ALASKA PERMANENT FUND CORPORATION

RESOLUTION OF THE BOARD OF TRUSTEES OF THE
ALASKA PERMANENT FUND CORPORATION RELATING TO A
CONSTITUTIONAL AMENDMENT LIMITING APPROPRIATIONS FROM
AND INFLATION-PROOFING THE ALASKA PERMANENT FUND
BY ESTABLISHING A PERCENT OF MARKET VALUE SPENDING LIMIT

RESOLUTION 03-05

Preserving the real value of the money deposited into the Alaska Permanent
Fund ("Fund") over the long term has been a public policy priority of the Board
of Trustees ("Board") since the original Board was appointed over 20 years ago.
In response to the Board's concerns in 1982 about the effects of inflation on the
value of the Fund, the legislature adopted statutory inflation-proofing that same
year. That change has successfully protected (by statute) the principal of the
Fund for the past 20 years. After several years of review, the Board believes it is
now time for the People of Alaska to make another decision that would: 1)
constitutionally protect the current purchasing power of the whole Fund (both
principal and income) against inflation; and 2) improve the rules governing

distributions from the Fund.

To accomplish these goals, the Board has examined the use by various large
endowment and public funds of a formula approach to establish appropriate
limits on the size of payouts from those funds. This formula approach, generally
referred to as a "percent of market value” ("POMV") spending limit, is applied by
those funds in a manner that assures that, on average, only real income of a fund
(i.e. income net of inflation) can be spent, thereby assuring that the real value of
the contributions paid into the fund will not be touched. Because a POMV
spending limit would provide for distributions from the Fund that are
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predictable and limited, the Board believes that its use is in the best interest of
the Fund and of the people of the State of Alaska.

The Board further believes that the best way to implement a POMYV spending
limit methodology for determining a level of distributions from the Fund that is
predictable and limited is to amend the constitutional provision that established
the Fund (Article IX, section 15 of the Alaska Constitution). Providing for a
POMV spending limit in this manner would assure all Alaskans that the real

value of the contributions to the Fund will be preserved for all time.

At the Board's request, APFC staff has presented a draft constitutional
amendment for further discussion by the Board which, if adopted by the people

of the State of Alaska, would provide for the following:

1. an annual limit on appropriations from the Fund of up to five percent
of the total market value of the Fund, averaged over a period of five
years;

2. using a five year period that allows the legislature and the governor to
know before a fiscal year begins the exact amount that will be available
for distribution from the Fund,

3. Fund income is part of the Fund, rather than being subject to

appropriation by the legislature, as currently provided,;

4. assures that the current statutory earnings reserve account established
by AS 37.13.145 becomes part of the Fund when the constitutional

amendment takes effect; and

5. the current references to "principal” and "income" are removed, as
POMYV ensures protection of the principal over the long-term through

a constitutional spending limit.
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The Board believes that this approach effectively balances the goal of providing
for an annual distribution from the Fund that is predictable and limited with the

long-term goal of protecting the real value of contributions to the Fund.

In addition, the Board believes strongly that implementing a POMV spending
limit approach by constitutional amendment is such an important public policy
goal that proposals for incorporating any other amendments to Article IX, section
15 which might in any way either lessen the chances of approval of such an
amendment by the voters or undermine the legal status of the Fund should be

rejected by the legislature.

Finally, the Board recognizes that implementation of a POMV spending limit
methodology by constitutional amendment may necessitate changes to existing
statutes that deal with the formula for determining and distributing the amount
of the Fund that may be spent each year, including, but not necessarily limited
to, payment of Permanent Fund Dividends and inflation-proofing the Fund. In
anticipation of voter approval of a constitutional amendment providing for a
POMYV spending limit, the Board is hopeful that the legislature and the governor
will work together to develop appropriate legislation to harmonize existing
statutory provisions with the operation of the amendment and/or to adopt such
new statutes as they may consider desirable. In this regard, the Board and APFC
staff stand ready to provide any information or other assistance that may be
helpful.

NOW, THEREFORE, BE IT RESOLVED by the Board of Trustees that the
legislature of the State of Alaska, in consultation with the governor and the
Board, are urged to consider and approve the proposal (dated 4/14/03) for a
constitutional amendment that would implement a POMV spending limit
mechanism that would provide an annual distribution from the Fund that is
predictable and limited.
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BE IT FURTHER RESOLVED by the Board of Trustees that the proposal for such
an amendment be limited solely to implementation of the foregoing goal.

PASSED AND APPROVED by the Board of Trustees of the Alaska Permanent
Fund Corporation this 14th day of April 2003.

&S JM
Eric E. Wohlforth

Chair, Board of Trustees

ATTEST:

Robert D. Storer, Corporate Secretary
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