
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. This fiscal management and control commissiorn 'would Haye'an .
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enoymous task &nd equally enormous power .and ;éépéqsibiiity to all of )

RN =

Aaska's constituents. While we believe in‘ﬁmailer"ggiérnméﬁﬁ payrolls,
we feel that the creation of this commission will absofﬁ other depart-
ments, divisions and commissions presently existing, and in the long
run provide for better opereations and minimal net inecrease in people
working in government,
One may notice that we cquate the State Government and its
fiscal and management responsibility to a large private commercial
and industrial corporation. The State is the parent and head office,
Ivs ngencies and loeal subdivisions are its subsidiaries. A subsidiary
sut of control and not supervised can bankrupt the parent. It is
happening in many parts of the "lower 48", Bub in North Carolins and
Houth Caroline very strong ond wide sweeplog capital allocation and
munugement control commigsions have proven very successful and operable.
We realizeo these suggestions may sound shocking and may be awesome
ta fulfill., Indeed, they may be, but we know through bltier experience ;.

they ore very worthwhile and necessary objectives, which can be realized.

gy Munjeinal Finenee Reguletions

Concurrent with these recommendntions ure Lhe requivements being
placod upen bolh govermmental lssuers pud Munieipal Securities dedlors
by the new Munleipnl Finande Hegulating subdivinion of the Securltics
arel Baehunpe Commlsgion.  Although thens regulolions aye only dn draft

Yarm ol wrde time, undformity of sceounting and unlform offering virculurs



Fu]l disi:l‘osu»r‘;el,fﬁi'm’i:lé.zl;tq E.pifiira.te- issuers, is ©
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 ébing §§jb§ thé norm. And securities underwx%ters.will be regiiired to

.

-nnalyzefpfogiéqﬁiVe issues for their representation and financial
.oundness. Jﬁéﬁ;as.ﬁith the State of New Jerséy which provided inadequete
vapers last week, any issuer may find access to the marketplace closed

P2
.

e to "incapable" or "bad" management.

Governor's State of Alaska "Mini-Hoover" Commission

It seems to us that the timing of these recommendations to the
Jtate of Alaske is very propitious, inasmuch as the Governor has created
4 "Mini-Hoover" commission to look inte the operotions and management
2 the State Government. If this commission were to anslyze ‘the functious
of the princlpal Governmentol departments keeping in mind better manage-
<enl, Increased centralization, and tight control ag the prerequisites
ol good government, we would suggesnt that the departments presently
*ubelled Commerce and Economic Development, Publie Works, Revenue, and
Sammni by end Reglonal Affairsg be congolidated into one major commission.
toreuver, the capital spending and ald programg of other depertments
wv.uld have to be approved by this "super" commiszsion. Of vourse, we
would hope that these recommendulions, if congsidered reusonuble, be
rorvurded to the Governor's "Mini-Hoover" comminsion for study. 'Thut
vomntusion must realize that no longer «il1l ihe clectorate and investors
=1lov povernment to Just "bump along” with inadequate, or barely
wdeqeeitey , managemant , systems and conbrol. And certainly whutever

resotsendations this "minl-comaission" moken to the Administration and




Yahagement
Once it is falrly well understood why the centralization -and

the systems and controls, required to allow it all to vork, are needed,
the necessity of outstanding (no exaggeration) management is paramount .
For too long this nation has suffered from the weak or less than highly
competent people being elected to government or wishing to be appointed
re government. (In the case of Alaska, this mey not at all be the case.)
wverrment and the private sector have Tirally come to realize that
tme two gectors must work more closely together. Today, we and similar
Institutions are being called upon to give advice to, and design packages
for, Governments. Our advice and products are:

l. HNot new as in so mony cases bhey are traditional in private
~aterprise;

2, Costly services to provide, due to emergency time frame
*equlvements; and

3. Very difficult to implement duc to the traditional lines of
“ramunication, the history of legislution already in existence, and the
“uibersame apparetus that inherently has grown through poor management.

We vould recommend that the Stale of Alaskn would have less
ed over time for costly private advicory and Zesipn servicea, ir

U rly eurly-on 1t adopted a fincal und management ppproach bagsed on
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yaves'and warnings Just coming to the:foygghpd receiving

iitié}pﬂndi&sia'nationw;dé; The response would ellow the State to

,{,,;hgye~£?é eXpertise and syéﬁgma.in-house‘to.mﬁnééé(iﬁééif well. L

Permanent Development Fund

The foregolng discussion impacts dirently on the Permanent
Development Fund (PDF) and is essentisl in estiablishing the PDF frame-
work. We feel there 18 no spparatus presently established in Alaska
to achleve the goals of the PDF. We believe the FPDF should be part of
the super-commission, incorporating ell economic development, commerce,
revenue, and community and regionel affeirs. Certainly, the PDF's
purpose is to diversify the economy. This requires most of the capabilities '
and analysis the commission would be doing for the State and its sub-
division even if there were no PDF opportunity.

