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O r i g i n a l  s p o n so r s :  H a l f o r d ,  K e r t t u l a ,
F a i k s , e t  a l

IN THE SENATE BY THE FINANCE COMMITTEE

HOUSE CS FOR CS FOR SENATE BILL NO. 346 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FOURTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act en t i t led:  "An Act relat ing to the income of  the Alaska perma­

nent fund; and providing for an e f f e c t i v e  date . "

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF .ALASKA:

* Section 1. AS 37.13.140 is  amended to read:

Sec. 37.13.140. INCOME. Net income of  the corporation shall  

[MUST] be computed annually as o f  the last  day of  the f i s c a l  year in 

accordance with generally  accepted accounting principles ,  excluding 

any unrealized gains or losses .  Income availa!  le for distribution 

equals 21 percent of  the [AVERAGE] net income of  the corporation for 

the l a s t  f i v e  f i s c a l  years,  including the f i s c a l  year just  ended, but 

may not exceed net income of  the corporation for the f i s c a l  year just  

ended plus the balance in the earnings reserve [UNDISTRIBUTED INCOME] 

account described in AS 37.13.145.

* Sec. 2. AS 37.13.145 is  amended to read:

Sec. 37 . 13.145 . DISPOSITION OF INCOME. At the end of  each 

f i s c a l  year,  an amount s u f f i c i e n t  to o f f s e t  the e f f e c t  of inf lat ion on 

principal  of  the Alaska permanent fund during that year,  as measured 

by the change in the calendar year average United States consumer 

price index for a l l  urban consumers [A NATIONALLY RECOGNIZED INDEX,] 

shal l  be transferred from net income as defined in AS 37.13.140, 

excluding income on the earnings reserve [UNDISTRIBUTED INCOME] ac­

count in the Alaska Permanent Fund, to the principal  of  the Alaska 

permanent fund for reinvestment. The balance of  the [NET] income 

available for distribut ion under [AS DEFINED IN] AS 37.13.140 shall  be

- 1 -  HCS CSSB 346(Fin)



transferred to the earnings reserve [UNDISTRIBUTED INCOME] account in 

tne Alaska permanent fund. Money in the earnings reserve [UNDISTRI­

BUTED INCOME] account shall  be invested in investments authorised 

under AS 37. 13.120. Income from the investment of  the earnings re­

serve [UNDISTRIBUTED INCOME] account shal l  be treated as an addition 

to that account.

* Sec. 3. This Act takes e f f e c t  July 1, 1986.

i
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MEMORANDUM

T O : A l l  M e m o e r s

H o u s e  of  R e p r e s e n t a t i v e s

FROM: S ena to r  R i ck  Ha l fo rd
DATE: February 27 ,  1986
RE: Permanent Fund D epo s i t  and L e g i s l a t i o n  -  SB 346, KB 28

SB 346 and HB 28 c u r r e n t l y  in  the House Dropose the fo l lox j ing  a c t i o n s .
1. The d e p o s i t  o f  a pp rox im a te l y  one b i l l i o n  d o l l a r s  in the 

p r i n c i p a l  o f  the  permanent fund.
2 .  The i n c r e a s e  in annua l  e a rn in g s  from the p r i n c i p a l  o f  the 

Permanent Fund o f  a pp rox im a te l y  100 m i l l i o n  d o l l a r s  each y e a r ,  
t h e r e a f t e r  (1 b i l l i o n  x 10% = 100 m i l l i o n ) .

3.  An i n c r e a s e  in the amount a v a i l a b l e  f o r  d i v i d en d s  to 
i n d i v i d u a l s  (and the  A la skan  economy) o£ o v e r  ^0 m i l l i o n  
d o l l a r s  p e r  y e a r .

4 .  Repea l  o f  the f i v e - y e a r  a v e r a g in g  p r o v i s i o n s  f o r  computat ion 
o f  d i v id end  amounts which c u r r e n t l y  r educ e s  d i v i d en d s  from a 
t r u e  50% o f  e a r n i n g s .

5. Repea l  o f  the p r o v i s i o n s  r e l a t i n g  to the U nd i s t r i b u t ed  Income 
Accoun t .

WHY MAKE THE DEPOSIT?
P o l i t i c a l  r e a l i t i e s  and our own human f r a i l t i e s  p ro v id e  s u b s t a n t i a l  
l im i t a t i o n s  to  the o p t i o n s  b e f o r e  u s .  The q u e s t i o n s  a re  not do we 
d e p o s i t  the a d d i t i o n a l  one b i l l i o n  to the p r i n c i p a l  o f  the Permanent 
Fund now, or should we d e p o s i t  i t  to  the p r i n c i p a l  between now and 2003 
a s  needed f o r  i n f l a t i o n  p r o o f i n g ,  but s i r p l y  dc we s a v e  i t  or spend i t ?  
Few o f  us can r e a l l y  b e l i e v e  t h a t  any l e g i s l a t u r e  would l e a v e  n m u l t i -  
m i l l i o n  d o l l a r  account a v a i l a b l e  f o r  a p p r o p r i a t i o n s  a lone  f o r  the nex t  f i f t e e n  y e a r s .
Two cu r r en t  p r a c t i c e s  o f  the Permanent Fund Corpo ra t ion  must be 
unders tood to e v a l u a t e  KB 28 and SB 346.



1. Two t h i r d s  o f  a l l  f u t u r e  r e t u r n s  a r e  needed f o r  i n f l a t i o n  
a c c o r d in g  to Permanent Fund Co rpo ra t ion  computer runs which 
assume a v e r y  c o n s e r v a t i v e  r a t e  o f  r e t u r n  o f  on ly  97, w i th  an 
i n f l a t i o n  r a t e  o f  6% f o r  a r e a l  r a t e  o f  r e t u r n  o f  on ly  3%.
Th i s  i s  a lower  r a t e  o f  r e t u r n  and a h i g h e r  i n f l a t i o n  r a t e  
than i s  p r o j e c t e d  by our own Department o f  Revenue. Th is  v e r y  
c o n s e r v a t i v e  p r o j e c t i o n ,  d e s i r a b l e  from a management 
s t a n d p o i n t ,  makes a l l  o f  the l o n g - r a n g e  a n a l y s i s  o f  the 
e f f e c t s  o f  any p r o p o s a l  h i g h l y  s p e c u l a t i v e .  As we have found 
in  o th e r  a r e a s ,  s h o r t - t e rm  p r e d i c t i o n s  a r e  d i f f i c u l t  and 
p r o j e c t i o n s  beyond the n ex t  t en  y e a r s  a lmost  im p o s s i b l e .  
Long- term ene rgy  p r i c e s  a r e  a major f a c t o r  in de te rm in ing  
i n f l a t i o n .

