COMMITTETE REPORT

HOUSE
(1o FURTHER:
3/221/85 ce
D
Date / #J
_ FINANCE HB 9
The Committee on has had

"An Act relating to payments to the Alaska permanent fund required I»y the
Constitution of the State of Alaska; and providing for an effective
date."

under consideration and recommends:

[ 1 do pass [ 1 do not pass
[ 1 do pass with attached amendments(s)

[X] same title
[ ] replace with CS for (cm f Jj new title

and recommends

[ 1 AND attaches a "Letter of Intent"” DA{1 New Fiscal Note
[ 1 Zero Fiscal Note Attached
[ 1 reports it back without recommendation
[ 1 referred to the Commi ttee
MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS:
- Mo -i," el
I o
« s (=C
NOAL-. r>/j t/j 07— /m
CisU ‘C.j'6 0i V-X...(VvoOouU
y--N, .0 rx. T

CHAITRMAN



1

10

14

16

17

19

20

22

23

24

25

26

27

28

29

Offered: 3/22/85

Referred: Finance
Original sponsors: Szymanski, Clocksin,
Pourcliot and Navarre
IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

CS FOR HOUSE BILL NO. 9 (State Affairs)
IN THF. LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payments to the Alaska permanent
fund required by the Constitution of the State of
Alaska; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section |I. PURPOSE. It is the purpose of this Act to maximize the
constitutionally required payments of state oil and gas revenue to the
Alaska permanent fundin order to increase the principal of the fund to the
point that there willbe enough interest from the fund to pay a significant
portion of the expense of state government when oil and gas revenue de—
clines. In this manner state oil and gas revenue can be better allocated
to achieve both short-term and long-term benefits for the state, while
still protecting the principal of the permanent fund.

* Sec. 2. AS 37.13.010(a) is repealed and reenacted to read:

(a) Under art. 11X, sec. 15 of the state constitution, there is
established as a separate fund the Alaska permanent fund. The Alaska
permanent fund consists of

(¢H) 50 percent of all mineral 1lease rentals, royalties,
royalty sale proceeds, net profit shares under AS 38.05.180(f) and
(g), and federal mineral revenue sharing payments and bonuses received
by the state from mineral leases; and

(2) any other money appropriated to or otherwise allocated
by law to the Alaska permanent fund.

* Sec. 3. This Act takes effect July 1, 1986.

-1- CSHB 9 (SA)



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

REQUEST
B11l/Resolutlon No:. CSHB 9 (St. Affs)
Title: Relating to payments to the
Alaska Permanent Fund

Sponsor: State Affairs Committee
Requestor: House Finance Committee
Date of Request: April 22. 1985

EXPENDITURES/REVENUES:

Revision Date 4/22/84
FISCAL DETAIL
Agency Affected:. Revenue

Program Category Affected:.

BRU, Program of Subprogram(s) Affected:

(Thousands of Dollars)

1 1 FY 85 1 FY 86 1 FY 87 1 FY 88 1 FY 1 FY 90
[ OPERATING 1 1 1

] 100 PERSONAL SERVICES 1 1

| 200 TRAVEL

I 300 CONTRACTUAL

| 400 SUPPLIES

| 500 EQUIPMENT

] 600 LANDS & STRUCTURES

| 700 GRANTS, CLAIMS

1 800 MISCELLANEOUS

I TOTAL OPERATING

1 CAPITAL 1 _ 1 A 1 _ 1 _ 1 _ 1 -
1 REVENUE 1 _ 1 _ 1 _ 1 _ 1 _ 1
FUNDING: (Thousands of Dollars)

| GENERAL FUND 1(294.0) |(275.3) ](249.2) ](238.0)
| DIVIDEND FUNDS [ 1.3] 5.4 | 12.5 | 22.4
| PF-PRINCIPAL | 296.5 R93.1 ] 285.7 ] 290.4
I PF-UIA [ (1.5)| 7.8 | 11.4 | 14.8
POSITIONS:

| FULL-TIME

| PART-TIME

1 TEMPORARY 1 I

ANALYSIS: Attach a parate”~page Tfor analysis.

Prepared By: Mary Robert ElUoti Phone: 465-2173

Division: Revenuel” Date: 4/23/85

Approved by Date:

Agency:

Distribution (by Agency preparlin
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(les)

fiscal

note):



FISCAL NOTE, CSHB 9
(State Affairs)
Attachment

Analysis for CSHB 9 (State Affairs)

If all Permanent Fund contributions were Incteased to 50% as proposed 1n
this bill, the Permanent Fund principal would receive the estimated
additional contributions as shown 1n Table 1. However, these additional
contributions to the Permanent Fund would require a reduction by an equal
amount from those specific mineral revenues currently received by the
General Fund. The following table shows a breakdown by fiscal year of
the proposed Increased contribution rate.

TABLE 1
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate
FY Perm. Fund Contributions - Perm. Fund Contributions = Difference
1987 567.65 283.83 283.82
1988 538.07 273.67 264.40
1989 506.41 267.07 239.34
1990 484 .62 256.03 228.59

The above difference represents both the amount of additional
contributions to the Permanent Fund, and the amount of loss the General
Fund would experience 1n offsetting those additional Permanent Fund
contributions. Estimates were based on the March 1985 revenue
projections (30% case), and Included the $200 million Permanent Fund
appropriation deposited 1n December 1984. Furthermore, revenue estimates
from proposed bonus sales were not Included 1n the above analysis, since
bonus bids are Impossible to anticipate prior to sales.

Since the General Fund balance would be lower during the year due to less
mineral revenues, the Investment earnings on the General Fund would
subsequently decrease as well. Table 2 shows the decrease 1n General
Fund Investment earnings.