But let us present to you our views on the PDF. At the outset,
we must all realize that the PDF opportunity afforded Alaska is unique
among the States of the United Btates and among most-of the nations and
supra~national organizations of the world. In fact, the only simllar
opportunities exist in Saudi Arebje, Venezuela, and perhaps Iran. The
similarity is not due to oil, although oil created the opportunity. Rather,
these nations have a genuine positive flow of funds, generuted by privete
commercial and industrial enberprlse; these nations do not have Immediate

applications but have long term real economic development opportunities
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of the desire qr'sd many peéple dand institutions to study or alludé fo

many developménfivéhiclés already established in the world. To cite

Just four examples: The World Bank, Asien Development Bank, Inter-

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

of these have a great need for capitanl. None of them has its own source

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

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

vhom, in tuarn, have incredible short falls in capital, little access

individuslly to the world capital markets, and yet huge economic developuent

requiremenss. Therefore, we must be very careful, in our desire to

estoblish she begt vehicles for Alasken economic development, that we do

not borrow from established organizations methods which are neither varranted

nor applicable. .
The success of the economic developmenil in Saudl Arabia, Venezuela,

or Iran and Alaska will depend on the government's ability to Join with

private enzerprises in economically sound and financially feasible projects.

Covernment by definition is a user of funds. It cannot on ils own generste

Tunds. And taxes alone are not sufficlent as & developinzg governmeni's

only source of funds. So long as Suudi Arabia and Alaske's PDF Jjoin with

proven private enterprise corporations in private development projects,
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 the PDF should profit and the econcmy#would.diversify

aggy

: Additionally, for a developmonﬁlproject & success, 1t must -export

(or delivcr) its product to a viable,market. Nations with rapld;y.expandlng
exports attract the capital. Alaska'must do the seme in Joining in private
enterprises which will provide exports and diversify the economy.

B.) Corporste Structure:

We believe it is so very importent Tor Alaska to creete through
the POF & group which is corporate in nature, well-managed with high paid
personnel, profit seeking in gosl, and long term entrepreneurisl in scope.
The PDF would provide the capital for an Alaskan Development Corporation (ADC)
to commence estaoblishing the expertise to develop the economy further. The
ADC could create a Development Bunk (DB) which would :mke loans to the
projJects. The ADC could create a Finance and Investment Company (F;C)
whlch covld package project louns to be paviticipated out (sold) to insti-
tutionnl lenders (insurance companies, state pension funds, savings banks,
and major sommercial banks) in Lhe "lower-h8" and perhaps in other areas of .
the world. The same investment nrm could mannge a series of investments
o u Lrust or mutual fund, so thnt smaller Inslitubions and individuals
could buy into it. The significance of the FIC fs that it would be
atyrvacting capital by offering certeain agasets. With Alaska, institutiocnel
lenders are dealing in an unknown caused Ly distance, size, type of terrain,

ete.  Tf Institutional investors could buy loans (perhaps insured by PDF)

0.
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we believe added capit E@?-pdéfqpﬂd for sizeable Ala

-projects. C LT

o theA?bF‘hggniﬁé_pgﬁégement coipbfgtibﬁi(AﬁéjggﬁAnk‘(ﬁg)*ﬁnd
finance and investment»ébmpanyl(FIC). These three qq;gqré@ions would
aéalyze projects, help deéign them financially, lend money, arrange &
private placement on the proJect; sell loans, raise debt in the marketplace
and work with a private lender/investment benker to attract capitel.
X In different ways, not well organized nor well managed, fragments

of this type operation are happening with some international and Federal

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

management put in place.

C.) PDF Specifics:

We would recommend the PDF also address the following:

1.

Only participate in major developmental activities, both

non-renewable and renewable resource orienfied. There are at least ten

programs in Alaska for small development projects. Incidentdlly, ve

believe all the present programs, especislly the 6 State ones, with which
ve are fumiliar,.shculd be revlewed, moved into the super-commission, und

perhaps be revamped or dissolved.

2. The projects should be capital intensive, although any project
development which d}versifies the cconomy, will attract people and, in

some ceses, must for 1ts success.