2 . Permanent Fund Co rpo ra t ion  computer runs t r e a t  the
U n d i s t r i b u t e d  Income Account a s  a p a r t  o f  the p r i n c i p a l  o f  th e  
fund and assume th a t  i t  remain i n t a c t  u n t i l  i t  i s  a l l  
d e p o s i t e d  in  the p r i n c i p a l  by the y e a r  2003 . T h e r e f o r e  P .F .  
c o r p o r a t e  p r o j e c t i o n s  d o n ' t  show the  app rox ima te l y  100 m i l l i o n  

^  p e r  y e a r  i n c r e a s e  in  P .F .  e a rn in g s  r e s u l t i n g  from the d e p o s i t  
^  o f  the one b i l l i o n  to  the p r i n c i p a l .  I n s t e a d  the w i th d r aw a l  
o o f  the U n d i s t r i b u t e d  Income Account r edu c e s  the f i g u r e s  by one 

b i l l i o n  and 100 m i l l i o n  a n n u a l l y .
WHY DELETE THE UNDISTRIBUTED INCUSE ACCC 'NT AND FIVE-YEAR AVERAGING?
Assuming t h a t  the d e p o s i t  i s  d e s i r a b l e  a t  t h i s  t ime ,  w h i l e  we have ove r  
a b i l l i o n  d o l l a r s  in  o th e r  w i n d f a l l s  and a c c o u n t s ,  why i s  i t  then 
n e c e s s a r y  or d e s i r a b l e  to r e p e a l  the  c u r r e n t  p r o v i s i o n s  in law which 
c r e a t e d  the Und i s t r i b u t e d  Income Account and reduce d i v id en d s  to the 
f i v e - y e a r  a v e r ag e  n e t  income o f  the fund?
To add r e s s  p o t e n t i a l  changes n e c e s s i t a t e d  by a d e p o s i t  o f the e n t i r e  
U nd i s t r i b u t e d  Income Account to the p r i n c i p a l  o f  the  Permanent Fund we 
must r e v i ew  hew the c u r r e n t  law works and where p o t e n t i a l  c o n f l i c t s  may e x i s t .

1. The e x i s t e n c e  o f  the  U n d i s t r i b u t e d  Income Account , only pu t s  
o f f  the problem in  e x i s t i n g  law , d i v i d en d s  and 
i n f l a t i o n - p r o o f i n g  a r e  i n  d i r e c t  c o n f l i c t .  I t  i s  obv ious 
t h a t  the o b l i g a t i o n  to  pay L/2 o f  the a v e r a g e  income o f  the 
fund to d i v i d e n d s  cannot be met when 2/3 o f  the income i s  
r e q u i r e d  f o r  i n f l a t i o n - p r o o f i n g  a t  c u r r e n t  Corpora t ion  p ro j  e c t i o n s .



a .  AS 3 7 . 1 3 . 1 4 0  p r o v i d e s  t h a t
"Income a v a i l a b l e  f o r  d i s t r i b u t i o n  e q u a l s  the a v e r a g e  r e t  
income o f  the c o r p o r a t i o n  f o r  the l a s t  f i v e  f i s c a l  y e a r s  but 
may not exceed n e t  income o f  the c o r p o r a t i o n  f o r  the  f i s c a l  
y e a r  j u s t  ended p lu s  the b a l a n c e  in  the U nd i s t r i b u t ed  Income Accoun t . 11

By law w i thou t  the b a l a n c e  in the U n d i s t r i b u t e d  Income Account 
a v e r a g in g  can on ly  r educe  but n e v e r  i n c r e a s e  the amount 
a v a i l a b l e  f o r  d i v i d en d s  above the income o f  the immed ia te ly  
p r i o r  y e a r .

b . AS 3 7 . 1 3 . 1 4 5  p r o v id e s  t h a t
"At the end o f  each  f i s c a l  y e a r ,  an amount s u f f i c i e n t  to 
o f f s e t  the e f f e c t  o f  i n f l a t i o n  on p r i n c i p a l  o f  the A laska 
Permanent Fund du r ing  t h a t  y e a r ,  a s  measured by a n a t i o n a l l y  
r e cogn iz ed  ind ex ,  s h a l l  be t r a n s f e r r e d  from ne t  income as 
d e f i n ed  in  AS 3 7 . 1 3 . 1 4 0 ,  e x c lu d in g  income on the 
U nd i s t r i b u t ed  Income Account in  the  A la sk a  Permanent Fund, 
to  the p r i n c i p a l  o f  the A la sk a  Permanent Fund fo r  
r e i n v e s tm en t . "

When the two p ro ce ed ing  p r o v i s i o n s  a r e  combined w i th  the Permanent Fund 
C o rp o r a t i o n ' s  own p r o j e c t i o n s  o f  9% r e t u r n  w i th  a 6% recmirement f o r  
i n f l a t i o n ,  the c e r i l i c t  i s  o b v i o u s .  In s im p l e s t  terms i t  i s  
im po s s i b l e  u se  to 2/3 c f  a g i v en  sum to  one purpose wh i l e  p a v i ng 1/2 o f  
the same sum to ano the r  purpose .  Ave rag ing  on iv  c o n c e a l s  the 
m a th ema t i c a l  im p o s s i b i l i t y  w h i l e  the Fund i s  urowinu a t  a l a r g e  r a t e  
and w h i l e  the Und i s t r i bu t ed  Income Account e x i s t s  to make no the 
s h o r t f a l l .
S t a t u t o r y  r equ i r emen ts  f o r  d i v i d en d s  and i n f l a t i o n - p r o o f i n g  cannot  be 
met under c u r r e n t  law i f  the  U n d i s t r i b u t e d  Income Account i s  d e p o s i t e d  
to  the p r i n c i p a l .

2 .  In r e c o g n i t i o n  of the e x i s t i n g  prob lem , the Permanent Fund
Board suppor ted l e g i s l a t i o n  l a s t  y e a r  to g i v e  a c l e a r  p r i o r i t y  
to  i n f l a t i o n - p r o o f i n g  ove r  d i v i d e n d s .  SB 196 or the o r i g i n a l  
HB 28 , i f  p a s s e d ,  in the form suppo r ted  by the Permanent Fund 
Corpo ra t ion  l a s t  y e a r  had a p o t e n t i a l l y  d e v a s t a t i n g  e f f e c t  on 
the p o l i t i c a l  suppor t  o f  the Fund p ro v id ed  through d i v i d e n d s .  
P r o g r e s s  c f  t h a t  approach was s topped  by former Governor 
Hammond and many o t h e r s  who r e c o g n i z e  t h a t  w h i l e  i n f l a t i o n -  
p ro o f in g  i s  impor tan t  and shou ld  be p ro v id e d  f o r ,  the f i r s t  
d e f en s e  o f  the Fund i s  the p o l i t i c a l  suppo r t  c r e a t e d  and 
enhanced by a v i a b l e  con t in u in g  d i v i d en d  program.

SB 346 d e a l s  w i th  the e x i s t i n g  c o n f l i c t  p o s i t i v e l y ,  r e c o g n i z in g  the 
need f o r  both  d i v i d en d s  and i n f l a t i o n - p r o o f i n g  by d i v i d i n g  the income in 
h a l f  on an annua l b a s i s .



