
How do current Alaska Permanent Fund appropriations work?

• The principal balance of the Alaska Permanent Fund may not be spent. The expenditure of Fund
income, however, is up to the Legislature. The resolution sponsors do not recommend any
additional spending of Permanent Fund income; however, the Constitution has left that decision to
the Legislature. That provision is not altered by this resolution.

• Income from the Permanent Fund is deposited into the Earnings Reserve Account, a separate
account within the Permanent Fund.

• Each year, the Fund’s realized earnings are divided by appropriation between the annual Permanent
Fund Dividend and inflation-proofing (a transfer of funds from the Earnings Reserve Account to the
principal).

o Realized earnings are income from the sale of an investment.
o Unrealized earnings represent the increase in value of an asset that has not been sold.

• Operating expenses and management fees incurred by the Alaska Permanent Fund Corporation, and
certain expenses incurred by the Departments of Law and Natural Resources, are paid from
Permanent Gross Receipts (revenues generated by Permanent Fund investments). The attached
“Multi-year Allocation Summary” shows allocations made to these entities since FY06.

• Funds in the Earnings Reserve Account remaining after appropriation to the dividend and inflation-
proofing are available for any purpose. The attached “Alaska Permanent Fund Financial History &
Projections” spreadsheet shows funds available to be appropriated by the Legislature:

o In the Assigned Fund Balance portion, the Statutory Net Income less Dividends less
Inflation-Proofing/Other is the amount of the Fund that the Legislature would be
permitted to appropriate.

o In FY13 the amount available to be spent by the Legislature was:
$2,928,000,000 - $604,000,000 —$743,000,000 = $1,581,000,000

o In addition, the General Fund/Other (a transfer of funding for Amerda Hess from the
Earnings Reserve Account to the Alaska Capital Income Fund) and the Net Assigned plus
the Prior Year Assigned Balance are also available for appropriation.

In short, the entire Earnings Reserve Account (FY-End Assigned Balance on the attached “Alaska
Permanent Fund Financial History & Projections” spreadsheet) is available for appropriation, though the
resolution sponsors do not recommend that this occur. At the end of FY13, this equaled just over $4
billion. Note that some of those funds are unrealized, but could be spent.

The attached “Multi-Year Appropriation Summary” spreadsheet shows that in FY13, $1,230,000,000 was
appropriated by the Legislature for the dividend and inflation-proofing.

Source Materials: Legislative Finance Division
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Fund Source Report

Legal Authority
AS 37.13.145

Permanent Fund Earnings Reserve Account
Year Repealed Active? Mental Health? Duplicated? Fund GroupYes No No Designated General

Source of Revenue
Income of the Permanent Fund.

Restrictions on Use
AS 37.13.145 states that the Permanent Fund Corporation shall transfer earnings from the Earnings Reserve Account to the dividend fund and toprincipal (for inflation proofing). These annual transfers have not occurred without appropriations, implying that the transfers are designations of userather than a Constitutionally dedicated use of money. The balance of the earnings reserve account remaining after the transfers is available for any
purpose.

Description and History
The Permanent Fund was established by Constitutional amendment in 1977. The amendment directed that at least twenty-five percent of all minerallease rentals, royalties, royalty sale proceeds, federal mineral revenue sharing payments and bonuses received by the state be placed in thePermanent Fund. The principal of the Permanent Fund may be used only for income producing investments: it is not available for appropriation.
The amendment also directed that all income from the Permanent Fund be deposited in the general fund unless otherwise provided by law. AS37.13.145 establishes the Earnings Reserve Account (ERA) as a separate account in the Permanent Fund and directs that alt income from thePermanent Fund shalt be deposited in the ERA as soon as it is received.

Money in the ERA is commingled with money in the Permanent Fund for investment purposes: the account is tracked separately in order to comply
with the Constitutional prohibition of appropriation of Permanent Fund principal.

Although the ERA is in the Permanent Fund for investment purposes, it can be appropriated for any purpose. The situation indicates that the ERA
could be classified as unrestricted general funds. Historically, the legislature has avoided appropriations from the ERA for purposes other thandeposits to the corpus and for appropriations associated with dividends. Both inflation proofing and PFDs are uses designated by AS 37 13.145,
Because PF earnings--and the ERA balance--are excluded from revenue as reported in the fiscal summary and because of historical reluctance to
use the ERA for purposes other than inflation proofing and PFDs, the ERA is classified as designated GF.