TABLE 2
(Millions of Dollars)

Existing 2554 & 50%.Rate Proposed 50% Rate
FY Gen. Fund Invest. Earnlnos - Gen. Fund Invest. Earnlngs = Difference
1987 195.0 184.8 10.2
1988 178.8 167.9 10.9
1989 171.0 161.1 9.9
1990 163.2 153.8 9.4

Thus, the total estimated loss of revenues the General Fund would
experience would be the sum of the difference in Table 1 (mineral
revenues plus the difference 1n Table 2 (Investment earnings) as shown
below 1n Table 3.

TABLE 3
(Millions of Dollars)

General Fund General Fund Total Loss

FY Mineral Revenues f Investment Earnlnas To General
1987 283.8 10.2 294.0
1988 264 .4 10.9 275.3
1989 239.3 9.9 249.2
1990 228.6 9.4 238.0

The total gain by the Permanent Fund principal would not only Include
those additional mineral revenues as shown 1n Table 1, but would also
Include additional Inflation proofing since the Permanent Fund principal
balance would be Increased. Table 4 shows the additional Inflation
proofing needed to protect the additional Permanent Fund principal.

TABLE 4
(Millions of Dollars)

Proposed 5054 Rate Existing 254 & 5054 Rate
FY Inflation Proofing Inflation Proofing = Difference
1987 305.98 293.27 12.71
1988 392.52 363.83 28.69
1989 480.08 433.66 46 .42

1990 534.11 472.28 61.83



Thus, the total estimated gain the Permanent Fund principal would
experience would be the sum of the difference 1n Table 1 (mineral
revenues) plus the difference 1n Table 4 (Inflation proofing) as shown 1n
Table 5.

TABLE 5
(Millions of Dollars)

Permanent Fund Permanent Fund Total Gain to
FY Mineral Revenues + Inflation Proofing a Permanent Fund Principal
1987 283.8 12.7 296.5
1988 264 .4 28.7 293.1
1989 239.3 46.4 285.7
1990 228.6 61.8 290.4

The estimated figures for the dividend fund represent those additional
earnings which would be transferred from the Permanent Fund's
distributable earnings to the dividend fund each year. Table 6
Illustrates the fiscal Impact to the dividend fund.

TABLE 6
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate Total Gain to
FY Dividend Fund - Dividend Fund = Dividend Fund
1987 291.05 289.80 1.25
1988 325.83 320.39 5.44
1989 364.74 352.26 12.48
1990 404 .65 382.27 22.38

Since there 1ls an additional amount of Permanent Fund principal, there
will be additional Permanent Fund Investment earnings. These are shown
below 1n Table 7.

TABLE 7
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate
Permanent Fund Permanent Fund
FY Investment Earnings Investment Earnings Difference
1987 654.37 641.86 12.51
1988 819.26 777.29 41 .97
1989 919.04 848.73 70.31

1990 1022.18 923.20 98.98



The Undistributed Income Account (UIA) will then experience the following
adjustments. Although the UIA will gain additional Investment earnings,
these will be offset by additional Inflation proofing and dividend fund
amounts. Table 8 depicts these adjustments made to the UIA.

TABLE 8
(Millions of dollars)

Permanent Fund Inflation Dividend Total Adjustment
FY Investment Earnlngs - Prooflng - Fund Transfer = To UIA
1987 12.51 12.71 1.25 (1.45}
1988 41.97 28.69 5.44 7.84
1989 70.31 46.42 12.48 11.41
1990 98.98 61.83 22.38 14.77

Balance
UIA

934.47
1035.38
1109.60
1193.02
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Revision Date
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Bill/Resolution No: CSHB 9 (St Affs)
Title: Relating to payments to the
Alaska Permanent Fund

Sponsor: State Affairs Committee BRU,

House Finance Committee
March 23, 1985

Requestor:

Date of Request:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

FY 85

OPERATING

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

400 SUPPLIES

500 EQUIPMENT

600 LANDS & STRUCTURES

700 GRANTS, CLAIMS

800 MISCELLANEOUS
TOTAL OPERATING

I CAPITAL | - 1
| REVENUE I - 1

FUNDING:  (Millions of Dollars)
1 GENERAL FUND

1 DIVIDEND FUND

I PF-PRINCIPAL

I PF-UIA

____
1

ke e
}

POSITIONS:
FULL-TIME
PART-TIME |
TEMPORARY I

ANALYSIS: Attach a separate page for analysis.

Prepared By: Mary Ellen Frank/Robert Elliott
Division: Revenue - Research Section

Approved by Commissioner:
Agency:

Distribution (by Agency preparing fiscal
Legislative Finance
Legislative Sponsor
Reauss, tor
Office of Management and Budget
Impacted Agency(ies)

note):

Agency Affected:
Program Category Affected:

FT8T

Revenue

Program of Subprograml!s) Affected:

I FY 87 | FY 88 I FY 89 I FY 90

1(358.0) 1(341.6) 1(326.8) 1(309.1)

1 1.6 1 6.7 1 15,5 1 27.8
1361.3 1363.5 1372.0 1 375.0
1 (2.2) 1 9.2 1 13.6 1 18.5

Phone: 465-2173

Date: 4/8/85

Date:

r ~J r ~ X



FISCAL NOTE, CSHB 9 (State Affairs)
Attachment

Analysis for CSHB 9 (State Affairs)

IT all Permanent Fund contributions were Increased to 50% as proposed 1n
this bill, the Permanent Fund principal would receive the estimated,
additional contributions as shown 1n Table 1. However, these additional
contributions to the Permanent Fund would require a reduction by an equal
amount from those specific mineral revenues currently received by the
General Fund. The following table shows a breakdown by fiscal year of
the proposed Increased contribution rate.