The Permanent Fund Corporation has provided an analysis oi the 
advantages and disadvantages of the proposal now adopted by the Senate 
(Attachment A). The advantages listed are self-explanatory. The only 
aJvantage I would add is that the increase in dividends under SB 346 
exceeds 40 million dollars per year. The disadvantages listed seem to 
be in two categories - incentives for mis-management and potential 
volatility in dividends. The existing management law, board policies, 
and accounting system are all designed to avoid these problems. In 
fact the current accounting system clearly indicates both realized and 
unrealized gains in stock market investments. Any manipulation 
designed to realize gains while holding losses would be clearly 
evident, and in any case could only effect a small portion of the Fund 
as the overwhelming majority of the investments are in stable and 
long-term issues (See Attachment B). In any case under existing law, 
without an Undistributed Income Account balance, dividends cannot 
exceed the current year's income. So the potential for dividend 
reduction without a balance in the Undistributed Income Account is 
eoual under existing law or SB 346/F.B 28. Averaging without the
Undistributed Income Account balance provides that the public bear the 
entire risk of income reductions without realizing the full gain of 
income increases.

In extensive research I have found no better way to add the billion 
dollars to the principal of the Permanent Fund and protect both 
dividends and inflation-proofing than that which is contained ir SB 346 
and HB 28. Together these bills provide substantial beneLit to
Alaskans in the near future and in the long term. I will be glad to
work with anyone who can find a better direct way to accomplish this
than simply depositing the- Ir.cistributed Income Account to the 
principal of the Permanent Fund and splitting future income equally 
between dividends and inflation-proofing.

PROJECTIONS ATTACHED

I have added as attachments C,D, E, and F four projections indicating 
long-term effects of the alternatives before us. Attachment C shows 
the current lav; under the improbable assumption that the Undistributed 
Income Account remains untouched for the next fifteen years and is 
deposited over time into the Fund - there is a substantial shortfall 
with dividends ar.d inflation-proofing in conflict once the 
Undistributei Income Account is -'epleted. Attachment D shows the 
effect if the Undistributed Income Account is transferred to the 
General Fund, a buffer account or any other use - there is a 
substantial shortfall with dividends and inflation-proofing in conflict 
as soon as the Undistributed Tncome Account balance is zero.
Attachment F. shows the effect of HB 28 and SB 346 - note that when the 
real political, alternatives are considered (Spend Attachment D vs. Save 
Attachment E), the Permanent Fund balance dn the year 2005 is 
approximately the same (within 1/10 of 1” difference in asauivnidon for 
inflation rate or rate of return). In fact if an inflation rati ct 4f! 
instead of 6Z is assumed, Attachment F shows that under SB 346/HB 28, 
the principal balance in 2005 is substantially increased, because of 
increased inflation-proofing over current law, in spite of the fact 
that hundreds of millions more has been paid out to Alaskans in 
dividends. It is interesting to note that the average rate of 
inflation from 1940 to date lias been 3. 757, according to the U.S. Bureau 
of Labor Statistics.



A la s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n  
Pouch  4-1000 Ju n e a u .  A la s k a  99802 
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E F F E C T  O F  E L I M I N A T I N G  F I V E  Y E A R  A V E R A G IN G  
U N D E R  T H E  H A L F O R D  P R O P O S A L

ADVANTAGES

Eliminates a pool of  money which becomes a target for 
l e g i s l a t i v e  appropriation for purposes other than 
deposit in the fund.

Pays an actual 50% of  net income for dividends each year 
rather than 50% of  averaged ( f ive  year) earnings.

Provides incentive to fund managers to perform well 
since the other 50% o f  a l l  net earnings go to principal .

Heightens public scrutiny of fund management.

Heightens public scrutiny of  l e g i s l a t i v e  proposals cc 
change investment c r i te r ia  to meet social  and p o l i t i c a l  
rather than economic goals.

D IS A D V A N T A G E S

Changes focus of fund performance from long to short 
term.

1. May in v i te  management decisions to cake gains 
prematurely to keep p r o f i t a b i l i t y  up in any 
given year. •

2. May in v i te  management decisions not to real ize 
losses in order to preclude a drop in 
p r o f i t a b i l i t y .

3. In f a l l i n g  markets, may inv i te  management to 
engage in higher risk investments to maintain 
or increase p r o f i t a b i l i t y .  While higher risk 
can produce higher income, i t  can also produce 
s igni f icant  losses.

Will subject fund to market v o l a t i l i t y  each year. This 
may result  in widely (up and down) fluctuation in 
dividends.

If income is eventually  to be used as a supplement to 
state revenue, the supplement w i l l  f luctuate widely and 
a steady,  stable revenue stream could not be guaranteed.



ALASKA P E R M A N E N T  FUND CORPORATION

ST A T E M E N T  O F A S S E T S , L IA B IL IT IE S  AND FUND EQ U ITY

A S S E T S

C a s h

Receivables a n d  p r e p a i d  e x p e n s e s

I n v e s t m e n t s :

M a r k e t a b l e  d e b t  securities —  

R e p u r c h a s e  a g r e e m e n t s  

S h o r t - t e r m  issu'.s 

I n t e r m e d i a t e  a n d  l o n g - t e r m  issues 

Total m a r k e t a b l e  deb t  securities

R e a l  estate —

E q u i t y  pools 

Participating m o r t g a g e  

L i m i t e d  partnership 

G e n e r a l  partnerships 

Total reaiestate

Preferred a n d  c o m m o n  stock, n et of 

valuation a l l o w a n c e  * 1984) 

C o n v e n t i o n a l  m o r t g a g e s  

.‘Alaska certificates of deposit

Total i n v e s t m e n t s

P r o p e r t y  a n d  e q u i p m e n t ,  net of 

a c c u m u l a t e d  depreciation 

T o t a l  a s s e t s

1

0 . 0 1

2 . 8

J u n e  30.