3. 'The PDF can best fulfill ils role with long Lerm loans in



phrthérshiﬁwﬁitﬁ;ﬁrivaﬁéiiﬁaﬁéﬁfy-ahixﬁfivéte lenders, rather than,téﬁéifi

equity part1c1pations, 8s & general rule‘ ‘Equity perticipations do'not ‘
.‘prOV1de a8 scheduled.return and any llqnldlty is represvnted by the prlvate
“ pompény's divideﬁd}pplicy or the:stock market.

4. The PDF should finance "missing links" in an otherwise
viably forecasted project.

5. No organization should be an equity holder in PDF or its
subsidiaries. Private lencars should maintain their identities by con-
tinuing their policies of making sound loans. This opportunity will
arise by participating with the DB and PIC in making loans Jointly.

6. ‘The PDF must create a task forece/steering committee to
study Lhe economy and geography so &s to esteblish its priorities and
feasibililies, We are opprehensive if the State Investment Advisory
rommittee has the btime and/or expertisc to be the tnsk foree or the
steering committee for PDF's inception.

. The PDF must necessitate that the Native Corporations develop
their major projects in concert with the FDP.

8. The Notive Corporations may be able to guin from the PDF
enterprise by creating new villages and ancillary services.

9. The PDF may algso have to establish o subsidiary to expand
education, energy resources, and other necessities which indirectly
diversify the economy. Whatever these may be, the PDF musl eharge private
mrket rotee,  (However, most ancillary servic s should be left Lo the
Native Corpoarations and municipul subdivisions.)

10. The PDF should not make grants or non-interest bearing loans.
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The‘PDF hould:be designed established, and managed.so ‘a8

- to 1nsulate 1tse1fAbest from vested interests and,po11tical suasion.

'712. Various,vays of effectlng leverage of PDF's equity capital.A
One area is 1n3urance where£y the PDF. insures the iasuance and prineipsl
investment in PDF/DB bonds‘or loans. Also, the debt to eguity ratios
must be considered.
13. Any statutes involving State Government financing and lending
should be reviewed in light of Internal Revenue Service regulations on

interest rete arbitrage.

D.) PDF Legislation

We have appended suggestions to the proposed legislation creating
a PDF. OQur comments supporting our proposals are:

1. "A Minimum" of 10§ nllows the legislature, upon the presentatior
of the POF's management, to appropriate more funds, rather thaen a legislative
debate commencing as to the interpretation of "10%" vis-n~vis the final
sentence of the paragraph.

2. "directly and indirectly" as there may be (we believe there

arc) reul possibilities to perform in ways which are known as “indirect"
but which have a direct impact on furthering economic development -

c.g. loan gusrantees, insurence of loans, selling loan parlicipations,
arranging private placements, cte.

3. "For projects relating bto .......sveh principal.....section."”

Wa bellieve the languege should be wore aspecific than "investments'", bud
vish tu insure that funds nmay be invested in U. S. Covernment securitios

and manoy murket instruments so as Lo provide an amount of liquidity for
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ity capitéi.ﬁhrough thé raising of debt - priﬁé%e and public. ﬁé'

believe through the combination of outstanding ﬁﬁnagément and horrowing,
the PDF will increﬁse ité development financing capacity many times.
Howeve''y this can only be done if {ncome from its investment is availeble
to service debt expense. Ususlly, & project Jloan's debl expense will

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

PDF's income cannot automatically go to the General Fund. Moreover, we

are strongly opposed to the legislature and sdministration leaning upon
the TDF so as to be gble to balance the gtate budget, which may incorporate
{rresponaible fiscal management. But we do believe PDF's income, not
otherwise 80 encumbered, maey be deposited in the Genersl Fund, if PDF's
management S0 wishes and the Legislaeture SO 8ppraoves.

We must point out, that we approve of brief and succinet consti~
tutional legisletion, only if the power exists in the constitution ‘or
the legislature to pess statutes which will sllow for the greatest
flexibility and utmost specifics for implementing the PDF mnd creeting
a finencinl menagement corporstion. We admit to an ignorance of the
provisions of the Constitution of the State of Alaska.

Conclusion

None of what we have presented here can be accomplished without

consistent implementation of concepts to preserve the ecology and

environment. We do believe there are viable compromises.




can livewin hérmbny.

share in the new prosperity of. Alaska. We think vocational schools
are the most important educational feature in assishing 4He economy 5
development. ‘

We suggest the task force/steering committee must have a budget
sufficiently large enough to retain legal counsel, engineering consultants,
financisl advisors, and any type of specielist necessary to create the
best list of priorities end feaslbility studgies and to place on-stream
the management of the PDF and its subsidiaries.