TABLE 1
(Millions of Dollars)

Pressed 50% Rate Existing 25% & 50% Rate
FY Fund Contributions - Perm. Fund Contributions = Difference
1987 690.6 345.3 345.3
1988 684.6 356.6 328.0
1989 675.5 361.7 313.8
1990 650.7 353.8 296.9
The above difference represents both the amount of additional
contributions to the Permanent Fund, and the amount of loss the General
Fund would experience 1n offsetting those additional Permanent Fund
contributions. Estimates were based on the January 1985 revenue
projections (30% case), and Included the $200 million Permanent Fund
appropriation deposited 1n December 1984. Furthermore, revenue estimates
.from proposed bonus sales were not Included 1n the above analysis, since
bonus bids are Impossible to anticipate prior to sales.
Since the General Fund balance would be lower during the year due to less
mineral revenues, the Investment earnings on the General Fund would
subsequently decrease as well. Table 2 shows the decrease 1n General
Fund Investment earnings.
TABLE 2
(Millions of Dollars)
Existing 25% & 50% Rate Proposed 50% Rate
FY Gen. Fund Invest. Earnings Gen. Fund Invest. Earnings Difference
1987 230.0 217.3 12.7
1988 222.7 209.2 13.5
1989 216.2 203.3 12.9
1990 206.3 194.1 12.2



Thus, the total estimated loss of revenues the General Fund would
experience would be-the sum of the difference 1n Table 1 (mineral
revenues) plus the difference 1n Table 2 (Investment earnings) as shown

below 1n Table 3.

TABLE 3
(Millions of Dollars)

General Fund General Fund Total Loss

FY Mineral Revenues + Investment Earnlngs = To General
1987 345.3 12.7 358.0
1988 328.1 13.5 341.6
1989 313.9 12.9 326.8
1990 296.9 12.2 309.1

The total gain by the Permanent Fund principal would not only Include
those additional mineral revenues as shown 1n Table 1, but would also
Include additional Inflation proofing since the Permanent Fund principal
balance would be Increased. Table 4 shows the additional Inflation
proofing needed to protect the additional Permanent Fund principal.

TABLE 4
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate
FY Inflation Prooflna Inflation Proofing Difference
1987 326.7 310.7 16.0
1988 413.9 378.4 35.5
1989 511.1 452.9 58.2
1990 576.2 498.1 78.1

Thus, the total estimated gain the Permanent Fund principal would
experience would be the sum of the difference 1n Table 1 (mineral
revenues) plus the difference 1n Table 4 (Inflation proofing) as shown 1n
Table 5.

TABLE 5
(Millions of Dollars)
Permanent Fund Permanent Fund Total Gain to
FY Mineral Revenues + Inflation Proofing = Permanent Fund Principal
1987 345.3 16.0 361.3
1988 328.0 35.5 363.5
1989 313.8 58.2 372.0

1990 296.9 78.1 375.0



The estimated figures for the dividend fund represent those additional
earnings which would be transferred from the Permanent Fund®s
distributable earnings to the dividend fund each year. Table 6
Illustrates the fiscal Impact to the dividend fund.

TABLE 6
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate Total Gain to

FY Dividend Fund - Dividend Fund = Dividend Fund
1987 287 .4 285.8 1.6
1988 324.3 317.6 6.7
1989 367.2 351.7 15.5
1990 413.0 385.2 27.8

Since there 1s an additional amount of Permanent Fund principal, there
will be additional Permanent Fund Investment earnings. These are shown
below 1n Table 7.

TABLE 7
(Millions of Dollars)

Proposed 50% Rate Existing 25% & 50% Rate
Permanent Fund - Permanent Fund
FY Investment Earnings Investment Earnings Difference
1987 666.0 650.6 15.4
1988 840.9 789.5 51.4
1989 958.4 871.1 87.3
1990 1081.7 957.3 124 .4

The Undistributed Income Account (UIA) will then experience the following
adjustments. Although the UIA will gain additional Investment earnings,
these will be offset by additional Inflation proofing and dividend fund
amounts. Table 8 depicts these adjustments made to the UIA.

TABLE 8
(Millions of Dollars)
Permanent Fund Inflation Dividend Total Adjustment Balance
FY Investment Earnings - Proofing - Fund Transfer = To UIA UIA
1987 15.4 16.0 1.6 (2.2) 864.4
1988 51.4 35.5 6.7 9.2 967.1
1989 87.3 58.2 15.5 13.6 1047.3
1990 1244 78.1 27.8 18.5 1139.7



{
|
*At times, the Department of Revenue and the Alaska Permanent Fund

¢

Corporation may differ as to the estimated-fiscal impacts of
legislation. Differences arise because each employs a different set of
investment assumptions. Consequently, projections depicting net income,

inflation proofing amounts and dividend transfers may likely vary.

Furthermore, while the Department of Revenue is strictly concerned with
accurately forecasting total revenues, the Permanent Fund Corporation,
with Its trust fund management responsibilities, has established its
assumptions to measure investment returns in accordance with standards
developed for fiduciaries. Therefore, the Permanent Fund Corporation®s
assumptions will frequently and appropriately yield more conservative

investment results.



STATE OF ALASKA 1985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date

REQUEST FISCAL DETAIL

Bill/Resolution No: CS HB 9 (SA) Agency Affected: Department of Revenue
Title: Payments to the Alaska Program Category A ffected:

Permanent Fund

Sponsor: House State A ffairs BRU, Program of Subprograms) Affected:
Requestor: House Finance Treasury

Date of Request: March 25, 1985

EXPENDITURES/REVENUES:  (Thousands of Dollars)

1 1 Fy 85 1FY 86 1FY 8 1FY 8 1FY 8 1FY 90
1 OPERATING ! ! 1 1 1 1

| 100 PERSONAL SERVICES ! - 1 ~ 1 1 1 " 1

| 200 TRAVEL I 1 1 1 ~ 1 1

| 300 CONTRAdUAL | 1 1 1 1 1 *
| 400 SUPPLIES - 1 I 1 i . 1 ~
| 500 EQUIPMENT | 1 1 1 [ " 1

| 600 LANDS & STRUCTURES | 1 1 1 1 [

| 700 GRANTS, CLAIMS | 1 1 1 i ~ 1

1 800 MISCELLANEOUS 1 1 1 1 o~ 1 1

1 TOTAL OPERATING 1 — 1 1 1 1 1.

1 CAPITAL 1 1 1 1 1 1

1 REVENUE 1 - 1 1 1 * 1 1
FUNDING: (Thousands of Dollars)

| GENERAL FUND | - 1 - 1 1 1 1

| FEDERAL FUNDS | - 1 : 1 1 1 1

| OTHER | ; 1 1 | 1

1 TOTAL 1 1 1 1 1 1
POSITIONS:

| FULL-TIME | - . P PR
| PART-TIME ! 1 - 1 1 ~ 1 1 "
1 TEHPORARY 1 - 1 ~ 1 - 1 - 1 1 ~
ANALYSIS: Attach a separate page for analysis.