8 1 . 8

1 . 9

1 1 . 1

0 . 7

1 . 5

1985

8 7 8 ,0 0 0

1 8 8 ,5 9 2 ,0 0 0

7 ,3 0 0 ,0 0 0

5 4 ,4 9 3 ,0 0 0

5 .4 3 8 .7 9 2 .0 0 0

5 .5 0 0 .5 8 5 .0 0 0

4 3 .8 9 8 .0 0 0

8 , 0 0 0 , 0 0 0

2 5 .6 4 8 .0 0 0

5 2 .1 0 4 .0 0 0

1 2 9 .6 5 0 .0 0 0

7 4 7 .3 0 3 .0 0 0

4 7 ,9 8 5 .0 0 0

1 0 7 .5 0 0 .0 0 0

6 ,5 3 3 ,0 2 3 ,0 0 0

3 5 9 ,0 0 0  

S 6 .7 2 2 .8 5 2 ,0 0 0

1984

2 5 9 , 0 0 0

171,250,000

124.600.000

3 2 9 . 605.000

4.564.080.000

5.018.285.000

7,500,000

8,000,000

15.500.000

2 9 0 . 835.000

3 4.549.000

5.359.169,000

121.000 

S 5.530.799.000

L L A B I L I T I E S

A c c o u n t s  p a y a b l e

I n c o m e  distributable to the State of A l a s k a  

T o t a l  liabilities

E Q U I T Y

C o n t r i b u t e d  equity

R e s e r v e  for inflation a n d  dividends

U n r e a l i z e d  loss o n  c o m m o n  stock

T o t a l  e q u i t y

T o t a l  liabilities a n d  e q u i t y

S 1,372,000

2 1 7 .2 7 4 .0 0 0

2 1 8 .6 4 6 .0 0 0

8 4 9 . 0 0 0

155.130.000

155.979.000

5 .7 1 0 .9 4 2 .0 0 0

7 6 3 ,2 6 4 ,0 0 0

6 .5 0 4 .2 0 6 .0 0 0  

S (>,722.852,000

4.535.344.000

5 5 7 , 3 4 7 , 0 0 0  

(20.871.000)

5.374.820.000 

$ 5.530,799.000



ALASKA PERMANENT FUND CORPORATION

FINANCIAL PROJECTIONS AS CF 12/31/35 
(in nii1 ions)

FY Beain

PRINCIPAL

Dedicated 
Aopro- State Inflation FY End

D i v i d /  

Inflation 
Proofina Net

INCOME
Distrioutions Reserves

Inflation Add FY End
FY Balance priationsRevenues’Proofing Balance Shortfall Incore Divioencs Proofing (Delete) Balance

73 54.4 54.4 1.8
79 51.4 84.1 138.5 3.0
60 138.5 314.4 .3 483.2 32.4 11.8 ■> . J
81 483.2 900.0 335.1 .2 1,768.5 149.S 27.5 .2 53.7 53.7
82 1.763.5 800.0 400.5 2,959.0 353.4 71.1 ICC •« W . . 4 243.3
S3 2.859.0 400.0 421.0 2:1.2 4,021.2 •1* • ” ’ 1 • * 107.9 231.2 110.0 353.3
81 1,021.2 300.u 355. Z 150.9 4,333.3 523.5 175.0 150.9 203.5 257.4
S5 4,830.3 300.0 358.0 234.5 5,740.9 ::/.3 217.3 2»*.5 205.8 ioj.3

25 5,740.3 355,7 219.5 5,317.1 -1.4 277.3 219.5 ■jc* » 1,517.4

87 6,317.1 295.4 395.3 7,010.3 255.2 ( 3.1) 1.014.3
*3 7,013.3 271.5 435.9 7,718,3 7m 7 ( 3.2) i.OJS.l
89 7,713.3 255.2 479,1 3.454.1 * * • -n ^:n,: *- / * f S 7\ 1 « J • w 1 2:8.9
80 3,454.1 iZZ, 7 :23.2 9.243.2 : 1 r:. m  n ! I5.ai 372.3
91 9,243.2 251.0 353.7 10,053.9 37-.5 £j5, < ■ • 1 :s' ...yj 7:3 • v
92 10.053.9 245.5 a;c.w •n 7»W|«rffcl -J 1 I . t a n ( 21.:' 8:7.0
93 10,932.3 LZ l. • 3 571.0 U.S34.9 *• 7** * * r 2 7 571.3 - 8. ? i '•27.1
51 11,351.3 725.3 p O-JI 1iLiUJk•* •114.: ; i * 715.3 I 28.1. 2:3.0
85 ?5I 1 *47 7 7:4.7 •JiCÔij ■* 557.3 754,7 < : 1 213.7
85 13,553.5 ■577 n n * >• ■» 14,947.5 :*' • n r C 3? 1: 555.1 { :3,si 755.2
97 14,847.5 235.5 911.0 15,034.1 1 ■». 1. «. 553.4 911.J ( 73.2) 535.0
98 16,054.1 224.9 979.1 17,293.1 1 C *1 * 578.5 973.1 ( 85.7) 523.3
99 17,253.1 157.3 1,047.3 13.502.7 i:i4.3 747.5 1,047.3 ( ICO.3) '87.5
0 18,532.7 8S.0 1.115.4 19,705.1 7 r-. 7 1,115.4 ( 117.4) 220.1
1 19,706.1 18.3 1,185.3 20,939.7 i ::c ■? >5. ? 1 • ?C 7 J t 135.3) 243,3
2 20.539.7 54.0 1,259.5 22,253.3 t1 833.9 537,5 • ■:] c ( 123.2! 25.1
3 22,253.3 53.7 1,244.0 23,557.0 94.3 2103.0 549.1 1,244.0 ( 85.1)

23,557.0 63.9 1,221.0 24,341.9 195.3 2223.0 1 p1|UwtiU 1,221.0
5 24,841.9 71.2 1,237.5 25.200.6 207.3 2344 .5 1,057.3 1,237.5

ASSETS

FY End
Balance F-

55.0 7 c
140.5 73
502.9 60

1,374.6 81
2,301.7 62
4,593.0 S3
5,530.3 8-*
5.722.3 35

7.512.3 86

3.335.1 37
?.055.2 62
9.324.3 5?
•' a*1 3 9C
11.441.0 ct —1 *
• * p*> c

n?

. <.-5.4 S4
15.243.5 95
15.315.0 85
17.432.5 97
13,555.9 S3
19.747.7 89
20.222.9 0
22.029,7 1
't ■>:; a 2
« :jo. 1 3

25.243.9 4
27.257.6 5

ASSUMPTIONS

301 Case Forecast * Dececoer 15S5 
25a Pre-1929 Ccntrioution Rate 
SOT Pcst-1373 Ccntriouticn Rate

3.CO’. Inflation FY3S 
10.S3*. Return FY96

6*. Averaoe Inflation FY37-FY0S 
51 Averaoe Return fv87-FYGS



a 77/,c h::e::t d

FINANCIAL PROJECTIONS 12/31/25 
(in ail)icr.s)

ALASKA P E S H A f< E fll FUND C 0 S P 0 ? A T I 0 N

PRINCIPAL I,TOE
Dist'ibuticns Reserves

FY Begin 
FY 3alar.ee

Appro­
priations

Dedicated
State

Revenues'
Inflation 
Proofirg

FY End 
Balance

Inflation
Proofing
Shortfall

Net
Inccre Oivicends

Inflation
Proofing

73 *
54.4 54.4 1.3

79 54.4 84.1 133.5 8.0
SO 133.5 344.4 .3 433.2 32.4 11.3 .3
31 433.2 SOO.O 395.1 .2 1,763.5 149.9 27.5 .2
82 1,763.5 300.0 400.5 2,969.0 363.4 71.1
83 2,959.0 400.0 421.0 231.2 4.021.2 471.1 107.9 231.2
64 4,021.2 300.0 365.2 150.9 4,323.3 529.5 175.0 120.9
S5 • 213 « J T'*r* n- VO. J 353.0 234.6 5.740.9 557.3 ? 7 234 .5