Tf it is financislly and constitutionally possible, ve would
suggest that the foundation work, necessary to have a PDF and its

subsidiaries established in 1977, be undertaken all during 1976, while

awaiting the mpproval of the referendum by the voters next November.

(Perhaps stetutces can te passed in Meserow".) During 1976, the present

economic, commerce, revenue and regional geffairs departments should
consolidate.

And lastly and most importantly, none of what should be done
need be accomplished at the risk of panic or insufficient study. We

endorse a policy of "go slowly"
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State of Alaska
Summary Credit Commentary
and
Critique of Legislation for
Alasken Municipal Bond Bank

Unvember 18, 1975 (Revised January 2, 1976)
Morgen Guaranty Trust Company of Hew York




cash flohs 1rom oil and gas related.reveanS.

In the case of a Btate vith a viable in—place economy, the
oll factor would.have ‘been advantageous as an added windfall economic
stimulant. Alaska 5 economy, however, ‘has never had‘the legi+imacy of
diversity. Before the cil boom, Alaska s major 1ndustry was  Its
fisheries - aa industry highly susceptible to forelgn competition and
rollex -coaster prices. Manufacturing was nil, significant wholesale.
and retail activities were limited by the lack of a sizeable population
base, while tourism, lumbering and extractive mineral production were
seasonsl in nature because of the long and harsh winter. The only
stable employment base was in the federal and stete government areas,
with the U.S. militery being a significant employer.

Unfortunately, oil development per se will change little of the
above. The spurt of capital development caused by pipeline construction
activity is o temporary factor which hns crested at lesst as ms , problems
as 1t has solved. Inflation, fueled by pipeline and oll compa.iies
willing to pay bonus money to get the workers they need, and compounded
by the need to "import" most fool items from the lower forty-eight states,
hns pushed Consumer Price Index numbers to a level approaching a 209
inerease for 1975, lousing accommodations are in desperately short supply
due to the influx of o0il related workers; and ancillery services such as
telephones, potlce, water, scwer, schools and eleclrical facilities are
vastly overburdened. Other categories of employment are in short labor
supply due to pipeline wage competition. Those on fixed incomes in the
State are in deep trouble financially.

A potential side bLenefit of the construction of the pipeline
and ancillery facilities will be in the opening of new areas in the
State for the development of other extractive and regenerative resources.
ixploration lor and production of coal, copper, iron and gold and other
minerals should increase. Lumbering and the doevelopment of fish hatcheries
will become more economically vieble as the acoess to new reglona is eased
and the vorld's need for rav materials grows.

Alnakn's qumndary is how to geuge Lhe current hectic pnee of
nconomie development, and plan for orderly future growth, Two questions
«ome Lo mind:

1. Are the gas and oll revenue projections of Alnska
premalure in light of the short-~term poscibility of & world glut
in oil supply?

#, In vhat manner should Alaska proceed, should its projrcled
vealtl become a reelity, in order to stimulate dependable cconomic
diversiv: and viability?
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hlgh Asxa basis of comparlson, medlan State per'capitn;debt of the
ifty states 15 $l36 according to Moody 5 - substantially below that’
of Alaska. Since per ‘capita debt is a function.of population, the
levelxwill most certainly be higher after the:exit of: those people}
associated with pipeline constructzon. JIn: addition ‘debt!
is somewhat sloy: 17.4% ‘of ‘outstanding - debt maturesgfn‘five years
»and '39.'6% in ‘ten. .

High per capita debt is due to the fact. that exbraordinary
qapital expenses for the governmental services assoginted with pipeline
development have been borne through the issuance .of debt, drawdovn of
cagh surpluses, and failure to lncrease State tax revenues. The Statc
is also more heavily involved than is the case in the 'lower forty-eight'
in the direct development or subsidization of local services such as
schools, ports, and roasds, resulting in more dependence upon State
financing.

S5low debt retirement is perhaps a result of historic antici-
pated cash flows from oil related activities. In any event, past debt
management policies have pleced an undue burden upon Alaska's financial
future.

General Fund expenditures have heen far in excess of current
revenues since the reccipt of some $900 million into the General Fund in
1969-70 as a result of a large oil lease sale. At June 30, 1975, a
surplus of $517 million remained in the General Fund, down from $64S5 million
the year before. Budgetary increases based upon a governmental policy
of running vast deficlis coupled wilh delays in completion of the Trans-
Maske Plpeliune (postponing oil royalty revenues) have led the State to
antilcipute that the current Genersl Fund surplus will be Cfully croded by
July 1, 1976, In an effort to inerense General Pund receipts, o 20 mill
thx on the value of oil and gas reserves has been cnocted for fiscal 1976
and 1977. This tax is being levied Lo ofl'set anbicipated severance tax
ravenues which hove been deleyed as o result of corresponding delays in
pineline completion. Revenues from Lhis source are estimubed by the
Stete at $211.7 million for 1976. 1In nddition, the Siabe intends Lo hold
un additions) ofl and gas lease sale with vepord to the Beastvort Islands
area near Prudhoe Bay in 1976. The State spseulates some $2%50 million in
revienues from Lhds source.