Prepared By: Hilt Barker JE 1 Phone: 465-2350___
Division: Treasury Date: March 26, 1985
Approved by Commissioner: Date:

Agency: Department of Revenue

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
O ffice of Management and Budget
Impacted Agency(ies)



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

MEMORANDUM

DATE:

TO:

FROM:

SUBJECT:

April 22, 1985

The Honorable Mike Szymanski
Alaska Stal

David A. Rose, Executive Director
Alaska Permanent Fund Corporation

Effect of Increasing the Dedication Rate of State Revenues
to the Alaska Permanent Fund per House Bill No. 9

For your information, |1 have prepared the following
schedules which set forth different levels of dedicated
State Revenues and depict associated 1impact on earnings,
dividends, etc.

These schedules are based on the March revenue estimates,
and replace earlier ones sent to you on January 18, 1985.

SHEET NUMBER 1. Revenues and impact associated with using
tKe current statute (25% Pre 1980 and 50% Post 1979)
dedication and 30% revenue case.

SHEET_NUMBER 2. Revenues and impact associated with
increas!ng~the current statute dedication to a 50%
contribution rate, per House Bill No. 9 using the 30%
revenue case.



The Hon. Mike Szymanski
April 22, 1985
Page 2

One way to compare this bill with the status quo 1is to
compare the respective ending principal balances and net
income in the year 2000:

Status Quo House Bill No. 9 Difference

Ending Balance: $19.6 billion $24.8 .billion $5.2 billion

Net Income: $ 1.75 billion $ 2.21 billion $460.0 million
SHEET NUMBER 3. This schedule shows the annual 1increase
in dedicated State revenues over the status quo, per House
Bill No. 9. (See column Jlabeled "50% Incr.™)
Please note the diminishing effct, over time, of the
increase 1in the contribution rate. This 1is due to the

accelerating decline 1in production of Prudhoe Bay oil in
the 1990s.

DAR/af

cc: Rep. Don Clocksin
Rep. Pat Pourchot
Rep. Mike Navarre



PRINCIPAL: ACTOAL & PROJECTED

ALASKA PERMANENT FUND CORPORATION

(in Billions)

Dedicated

Begiming Apro- State

78

e A4
3P 1B5
8 48.2

1.788.5
2.580.0
4,021.2

eSBBIR ® RBR
o
g
(o]

~Source: Alaska Department of Revenue

900.0
800.0
400.0
30,0

30.0

A4

#.1
3.4
6.1
400.5
41.0
6.2

38.3

7.6
3.8
273.7
7.1
26.1
2371
237.3
295
28.0
27.8
2.5
199.6
197 4
1%.0
187.8
7.8

FINANCIAL PROJECTIONS AS OF  4/16/85

Inflation  Adjusted

Inflation Ending Proofing Ending
FI Balance priationsRevenues* Proofing Balance Shortfall  Balance

231.2
150.9

242

302.3
401.1
441.6
484.1
528.5
574.4
623.1
674.3
727.8
784.0
843.2
96.7
971.9
1,041.9
1,017.5
1,0%6.5

M Crapter 8L, SA ISR, Sc. 15()

A4
138.5
483.2

1,768.5
2,980.0
4,021.2
4,838.3

5,730.8

6,400.7
7,08.6
7,800.9
8,562.1
9,3%.7
10,148.2
11,008.6
1,912.4
12,858.2
13,850.0
14,8%.7
16,001.0
17,170.3
18,407.2
19,612.5
20,916.8

5.4

18.5

483.2
1,768.5
2,980.0
4,001.2
4,883

5,730.3

6,400.7
7,085.6
7,800.9
8,%62.1
9,33%6.7
10,148.2
11,008.6
1,912.4
12,858.2
13,800.0
14,8%.7
16,001.0
17,170.3
18,407.2

9.2 19,710.7
15%6.3 21,0/3.1

ASSIVPTIONS:  30* CASE FORECAST - 3rd Qr FY85

25* Pre-1980 Contribution Sate
50 Post-1979 Contribution Rate
4.25* Inflation FY&5
10.75* Retum FY8&5
5% Average Inflation FY36-FY00
3* Averace Retum FY86-A")

Net

18
80
.4
149.9
338.4
471.1
520.5

0.9

625.9
637.8
751.0
816.7
8%.0
9%6.1
1,030.0
1,107.2
1,137.5
1.210.7
1,3%7.5
1,448.3
1,543.4
1,643.2
1,747.7
1,800.9

(in millions)

Distributions

11.8
21.5
711
107.9
175.0

27.0

24.6
2%6.5
4.5
3.2
376.6
4.7
443.9
4.5
516.5
5.2
6.3
637.1
630.7
726.3
774.0
&4.4

State

Inflation Gereral
Incare Dividends Proofing  Fud

231.2
150.9

24.2

2.3
401.1
441.6
484.1
528.5
544
623.1
674.3
7271.8
4.0
843.2
6.7
971.9
1.041.9
1.017.5
1,0%6.5