65 3,*-3,9 :r; 7 213.5 5.317.1 731.4 ■**77 7 % 1 • <10 « -• f n

S7 5.217.1 235.4 324.1 b.947.0 52.7 539.0 324.3 7T \ 1
S3 6,947 ' 271.5 370.2 7,539.4 63.0 697.3 227.5 270.2
39 7,529., •.CO ■ A. 409.0 3.254.5 52.3 759.5 353.5 458.0
90 •3.154.5 252.9 457.3 3.977.3 53.9 S24.5 257.2 ■07.3
O1 3.377.3 251.0 512.4 9,741.2 41.2 333.3 'ni ";:i.3 Cl- ;
92 8,741.2 249.5 553.3 10.544.1 45.1 967.5 411,3
93 0.544.1 751.5 095.4 11,392.1 51.3 1,045.5 575.4

1.392.1 7*0 C 7 641.5 12.2:3.5 27.0 1.127.4 • x -

95 1 "3.: 247.7 5:3.6 13,219.3 53.3 1 ̂  ’ 7 1 * ' 1 n <•1.0 • j J1 #
95 t -■■} ;J * L L- » J 237.9 737.3 14,195.0 70.2 1,3::.0 7:2.7 . < 1 1 <
97 • An 1  ̂• w 235,5 763.5 15 '-9 l. J « L - J 1 X 77.3 1,387.1 . 4 •» 1 •< 1 jV a <
93 5,119.1 224.3 341.5 16.265.5 55.1 i 1 J*1 ' 341.3
99 15.255.5 157.2 391.5 17,324.4 95.0 1 CCl SX 1 • 1 j 7C0.0 AOJ £
0 17,324.4 63.0 13,351.2 1C5.5 1,525.1 747.2 22 2 2 # « u • V
1 IS.351.2 43.3 t?co. 3 19,395.3 113.3 1,731.4 785.1 :5o.a
2 19,335.3 54.9 llWSl J 20.433.1 123.7 1,631.9 243.3  ̂r* -\r\ -»i|U20«J
3 13,433.1 59.7 1.025.1 21,542.9 137.3 1 - :3 u1 1 - . - 1 J 382.9 1,095.1
4 21.542.9 63.9 1.155.4 22.653.2 145.0 « c* ^ 943.3 1,155.4
5 22,353.2 71.2 1.221.9 24,155.3 154.2 2,213.9 997.0 1,221.3

Fund

1.3
5.5 

11.8

27.5 
71.1
109.5

Add FY Er.d 
(Delete) Balance

.5
1.4
8.5 
94.7 
225.2
22.5
203.5 
"5.9

254.1

.5
1.9
10.4
105.1
331.3 
253. S
557.4
T O  7

asset:

FY Ere 
B3lar.ce

55.
140.
502.

1.874.
3,201.
4,553.
5,530.
6,722.

6,594.9

7,252.5
7.917.2
3.515.2
9.245.2 
in •
.W«Iwk• I
:2,953. -
•1 C * 1

»? 7C2 *

13,744.5
14.753.7 
15.527.; 
lb.959.1 
13,034.4 
19.1C3.5 
20,190.9
21.231.7
22.525.3 
23,307.0
25.153.3

I '* . . .  nf|n„«
Is.i a

30’. Case Forecast - Decoroer 1955 
251 Pre-1920 Cantrir.utio 1 Rate 
501 Post-:9?9 Contrituticn Rate 

3.50. Infiuticn Ft35 
10.251 Return F-IS

s’. Avenoe iufiatscn FY37--*'v5 
Averase *eturn .-V37-F>05

00L7C5: .'! as.-a i'-oart'ent sf - -ever':

" IN’ L'-M

•M 13 O.F.
'-•/ i'3/2..a



ATTACHMENT E

A L « 3 .< A P E R “ A *•£.*' T f;;;i c 9 S 0 0 : A ■ ! 3 "

rinan’C:.al ?~gje:::cn3 • : 12/21/35
(in nil)isii.'1

:Y cegin Anoro-

PRINCIPAL

Dedicated 
State Inflation FY E::d

FY Balance r̂iatic-îeven’jes* ?r:of;ng 3a!ance

78 54.i 5-'. 4
79 •.i 1 84.1 133.5
30 138.5 344.4 .3 483.2
31 -33.2 SCO.3 385.1 .2 1.753.5
32 1 • » A —

SCO.2 420.5 2.f5?.0
33 1 * * f» A • a a ■a ■ a • n  ̂- L • W " mml m -* . r"" ■>*■ » - to • » L
2 «1*1 *'!»*>••« 3C0.3 355.2 150,9 « A - A A*t , 111. J
• j • 1 111•1 N -j- ,

234.5 ” *11 A-.. *1J. 7

Inflation
Proofing
Shortfall

> 1 • < I •» m ̂> |4a( • —

■0 ;

i f . .
• 7 aa^ -j I % 7ZZ t~J

•5 '
3 IsZ’jiJ

3 2
a < A a* 0 i
U
r< I A '  * A A
7 / •*/» 0

•A . .  - . -  - 
»•» 7"1 1«

, 7 • A A v ■)mm X m'mm t J 147.5
•-3 * * C*2 :e:.; >.‘.t • a **j 7

.  111.1 • • 157.4• «
‘ *i »7 ~ ............

• .A S -  * «, 1 m m J t . 13.144.5 157.5
5 13,144.5 ’ •'* * 525.2 14.117.4
0 14,Cl?.4 555.1 • 1 "■ -■*"1 - » • •4 1:9.Z
37 14,921.4 2:5.5 «Cu»0 15,3:5.5 213.3
•3 15,855.5 224.3 752.3 15.343.4 212.3
•9 15.843.4 157.3 757.3 9 1 ■» A A A

1 / , 1 T j . J AAA A
0 17,793.0 83.0 34Q.7 *C 7

• W 1 1 h. <J • / 77̂  r
1 18,725.7 45.3 333.5 A • A A

iw J ,  J2 19,553.5 54.0 927.5 20,540.1aa 20.540.1 59.7 974.C 21,573.3 253.0
4 21.573.3 53.3 < (in 0

•tVhi.IV 22.750.5 231.5
5 22,750.5 7* ■>

. . C 74,i 23,915.3 295.3

INCOME
Ottti'ib'Jticns

'iel - Inflation
jrc:ne Dividc'ifli °roofiiiQ

ireterves

11 \J
■2.4
12.9

11.3 .3
27.5 .2

■9 a •/ r 
• A A A
k t m ft J

*'• A
mi*. . i

1:0.7
M » 1 I V n • :M.1.W

219.5

:::. j

;:?.5
**-? t
:;i i

- » j :

——j • j

* ' A ( »