Conclunion

AMuaeskn'y high per capitn debl level amd slow debt retirvement
tr dizturbing {n light of the Stute's extreme level of budgebury imbolance.
Anticipution o! oll royalty revenues in future yesrs {(by borrowing against
suely revemies) o extremely dangerous in lighl of general cconomie
quettions being raisced aboul the neav<ierm cougt viabllity of Aluakan oll.
Plpeline caost overruny, question-mnrk “wderal taz and energy policien,
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_3. Lo : Critique of«Legislation for AT
L . . Alaskan Municipal Bond Bank’

The., followiug comyuta result from a review of Alaska's
.Municipal Bond Bankalegialation.

We are gene:ally opposed to the use. of the financing vehicle
afforded by: the legislation ‘establishing the, Alaska” ‘Municipal Bond Bank
Authority. While we agreé in principle that Alaskan municipalities will
need assistance in entering the municipal debt market, we do not feel
that this legislation offers a method of agsistance commensurate with
sound public finance. The following examples of the Act's deficiencies
tre clted:

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

2, The legislation makes it qulte clear that Bond Bank
obligations are not an obligation of the State, yet on th. other
hand it allows the establishment of a reserve fund for the benefit
of bondholders. The reserve may he funded by legislative approp-
riation or from the proceeds of the sale of the bonds. Deficiencies
in the fund may legally be made by the leglslature through the
use of a '"moral obligation" certification/appropriation procedure.

The moral oblipation pledge no longer provides the
marketing advantage it once had., In addition, despite the fact
that the bonds arc not a direct obligation of the State, the
moral pledge creates what can be construed as a contingency ohliga~
tion for the State ~ an obligation which 1Is unnccessary ina State
with an already high debt load.

3. The legislation mentions little or mo control over the
deht policles of the participating municipalities. Recent municipal
finance experience has demonntrated the value of & nte overview of
municlpal finance activities,

Te is suggested, therefore, that this legislation be amended:
to climinate the power of the Bank to issue hond anticipntion notes;
to remove the moral pledge of the legislature to fund reserve Fund
deficlencies; and to provide for the establishment of a State administra-
tive velicle to overview and approve the financial planning and debt
management nl Alaskan municipal governments,



BE Tr' RESOLVED BY THE LEGISTATURE: OF THE STATE OF ALASKA!

iay

: -sxc-fior: 1. Article IX, é;}:iionf'f(_, Constitution of the State of
1éihéké;‘is aménded to read: C
Dedicated funds. The proceeds of any sﬁate tex or

license shall not be dedicated to any special purpose, except as provided
in Section 15 and except when required by the Federal Government for state
participation in federal programs. This provision shell not prohibit the
continuance of any dedication for special purposes existing upon the date
of retification of this constitution by the people of Alagks.

SECTION 2. Article IX, Section 15, Constitution of the State of
Aleska, is amended by adding & new Section to read:

State of Alaska Permanent Development Fund. A

minimum of 10% of all mineral lease rentals, royalties, cush bonuses
end mineral severance texes received by the State shall be placei ina

State of Alagka Permanent Developmant Fund, the principal of which shall

be used solely, directly or indirectly for projects relatine to the

industrial and economic development of the State. Such principal nat

invested in aforesaid projects shall be invested in sccordance with

Scetion . Transfers may be made from the Permanent Development Fund

to the General Fund in an annual amount not bto exceed such annual income of

the Permancnt Development Fund, net of all such annual income othoerwise

pledged, Such annurl income not so transferred to the General Fund shell

become part of the principal of the Permanent Development Fund. The

legisluture mey appropriate additional amounts te the Permanent Development

Fund whizh shell become part of the principel of the Fund,

21,



ALY . :;n’gf‘ T
SRR o
A
L 0 3
R el LgRY ﬁ&ﬁgﬁ?ﬂ§§s
L A i
S G N - Rk -
‘resolu
k)

~r
-

voters

Gith Arbicié XITT, Scotion stifution of the:State of Alas

Fie ‘elgction lavs of tlie statel

e v