1.3
6.6
11.8
21.5
71.1
109.5

Reserves

Trams. Ad

Adj.**  (elete) Balance

5

14

8.5

%0 87

41 151

8.5 1100
23.6

190.7

1.0)
9.9)
15.1)
2.5
20.1)
28.0)
37.0)
46.6)
5.9
63.5)
81.0)
N.5)
109.2)
125.0)
43.8)

SHEET NUMBER ONE

8.7
243.8
3.8
7.4

757.1

7%.1
746.3
731.2
710.6
60.5
662.5
625.5
578.9
52.0
433.5
312.5
278.0
168.8

43.8

Total
Assets

y

6.0
140.5
2.9

1,874.6
3,301.7
4,53.0
5.530.8

6,704.9

7,421.4

8,128.4

8,8%6.6

9,615.9
10,408.8
1n,20.4
12,078.0
12,970.8
13,8%.8
14,8%8.7
15,863.5
16,916.1
18,019.8
19,177.3
20,36.5 0
2,711.2 1

BBAIYKRBICELEBBIY & XRIBRYIA



ALASKA PERMANENT POND CORPORATION

PRINCIPAL: ACTOAL & PROJECTED
(in niliions)

Dedicated

Begiming Appro- State

FT Balance priationsRevenues™ Proofing

A4
1385
483.2

1,768.5
2,950.0
4,021.2

RRBRIRBIA

4,883

5,730.8
6,726.7
7,132.1
8,7%6.4
9,829.2
3l 10.932.7
2 12,061.2
3B 13,256
#A 14,54.3
33 15.808.9
% 17,163.4
97 18.583.9
3 20,083.9
D 21.667.8
D 23.268.3

124.643.1

SEB9d B

" Source: Alaska Department of Reverue

900.0
800.0
400.0
0.0

30.0

A4

a1
34
6.1
400.5
41.0
6.2

3B8.3

615.1
%67.7
338.1
6.4
4.7
445.8
44.1
a2r.7
4.8
3.0
38.6
3.2
Hr4
3#9.2
34.5
312.3

231.2
150.9

24.2

330.8
431.7
4%.2
6.4
518.8
6.7
70.3
81.0
A8
971..5
1,061.9
1.1%.8
1,26.5
1,513
1,240.3
1,319.6

* Chapter 51. SIA 1IM2. Sec. I:(b)

Balance Shortfall

c1

13.5
483.2
1,78.5
2,990.0
4.021.2
4,53.3

5,730.3

5,726.7

7.732.1

5,766.4

9,39.2
10.932.7
12,061.2
13.255.5
14.904.3
15,808.9
17.163.4
18,533.9
20.033.9
21,667.6
23,263.3
24,943.:
25,475.0

ASSUMPTIONS 301 CAE RCRECAST - 3rd Qi FT&

11 Contribution Rate
4251 Inflation FT8

10.75% Return FT3

51 Average Inflation FTioFTOD
?1 Average Return :YS5-FT30

BXXE BILL O S

FINACIAL PROJECTIONS AS OF  4/21/3%

Inflation Adjusted
Inflation Bding Proofing Ending

0.7
1.9
129.7

Balance

4.4
138.5
/82

1.768.5

2.950.0

4.001.2

4,623.3

5,730.8

6,726.7

7,712.1

8.7%5.4

9,30.2
10,932.7
12.061.2
13,2%.5
14,54.3
15,808.9
17,163.4
18,583.9
20.083.9
21,667.8
23,38.0
25,019.0
25,604.7

Net

(in oiilios)

Distributions

18
3.0

24 no
149.9 21.5
363.4 711
4711 107.9
505 1.0
0.9 270
640.4 26.0
3.4 3AR3
84.0 36
519.0 3/5
1,016.8  413.2
1.117.6  400.9
1,214 8.9
1,395 504
1,415 6127
1,669  66.7
1.6/5.2 726
1.800.5 7805
1.9%0.7 840.6
2,06.7 98.1
2,285 90.3
2.5%6.9 1,036.3

State

Inflation Gereral
Incore Dividends Proofing  Fund

3
2

231.2
150.9

24,2

30.3
431.7
<52
6.4
618.3
682.7
70.3
&1.0
84.8
971.5
1,061.9
1,1%6.8
1,255
1,51.3
1,240.3
1,319.5

13
5.5
11.8
21.5
7.1
109.5

Trans.
Adj.>*

5
14
8.5

%.0
4.1

97.5)

Reserves

Add

(Celete) Balance

8.7
1851
110.0
2.6

1%.7

6.4
8.6)
9.8)
14.0)
15.2)
2%.0)
3.9
51.31
66.0)
81.3)
%8.3)
116.7)
13%.4)
3.7

SHEET NUMBER TWO

8.7
243.8
33.8
%7.4

71

0.7
2.1
2.3
718.3
708.1
577.1
538.3
6 4
5204
4.1
30.8
24.1

8r.7

Total

&0
140.5
2.9

1.874.6
3,301.7
4.5%3.0
5,530.3

6,704.9

7,743.4

8,776.5

9,8%.3
10,924.1
12,049.0
13,190.2
14,403.8
15,6611
16,942.0
18,269.2
19,647.3
21.388.5
2.5%6.1
24,171.4
28114 0
27513 1
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ALASKA PERKASEST FOSD CO9RPORAIIOS