4'7.3

513.2 
555. i 5:5.1
'A A a 1 vw 1 / 713.5
?C7 : 732.973714 797.3
54Q. ? 540.7
333.5 833.5
927.5 527.5
974.0 374.0
122.3 1.022.3
AA ,
W / *1 I L 1,024.1

Add FY 3rd 
(Delete! Balance

58.7 53.7
* Zj » . 243.3
M 1  n « • j • 'J 353.3
203.5 5:7.4
•«r -»
tiD.J 753.3

7C1 1i-t.A 1,017.4

n 2 3 C ! 3

FY End 
Balance FY

55.0 78
140.5 79
502.9 80

1,374.5 81
 ̂I'M 1 32
4.333.0 83
3.333.3 84
5,722.9 35

3 25

5.335.1 37
9,020.3 33
3,720.5 39
11.453.2 90
11.125.0 91
12.121.2 92
12.227.0 33
• ' - “ A < - - 1 ••»»*♦ 94
14.242.6 35
15,237.5 95
15,574.3 9?
17.335.3 93
23.595.4 99
'9,557.4 0
20.542.1 1
21,557.7 2
22.547.8 3
23.733,3 4
24.330.0 5



FY BEGIN APPRO- STATE NET INFLATION ACTUAL TMFMnON FY END
FY BALANCE PR1AT10N REVENUES INCOME DIVIDENDS PROOFING INFLATION ^URPLUS BALANCE
+ + * + + * + + + * ** + .+ + + *  + + * +  **4' + * +  + <<>(• + >)■+ + + * * *  + ')'+** t + + + + if- * + * * + + * * + + + f + t + + + * 4

78 54.4 1.8
79 54 .4 84.1 3.0
80 138.5 344 .4 32.4
81 483.2 900.0 385. 1 149.9
82 1,768.5 800.0 400.5 368.4
83 2,969.0 400.0 421 .0 471 . 1
84 4,021.2 300.0 366.2 529.5
85 4,868•3 300.0 368.0 6 8 7 . u

86 5,740.9 356.7 751 .4

87 6,317.1 1,017.4 296.4 705-2
88 8,057.1 271 .6 765.2
89 8,766.2 266.2 826.6
90 9,503.0 255.9 890. 1
91 10,263.3 251 .0 955.9
92 11,055.1 249.6 1,024.6
93 1 1 ,332.1 251.6 1,096.5
94 12,749.9 249.9 1,171.8
95 13,656.6 247.7 I,250.4
96 14,603.5 237.9 1,332.2
97 15,584.7 235.6 1,417.3
98 16,609.5 224 .9 1,505.8
99 17,671.3 157.3 1,594.7
00 18,713.3 88.0 1,681.4
01 19,732.4 48.3 1,767.1
02 20,757.6 54 .0 1,855.2
03 21,835.4 59.7 1,948.0
04 22,968.5 63.9 2,045.6
05 24,158.0 • 71.2 2,148.3

• • 54 .4
138.5

1 1 .8 .3 483.2
2 7.5 .2 1 ,763.5
71 . 1 2,969.0

107.9 231 .2 4,021.2
1 75.0 150.9 4,838.3
817. 3 234 . 6 5,740.9

277.8 219.5 6,317.1

352.6 352.6 279.0 / O • C» 8,057.1
382.6 O  A O  J

%T«0 •- * C7 327. 7 54. ? #> — ' > n
\J t t O  Q  >

4 13.3 413.3 356.0 57.3 9,503.0
445.1 445.1 385.2 59.3 10,263.8
473.0 4 73.0 4 15.6 62.4 11,055.1
512.3 512.3 447.2 65. 1 11,882-1
548.3 543.3 480.3 67. 9 12,749.9
585.9 535.9 515.0 70.9 13,656.6
625.2 625.2 551 .2 74.0 14,603.5
6 6 6 . 1 666.1 583.9 77.2 15,584.7
708.7 708.7 623. 1 80.5 16,609.5
752.9 752.9 668.9 84.0 17,671.3
797.4 797.4 710.0 87.4 18,713.3
840.7 840.7 750.3 90.4 19,732.4
883.6 333. o 790.3 93 • 3 20,757.6
927.6 927.6 831 .4 96.2 21,835.4
974.0 974.0 874.6 99.4 22,968.5

1 ,022.8 1 ,022.8 920.0 102.8 24, 158.0
1,074.2 1,074.2 967.7 106.4 25,409.7

ASSUMPTIONS 30% Case Forecast Dec. 1985
"25% Tre 1980 CoiTtn.'ibcrtroii Rate 
50% Post- 1979 Contribution Rate 
3.6% Inflation FY8 6  
10.65 Return FY 8 6  

9% Average Return FY87-05 
4% Average Inflation Rate FY87-05

SCSCS HB28 
SB 346

H?E?B?E?B?B?E?B?B?E?H?B?E?B?B?E?H�B?H?H?B?E?B?B?!?!?�!?E?B?E?B?



Pouch 4-1000 Juneau, Alaska 99802 
(907) 465-2047 T e le x  099-46-323

Alaska P e r m a n e n t  F u n d  Corporation

TESTIMONY BEFORE THE HOUSE FINANCE COMMITTEE: MARCH 12, 1986

Mr. Chairman and Members o f  the Committee, I a p p r e c i a t e  you g i v i n g  me t h i s  
o p p o r tu n i t y  to  t e s t i f y  today on Sena te  B i l l  No. 346 , and i t s  companion p i e c e  
o f  l e g i s l a t i o n ,  House B i l l  No. 28.
The c oun s e l  o f  the  board o f  t r u s t e e s  i s  f i r s t , t h a t  you ma in ta in  th e  f i v e - y e a r  
a v e r a g i n g  p r o v i s i o n  i n  e x i s t i n g  l aw  as r e g a r d s  d i s t r i b u t a b l e  income, and 
s e c o n d , t h a t  you c o n s i d e r  the  a p p r o p r i a t i o n  o f  th e  b a l a n c e  o f  the  u n d i s t r i b u t e d  
income accoun t  to  the  p r i n c i p a l  o f  the Fund as  an i s s u e  s e p a r a t e  from any 
proposed changes to th e  Permanent Fund management a c t .
On t h i s  l a t t e r  p o in t ,  I under s t and  t h a t ,  a t  p r e s e n t ,  th e  p a s s a g e  o f  HB 28
depends cn p a s s a g e  o f  the  changes embodied in  SB 346. I  s im p l y  w ish  to s t a t e
t h a t  t h e r e  i s  no s t r u c t u r a l  f l a w  in  e x i s t i n g  s t a t u t e s  which r e q u i r e s  " f i x i n g ” 
b e f o r e  th e  a p p r o p r i a t i o n  can be made. The i s s u e s  a r e  l i n k e d  a s  a m a t t e r  o f  
p o l i t i c a l  p r e f e r e n c e ,  not  n e c e s s i t y .
The f o l l o w i n g  in fo rm a t i o n  i s  p r o v id e d  to  make c l e a r  th e  j u s t i f i c a t i o n  f o r  
c o n t i n u a t i o n  o f  f i v e - y e a r  a v e r a g i n g ,  and to p r o v i d e  you w i th  f a c t u a l  
i n f o rm a t io n  about the s t a t u s  quo and the  changes proposed by SB 346 so th a t
you can then make an informed d e c i s i o n  about the r e l a t i v e  m e r i t s  o f  e a ch .
FIVE-YEAR AVERAGING: There i s  no c om p e l l i n g  r e a son  to e l im i n a t e  f i v e - y e a r  
a v e r a g in g .
One argument g i v e n  f o r  e l im i n a t i o n  o f  t h i s  p a r t i c u l a r  p r o v i s i o n  o f  law has 
been t h a t  "you c a n ' t  income a v e r a g e  w i thou t  an u n d i s t r i b u t e d  income a c c o u n t , "  
and SB 346 would e l im i n a t e  th a t  a ccoun t .  W e l l ,  as a p r a c t i c a l  m a t t e r ,  t h e r e  i s  
no c onn ec t i on  between the txvo. Le t  me e x p l a i n .
As you know, e x i s t i n g  law g i v e s  the d i v i d e n d  program f i r s t  p r i o r i t y  on the u se  
o f  the annua l  e a rn in g s  o f  the A l a s k a  Permanent Fund. Th i s  d e r i v e s  from the 
language i n  AS 4 3 - 2 3 . 0 4 5  which s t a t e s :