O41 PFERA

Year Authorized
1982

No Expenditures during last 10 years
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Fund Source Report

Money leaves the ERA via code 1041 to:
a. transfer money from the ERA to the Permanent Fund Dividend Fund. (Dividends and associated costs are then paid from the Dividend Fund usingcodes 1050 and 1171.) Appropriations to the Dividend Fund appear in the transfers (non-add) section of budget reports. When money from theDividend Fund is spent via codes 1050 and 1171 it appears as designated GF appropriations.b. transfer money from the ERA to the principal of the Permanent Fund. (Annual appropriations to inflation proof’ the Fund are routine, but specialappropriations may occur as well.) Because appropriations to the Permanent Fund are not expenditures (in the sense that the money remains in thehands of the State), appropriations to the Fund appear as deposits in the transfers (non-add) section of budget reports. Once money is in thePermanent Fund, there is no fund code to remove it.
c. transfer money to the Alaska Capital Income Fund (beginning in FY05). Because the Capital Income Fund is a savings account, appropriations to itappear in the transfers (non-add) section of budget reports. When money from the Capital Income Fund is spent, it appears as designated OFappropriations in order to match the classification of the original source of funds (i.e., the ERA).

Appropriations for dividends are conditional; transfers (code 1041) are subject to earnings and ERA balance requirements described in AS 37.13.140and .145. An appropriation for inflation proofing is effective only if a transfer for dividends occurs. Code 1041 would also be used for any appropriationfrom the ERA to the general fund or to any project or program.

Code 1105 is gross receipts of the fund (rather than net earnings) and can be considered as corporate receipts. The code is used for themanagement fees and operational costs of the Permanent Fund Corporation. Although use of corporate receipts outside the corporation may beprohibited byAS 37.05.144, some expenses of the Department ofLaw, Departmentof Revenue and Departmentof Natural Resourcesthatarerelated to oil and gas litigation and permitting have been funded with code 1105 for a number of years.

By tradition, typical uses of the ERA appear in a separate section of the fiscal summary; earnings are not counted as general fund revenue, anddividend payments, inflation-proofing and transfers to the Capital Income Fund appear as non-additive transfers.

See also
1105 Permanent Fund Corporation Receipts
1050 Permanent Fund Dividend Fund
1171 PFD Appropriations in lieu of Dividends to Criminals
1197 Capital Income Fund
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Fund Source Report
1105 PF Gross Permanent Fund Gross ReceiptsYear Authorized Year Repealed Active? Mental Health? Duplicated? Fund Group

1997
Yes No No Corporate Receipts

200.0 Operating and Capital Expenditures
180.0

160.0

u140.0

120.0

‘100.0

80.0

60.0

/20.0

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Fisca’ Year -ri ..OpIu pLt1

Legal Authority
Article IX Section 15 AS 3705.146(b)(4)(E), AS 37.13.150Source of RevenueRevenue generated by Permanent Fund investmentsRestrictions on Use

Permanent Fund revenue, as opposed to income, is the source of the Permanent Fund Corporation’s budgetDescription and HistoryThe Permanent Fund was established by Constitutional amendment in 1977. The amendment directed that at least twenty-five percent of alt mineral

ease rentals, royalties, royalty sale proceeds, federal mineral revenue sharing payments and bonuses received by the state shall be placed in the

Permanent Fund. The principal of the Permanent Fund may be used only for income producing investments; it is not available for appropriation.
Code 1105 is used for the management fees and operational costs of the Permanent Fund Corporation. These costs are broadly interpreted to

include some expenses of the Department of Law and Department of Natural Resources that are related to oil and gas litigation and permitting.

Although arguments can be advanced for use of an alternative fund source code for activities outside the corporation itself, DNR and Law costs have

been funded directly with code 1105 for many years.
Appropriations for Permanent Fund Corporation (and associated) operations are not conditioned on the balance of the ERA; they depend upon

realized cash flow rather than the market value of the ERA. Per AS 37.13.145, income of the Permanent Fund goes through the Corporation into the

ERA as soon as it is received. However, AS 37.13.150 states that the corporation’s operating budget shall come from revenue generated by

investments. Appropriations not used for costs of operations become income and flow to the ERA at year-end. This differentiation of “income” and

“revenue generated” provides the Corporation with a source of operating funds even if the ERA market value is negative and the Corporation

experiences negative net realized income. In effect, appropriations to the Corporation (and for associated costs) occur before the revenue reaches the

ERA; the costs reduce the amount of Permanent Fund earnings deposited in the ERA.State corporation receipts were budgeted in one fund code called “corporate receipts” until 1998 when a budget fund was created for each states

corporation in order to clarify the budget process.
See also 1041 Permanent Fund Earnings Reserve Account
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