PIRASCIAL PROJECTIONS 95 OF  4/22/85

mPRISCIPAL: ACTOAL 4 PROJECTED- miSOCBE: ACTOAL 5 PROJECTED-
(in Billions) (in Billions)
Distributions Reserves
Dedicated State
Revenues * Inflation Adjusted State
Beginning  Appto................. Inflation Ending Proofing Ending Set InflationGeneral ~ Trans.  Add Total
FI Balance priationsStatusQuo 501lncr. Proofing Balance Shortfall Balance Incore Dividends Proofing Fund  Adj. ™ (Delete) Balance Assets :I
54 94 94 18 13 5 50 B
% X4 a1 185 1IB5 80 6.6 14 w5 D
O 185 wa 3 @2 /B2 4 18 3 un3 35 529 &
8 482 900 Ikl 2 L85 1L@5 W9 Z5 2 Z5 B0 B7 B7 18468
@ 1LmB5 800 405 2990 2900 w4 71 71 41 B1 28S 337 @
B 2O 40 40 A2 (@2 4P2 411 W9 R2 15 (&H 100 IW3 43808
8 4@2 30 3I®B2 "9 4883 4883 595 160 19 86 T4 5508 &
34883 WO I3 B2 5708 538 &9 210 B2 ®7 &1 6,9 D
6 35 I8 6,567 6,67 604 20 I3 1 64 A7 7,184 5
g g:%? B8 B9 Q7 1,21 721 B4 33 LT ( 8.2 w1 8765 8
8 7,21 2B7 B4 g:Z 8,4 84 MO0 6 462 1 93 23 9863 B
& 864 ol 23 4 9892 9892 90 3B6 B4 (uxa 783 OMU1 8
9 9392 21 286 7 0®7 1068 432 688 1 TB1 2000 D
aA0R7 Bl ABT7 @7 2®E2 D@2 1176 49 @7 ( 671 13792 9
@ P®H2 273 B8 A3 B3XH6 BX6 1214 389 A3 1 683 U488 @
B 1BH6 205 182 &0 4513 uan3 1385 a4 &0 2 554 581 B
U3 280 K18 M8 BIB9S BJBI 1M5 627 N8 504 165020 %
b 8 1k2 915 184 7B4 13659 667 95 1 D1 2 B
$ 17,1834 r5 w1 1E9 18589 B8AB9 1662 726 LEHL9 g DBAT) B
9 18389 96 186 L1338 DIBI DB 1806 A5 L1H8 187 241 235 F
B DI w4 W0 1L2B5 216578 21678 197 806 1255 1%. 507 138
D 26738 %50 H2 1X3 B3 B7 B3IBO 2067 9IBL 143 LA 21564
03281 W6 17 1243 4831 159 5000 286 B3 1203 5814
124681 F3 45 1396 B0 BT DHLT 239 LB3 @B o 758 1
SHYSSSSZ DI = mmmmm——— sy CIIIIIIIIIIIIIIIIIT

1 Source: Alaska Desart-ent of Revenue
“ Chapter 31. SIS 1552, Sec. 15(t) SHEET NUMBER THREE
ASSUSPTIOVS: 01 CAS: FORECAST - 3rd Otr F225

< Contribution Bate

4.261 Inflation FIBS

m).7%5 Return FI55
si Average Inflation FI56-FI00
Sl Average Return F!56-F100
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Anchorage. Alaska 99503
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FRONT LOADING OF THE PERMANENT FUND:
A FINANCIAL AGENDA FOR ALASKA

In 1976, the voters of Alaska voiced their- concern over the inevitable
decline in state oil revenues by supporting the creation of a state
savings account, the Permanent Fund. The outcome of this vote required
the state of Alaska to annually place at least 25% of our oil royalties
(which is 11% of our oil revenues) into tha Permanent Fund.

This session, legislation has been introduced (HB 9) to increase the
percentage of direct contributions to the Permanent Fund from 25% to
50%. By so doing, we will strengthen the Fund to the point where the
income which it generates will pay a significant portion of the State's
future operating expenses.

Currently, Alaska has no overall financial plan to guide us in our
savings and spending habits, for now or in the long run. The concept of
front loading the Permanent Fund, as proposed in HB 9, would establish
as our state financial policy that va save more; front loading would
impose a budget restraint mechanism that would wean us from the lavish
spending habits we have grown accustomed to during our oil rich years
and require that we moderate our spending appetite.

The direct benefits of front loading the Permanent Fund are:
1) Front loading will create a steady stream of income and sustain
Alaska's Prudhoe oil wealth for future generations. Many of the
maintenance and operating costs for major capital projects we are
funding today will not be felt for several years. If we do not start



planning for these future costs by saving significant portions of the
money we have now, the financial outlook for being able to maintain and
operate what we have created is not very promising.

Even with the development of known mineral reserves in Alaska, as well
as with the re-institution of the state income tax, we will be unable to
fund Alaska’s future basic needs such as education, public safety,
roads, and health care. And the discovery of new oil fields in Alaska
could only temporarily postpone the impending revenue decline.
Furthermore, many of the known reserves are not on.state land and
therefore the revenues generated from the production of those reserves
would not be as lucrative for Alaska.

2) Increased contributions to the Permanent Fund will discipline
our spending habits and will serve as an impetus for the legislature to
look at all capital projects more realistically than has been done in
the past, hopefully even encouraging cost benefit analysis before
funding them.

The consensus of many economists is that the ~capital improvement
projects we have funded during our oil rich years have not had an
appreciable long term impact on economic development in the state of
Alaska. Alaska's fisheries, lumber, mineral, and even petroleum
industries are on the decline, and except for possibly tourism and
construction, Alaska "has had a decrease in activities that would
strengthen and diversify our economy.

3) The increased contribution schedule will also have an immediate
and direct benefit to all Alaskans because, by increasing the amount of
money we have in the Permanent Fund, Alaskans will see larger Permanent
Fund dividends now, while preserving the opportunity for alternative
uses of Permanent Fund earnings in the future.

4) The voters of Alaska have said that we must impose a limit on
our extravagent spending appetite, as indicated in their 1980 support



for the constitutional spending limit. However, the "spending lim it" is
not curbing that appetite. Front loading will impose a workable budget
restraint mechanism.

5) In real terms, and based on figures from the Permanent Fund
Corporation, it appears that, in 1986, a 50% contribution will yield an
additional $359.8 million over a 25% contribution and in the long term,
by the year 2000, there would be an additional $7 billion ,in total
assets with a 50% contribution as opposed to a 25% contribution.