"No tw i th s tand ing  any c o n t r a r y  p r o v i s i o n  o f  l aw , each y e a r  
th e  commiss ioner s h a l l  t r a n s f e r  to the  d i v id end  fund 50 
p e r c e n t  o f  the  income o f  the A la sk a  permanent fund earned 
du r ing  th e  f i s c a l  y e a r  end ing on June 30 o f  th e  c u r r e n t  y e a r  
and a v a i l a b l e  f o r  d i s t r i b u t i o n . "
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This view o f  the p r i o r i t y  o f  claims on Fund income is  substantia ted in an 
opinion by l e g i s l a t i v e  l e g a l  se rv ices  dated March 18, 1983 (see attachment 
//l).

"Income ava i lab le  f o r  d i s t r ib u t ion "  i s  defined by AS 37 .13 .140 to be "the 
average net income o f  the corporat ion f o r  the l a s t  f i v e  f i s c a l  years , inc lud ing 
the f i s c a l  year j u s t  ended..." Thl <1 the language o f  f i v e - y e a r  averaging.
Because ex is t ing  law provides thau only one -ha l f  o f  d i s t r i b u t a b le  income 
is  paid out as dividends, Fund earnings would have to dec l ine  25% or more, 
f o r  at l e a s t  two consecutive years,  befo re current year net income would be 
in su f f i c i e n t  to pay the f u l l  amount o f  the dividends. As long as th is  
dramatic dec line in income does not occur, income averaging w i l l  not requ ire  
a draw-down o f  the undis t r ibuted income account f o r  dividends -  and i t  is  
extremely u n l i k e l y  that Permanent Fund income w i l l  experience such a drop, 
at l e a s t  f o r  the fo reseeab le  future .
What then, i s  the purpose o f  the undistributed income account? Under current 
law, the undis t r ibuted income account i s  designated by the board o f  t rustees 
as a reserve from which to draw-down undist r ibuted income, as necessary, in 
years o f  low earnings or high i n f l a t i o n  to f u l l y  p ro tect the purchasing or 
investment power o f  Permanent Fund p r in c ip a l .
As you can see by look ing at the p ro jec t ions  sheet which accompanie 1 our 
l a t e s t  Monthly F inancia l  Report (see attachment #2), any year in which the 
Fund earns 9% arid experiences 6% i n f l a t i o n ,  there w i l l  be a need to draw-down 
a port ion o f  the reserve to t r an s fe r  to p r in c ipa l  f o r  i n f l a t i o n -p r o o f i n g .
I t  i s  because o f th is  r e la t i o n sh ip  between i n f l a t i o n - p r o o f i n g  and the 
undis t r ibuted income account that the t rustees are so p ro te c t i v e  o f 
undis t r ibuted income. I t  i s  a l so  the reason why the t ru s tees ,  as f i d u c i a r i e s ,  
supported the o r i g i n a l  ve rs ion o f  HB 28 which would have reversed the order o f  
p r i o r i t y  o f  claims on income.
Nonetheless, appropr ia t ion o f  the unexpended and unobligated balance o f  the 
undis tributed income account on J u ly  1, 1986 to the p r in c ip a l  o f  the Fund, as 
contemplated in the present ve rs ion o f  MB 28, i s  encouraged by the t rus tees .  
Even though the Fund would lo se  i t s  reserve f o r  fu tu re  i n f l a t i o n -p r o o f i n g ,  
there i s  some conso la t ion  in the fac t  that the money which was pro jected to be 
deposited in the p r in c ip a l  over the next 16 years anyway, has instead been 
deposited immediately.
In add it ion , in  l i g h t  o f  the new asset a l l o c a t i o n  adopted by the board o f  
t rustees on Monday o f  th is  week, i t  appears that there w i l l  be add i t iona l  
undis tributed income to re -e s tab l i sh  the reserve next year .  (See attachment #3 
f o r  the new Permanent Fund long-term investment p o l i c y ,  and attachment //4 f o r  
the asset a l l o c a t i o n  memorandum which describes i t s  probable e f f e c t s . )
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Attachment #5 i s  the rev ised  p ro jec t ions sheet which r e f l e c t s  the new po l i cy .  
P lease note that the p ro jec t ions  now inc lude a more r e a l i s t i c  assumption 
about the FY 87 ra te  o f  re turn (9.25%) and i n f l a t i o n  rate (4.1%). As you can 
see, under these assumptions, though income w i l l  dec line s l i g h t l y  next year ,  
dividends w i l l  continue to grow, i n f l a t i o n - p r o o f i n g  w i l l  be complete ly funded, 
and there w i l l  be $141.1 m i l l i o n  l e f t  f o r  deposit in the undist r ibuted income 
account.
But, l e t ' s  assume f o r  a moment that our assumptions are wrong, and that 
instead o f  having enough income to r e - e s t a b l i s h  the reserve next year , the 
Fund does not produce enough to f u l l y  i n f l a t i o n - p r o o f  the p r in c ip a l ,  and -  
because of th is  year's HB 28 appropr ia t ion -  there i s  no money in r e s e r v e .
I s  there a s ta tu to ry  c r i s i s ?  No. There i s  s imply a s h o r t f a l l  in  i n f l a t i o n -  
proofing. Dividends are s t i l l  paid, and the Fund is  i n f l a t i o n -p r o o f e d  to the 
extent poss ib le .
That i s  how the d i spos i t ion  o f  income takes place under the status quo.