In short, we have financially overextended ourselves in our oil rich
years. The crux of the issue is whether we choose to set aside revenues
we have available today in the Permanent Fund or whether we maintain
the level of capital expenditures we have grown accustomed to, with high
maintaince costs in the future, Any prudent businessman or investor
will agree that a strong investment and savings policy is wiser than
spending at a maximum level without implementing any mechanism to foot
the bills to come in leaner years.

Front loading will establish an overall financial plan for the state of
Alaska that will sustain our oil wealth and contribute to our future
economic stability. We can fortify our economy now so that future
generations can inherit more than a large debt retirement program.

Front loading is a significant alternative that should become a
component of our public policy in preparation for Alaska’s oil revenue
decline, We can practice fiscal responsibility by adhering to the
financial agenda proposed through front loading.
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OUR POST OIL FUTDRE: THERE IS STILL TIME

We all know che lush revenues from Prudhoe Bay will be over in the
early 90's. We do noc know how much o f this revenue will be made up by
ocher finds, but probably the largest part will not. It will depend
upon whether the finds are commercial and where they are; the state gets
lesser royalties off Federal lands, none from Native holdings, and
neither royalties nor taxes beyond che three mile limit. Further, the
mineral and other developments expected in this period will be subject
to powerful and erratic forces, political as well as economic, which are
mostly beyond the statel3 control. We have no evidence these
developments will come with the scale and speed that are required. In
theory, che private economy could be expanded through government
incentives, controls, and direct spending. But thi3 effort would be so
against the grain for Alaskans and would be huge, complex, and fast that
it has little chance of being attempted. Judging by experience in other
part3 of the world, the chanches of succeeding are even lower. In
short, the state government, and che economy it drives, are headed for a
contraction. It only remains to see how severe and how soon. Along
the way, personal and business taxation will rise at the same time

public services are being lowered.

Many w ill argue that we have already done all we can to meet this
situation: the Permanent Fund of 1976 for savings and che 1982 spending
[imit, both placed in the constitution. However, the Permanent Fund is
not going to be large- enough co bear much of the costs of future
operating budgets, despite the extra sums chat have been put aside in
recant year.. The spending lim it has no effect unless revenues go back
to record levels and it has no effect then if two-third votes can be
found in the legislature and if Che voters concur in Che proposals.

Yet the Permanent Fund and the spending lim it can be made effective by a
single, if painful action. We can decide on the budgets for regular,
day to day expenses of the 3tate and keep to a schedule of deposits for
the Permanent Fund that will insure che income will be there when
needed. A decision can be made later on the whether dividends are to be



ended-and the money used for the budget or whether the dividends w ill,
in effect, pay the average family's state taxes.

This i3 an approach chat is under our control. It presses us to
reconcile our spending and borrowing costs to our income from savings
and other sources, instead of letting events do it the very hard way.
And we know how to make tha earnings we need safely. The Permanent Fund
has been showing good, consistent returns, has been managed in an
independent manner and, so far, kept free of social and political goals.

Now, some will insist that "vital" capital projects will be lost by
these heavy deposits into the Permanent Fund. Firstly, given the
billions chat have been spent by the state (and localities) in more 7
urban areas, this argument lacks conviction. Rural Alaska, which has
little tax base or bonding capacity (apart from the North Slope
Borough), is another matter. Most of the built-up points can afford
most any project which people wanted enough to pay for. Secondly, even
if there were lists of essential projects .in all parts of Alaska, it
does not follow that we ought to buy them if we have tthe cash. We can
buy more public works than our post-oil tax base will allow us to
operate and maintain, let alone replace, in this harsh climate. The
fact is that after che easy times we could be forced to restrict the use

of these facilities, or abandon them.

Others may not care to argue che merits of many capital projects or how
long they could be kept in use, but they are concerned about the los3of
jobs. As we know, part ofthe labor force never had any intention of

of staying long-term. As for the rest, the choice is making extra jobs,
chiefly for new-comers, or stretching out the last big oil money to
provide stable jobs and family income. One is a choice for a few years,
one for many, many decades. And we must not forget that larger deposits
into the Permanent Fund will mean higher dividends. W ith.the bloom off
the construction rose, they are not likely to have much effect on

bringing new people.



This proposal has been described as turning the Permanent Fund into the
"second Prudhoe Bay'. It will not be as large, of coure, we started too
lata for that. But any dollar, once in the Fund, is unaffected by
"gluts” or any other fall in prices. The schedule of deposits can ba
made without counting on new fields producing by a certain date, or
being discovered. We have the money and time we need to give Alaska a
great part of the economic stability that has always eluded her. This
is a moment that never came to another state and is an opportunity we

should hesitate to address.
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A single overwhelming priority recommends Itself as the
Hth. Alaska Legislature opens up.shop today Is Juneau:”
"front-loading""-the "Alaska Permanent Fund.-And as
legislators®ptepare for their labors this year, there Is.new
encouragement,In the.wind for..front-loading as a means of
prudent fiscalmanagement for state government.

With about 85 percent of state revenues deriving from
petroleum taxes or royalties, Alaska"s fiscal and economic
fortunes are heavily dependent on world oil prices. State
revenues soared when oil prices skyrocketed - and
Prudhoe Bay production reached full steam — In the lata
1970s and early 1980s. But both prices and revenues peaked
In early. 1981; they*ve been gradually, coming down ewr,,
since. " .

Now state revenue forecasters, with a nervous eye on
crumbling world oil markets, ara worried about a larger-"
than-expected Si per barrel price drop in 1985 — which
would translate Into a roughly 3800 million per year
revenue decline for the state. For some yean now, anyone
who 3 been paying- attention.has known that oil revenues
one day would drop sharply;- but if the.latest fean bear
out, that day will como soonerthan anyone had expected.
= That does not mean Alaska Is, or soon will be, short of
money. It does emphasize that Alaska has relatively little
time left to salt away a.significant chunk of today"s high
Income against future needs. The Alaska Permanent Fund
Is an established, successful vehicle to accomplish that, but
Itneeds bigger financial Injections now, at the front end, to
grow large enough to provide significant Income later, after
oil revenues sag. - *

That 3 what front-loading Is all about: Investing enough
ot today"s largesse to"make a*difference In future Income —
and thus forestalling massive tax hikes, state employee™
layoffs, service cuts and economic disruption. * X5 -,

By now Alaskans have seen a number of downward
lurches In oil prices, and hence state revenues, over the
past several years. New predictions of revenue decline are
00 surprise. What the state needs to cope with the long-,
term revenue decline is a determined effort - and the
sooner, the better — to" build the permanent fund large
enough to cushion the state 3 future shock. That puts front-
loading at the top of this year"s legislative agenda.



Build permanent
fund while we can

"Front-loading"” tbe Alaska Permanent Fund enjoyed a
brief day in tbe sun last fall, when campaigning
legislative candidates often spoke of it favorably as a
cnmmon-sense way of managing Alaska®s oil wealth. But
revenue estimates are way down, and legislative spend—
ing appetites aren"t — so "front-loading™ Is back on the.
rear burner.

In its best and broadest sense, "front-loading” means
devoting to the permanent fund a larger portion of state
revenues today — while tbe state is well-off — as an
investment inan income-producing fund for tomorrow. It
doesn"t mean sticking away whatever loose change is
lying around after everybody®s desires have been satiat—
ed; it deliberately making the permanent fund a
priority in times of prosperity so that it can spin off
significant income to support the state and help keep
taxes down when revenues reallydecline.

House Majority. Leader Don cinrWin, D-Anchorage,
describes tbe ideal agenda for front-loading the perma—
nent fund this way: 1) the contribution rate for state oil
revenues would be doubled, taking effect in about three
years; 2) tbe so-called “tindistributed income accounts”’of
tbe fund would be made a part of itsprinciple, and thus
placed safely out of the dutches of tbe legislature; and 3)
the governor would be granted authority for major
injections into tbe fund at his discretion over the next
few years.

But revenues are coming up short of projections
nowadays, and the long-term oil price and revenue
picture is for gradual decline. Where legislators appro—
priated $3.6 billion in spending measures for fivral 1985,
they now calculate only $2.9MiHrm isavailable lIOI
1986.

That"s nearly $6,000 for every single person in Alaska,
but apparently not enough to front-load thbe permanent
fund and still keep everyone happy in Juneau. The
budget architecture worked out in a series of secret
meetings between legislative leaden and tbe governor
calls for just under $2 billion in operating funds, a
quarter-billion in capital projects, another quarter-billion
“continuing appropriation”” for (Susitna) hydroelectric
power dreams, and not a nickel for the permanent fund.
The fund®s defenders in tbe legislature are hoping mainly
to get the undistributed income money salted away
safely before the legislature comes raiding.

The <“fealists””would say that"s tbe best that can be
expected in a year of lowered revenue and tightened
belts, and maybe they"re right. But a different kind of
realism would recognize that some day those revenues
are coining down a lot farther than this - and tbe
prudent thing to do now Is to prepare another income
streanm to take their place.

All those candidates who spoke sensibly about front-
loading during tbe campaign season would do well to
remember itnow that they Te in the legislature - and in
a position to do something about it
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Introduced: 1/14/85
Referred: State Affairs and
Finance

IN TIHE HOUSE
HOUSE EILL NO. 9
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payments to the Alaska permanent
fund required by the Constitution of the State of
Alaska; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. PURPOSE. It is the purpose of this Act to maximize the
constitutionally required payments of state oil and gas revenue to the
Alaska permanent fund in order to increase the principal of the fund to the
point that there will be enough interest from the fund to pay a significant
portion of the expense of state government when oil and gas revenue de-
clines. In this manner state oil and gas revenue can be better allocated
to achieve both short-term and long-term benefits for the state, while
still protecting the principal of the permanent fund.

* Sec. 2. AS 37.13.010(a) is repealed and reenacted to read:

(a) Under art. IX, sec. 15 of the state constitution, there is
established as a separate fund the Alaska permanent fund. The Alaska
permanent fund consists of

(L) 50 percent of all mineral lease rentals, royalties,
royalty sale proceeds, net profit shares under AS 38.05.180(f) and

(g), and federal mineral revenue sharingpayments and bonuses received

by the state from mineral leases; and

(2) any other money appropriated to or otherwise allocated
by law to the Alaska permanent fund.

* Sec. 3. This Act takes effect immediately in accordance with AS 01.-

10.070(c).
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O ffered: 3/22/85
Referred: Finance

Original sponsors: Szymanski, Clocksin,
Pourcliot: and Navarre

IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE
CS FOR HOUSE BILL NO. 9 (State Affairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to payments to the Alaska permanent
fund required by the Constitution of the State of
Alaska; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Sectionl. PURPOSE. It is the purpose of this Act to maximize the
constitutionally required payments of state oil andgas revenue to the
Alaska permanent fund in order to increase the principal of the fund to the
point that there will be enough interest from the fund to pay a significant
portion of the expense of state government when oil and gas revenue de-
clines. In this manner state oil arid gas revenue can be better allocated
to achieve both short-term and long-term benefits for the state, while
still protecting the principal of the permanent fund.

* Sec. 2. AS 37.13.010(a) is repealed and reenacted to read:

(a) Under art. IX, sec. 15 of the state constitution, there

established as a separate fund the Alaska permanent fund. The Alaska
permanent fund consists of

(1) 50 percent of all mineral leaserentals, royalties,
royalty sale proceeds, net profit shares under AS 38.05.180(f) and
(g), and federal mineral revenue sharing payments and bonuses received
by the state from mineral leases; and

(2) any other money appropriated to or OthenTise allocated
by law to the Alaska permanent fund.

* Sec. 3. This Act takes effect July 1, 1986.

1 CSHB 9 (SA)
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