I  have sa id there i s  no compel l ing reason to e l iminate f i v e -y e a r  averaging. 
Nov;, I  would l i k e  to t e l l  you why I  think you ought to keep I t .

1) The averaging o f  income f o r  dividend d is t r ib u t ion s  reduces the 
de le te r iou s  e f f e c t s  o f  market v o l a t i l i t y  on Fund bene f ic ia r ie s  and v i r t u a l l y  
insures that dividends w i l l  continue to grow through bad times as w e l l  as good 
times.

2) F ive -year  averaging is  a s t a b i l i z i n g  technique used to even out the 
ups and downs caused by market v o l a t i l i t y .  At the same time the l e g i s l a t u r e  
and the governor are attempting to create a s im i l a r  mechanism to bu f fe r  the 
s ta te  budget from these d e - s t a b i l i z i n g  e f f e c t s ,  does i t  make any sense to do 
away with the one which protects dividend rec ip ients?

3) F ive -yea r  averaging i s  part o f a management system which was adopted 
on ly  a f t e r  years o f  d e l i b e ra t i on  and considerat ion o f  a l t e r n a t i v e s .  To quote 
from the Free Conference Committee Report f o r  the 1980 b i l l  which es tab l ished 
ex is t ing  Law:

" I t  was the aim o f  the Committee to e s tab l i sh  a management system 
f o r  the Alaska Permanent Fund which would be protected from p o l i t i c a l  
in f luences but, at the same time, responsive to changes in sta te 
po l icy  and accountable to the people through th e i r  e lected o f f i c i a l s .
In sho r t ,  the goa l was in su la t ion  without i s o l a t i o n . "

I  would l i k e  to say at th is  point ,  that i f  you choose to ignore the advice o f 
the t rustees and e l im ina te  f i v e - y e a r  averaging, as executive d i r e c to r ,  I  
w i l l  do everyth ing in my power to insure that the management system re ta ins  
i t s  in t eg r i t y  and independence from undue p o l i t i c a l  in f luences .  I  w i l l
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continue to fa vo r  the long-term best in te re s t s  o f the Fund over  short - term 
performance. However, that won't change the fa c t  that you w i l l  have increased 
the i n s t i t u t i o n a l  r i s k  o f p o l i t i c a l  manipulation.
In conclusion , l e t  me r e i t e r a t e  our support f o r  the appropr ia t ion and f o r  
continuation o f  the s ta tus quo as regards the management ac t .
You have the opportunity here to s u b s t a n t i a l l y  increase the s ize  o f  the 
p r in c ip a l  o f  the Permanent Fund, and thereby insure that fu ture earnings 
w i l l  be s u b s t a n t i a l l y  increased.
You have the opportunity here to insure that dividends w i l l  continue to grow, 
regard less o f  the downward trend o f s ta te  revenues.
You have the opportunity here to hold the l i n e  against premature changes to
a Fund which is  going to be here f o r  a long, long time. The system works f in e
r igh t  now, j u s t  the way i t  i s .  There has been no pub l ic  outcry of
d i s s a t i s f a c t i o n .  Nothing i s  broken.
Thank you. Are there any questions?
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L e g i s l a t i v e  C o u n s e l

Y o u  h a v e  a s k e d  w h e t h e r  a t r a n s f e r  o f  p e r m a n e n t  f u n d  in c o m e  

t o  t h e  d i v i d e n d  f u n d  (A S  4 3 . 2 3 . 0 4 5 ) ,  t a k e s  p r e c e d e n c e  o v e r  

t h e  " i n f l a t i o n - p r o o f i n g "  t r a n s f e r  r e q u i r e d  b y  AS 3 7 . 1 3 . 1 4 5 ,  

u n d e r  e x i s t i n g  l a w ,  a n d  y o u  h a v e  a l s o  a s k e d  h o w  p r o p o s e d  

C S S B  1 4 2  ( F i n a n c e )  w o u l d  a f f e c t  t h e  a n s w e r  t o  y o u r  f i r s t  

q u e s t i o n .

I n  c o n s i d e r i n g  d i s p o s i t i o n  o f  p e r m a n e n t  f u n d  in c o m e  so m e  

c o n f u s i o n  i s  c a u s e d  b y  t h e  f a c t  t h a t  t h e  d i v i d e n d  d i s t r i ­

b u t i o n  p r o g r a m  p r o v i s i o n s  a n d  t h e  i n f l a t i o n - p r o o f i n g  p r o ­

v i s i o n s  o c c u r  i n  d i f f e r e n t  t i t l e s  a r.d  u s e  d i f f e r e n t  m e t h o d s  

o f  c a l c u l a t i n g  t h e  a m o u n t  o f  p e r m a n e n t  f u n d  in c o m e  t h a t  i s  

d r a w n  o n  f o r  t h e i r  r e s p e c t i v e  p u r p o s e s .  A S  4 3 . 2 3 . 0 4 5  s t a t e s  

t h a t  5 0  p e r c e n c  o f  p e r m a n e n t  f u n d  in c o m e  " a v a i l a b l e  f o r  d i s t r i ­

b u t i o n "  w i l l  b e  t r a n s f e r r e d  t o  t h e  d i v i d e n d  f u n d  a n n u a l l y .  

P e r m a n e n t  f u n d  in c o m e  t h a t  i s  " a v a i l a b l e  f o r  d i s t r i b u t i o n "  

i s  d e t e r m i n e d  u n d e r  A S  3 7 . 1 3 . 1 4 0  b y  a v e r a g i n g  t h e  n e t  in c o m e  

o f  t h e  p e r m a n e n t  f u n d  c o r p o r a t i o n  f o r  t h e  p r e c e d i n g  f i v e  

y e a r s .  T h e  a v e r a g e d  a m o u n t  i s  t h e  a m o u n t  a v a i l a b l e  f o r  d i s t r i ­

b u t i o n  i f  t h a t  a m o u n t  d o e s  n o t  e x c e e d  t h e  l i m i t s  t h a t  a r e  

s t a r e d  i n  t h a t  s e c t i o n .  T h e  i n f l a t i o n - p r o o f i n g  a m o u n t ,  o n  

t h e  o t h e r  h a n d ,  i s  a v a r i a b l e  a n n u a l  p e r c e n t a g e  o f  t h e  

p r i n c i p a l  o f  t h e  p e r m a n e n t  f u n d  t h a t  i s  d r a w n  f r o m  t h e  a n n u a l ,  

n e t  in c o m e  o f  t h e  p e r m a n e n t  f u n d  c o r p o r a t i o n ,  w i t h o u t  a v e r ­

a g i n g .  E v e n  t h o u g h  t h e  t w o  c l a i m s  o n  t h e  in c o m e  o f  t h e  

p e r m a n e n t  f u n d  a r e  c o m p u t e d  d i f f e r e n t l y ,  t h e y  b o t h  d r a w  o n  

t h e  s a m e  p o o l  o f  a n n u a l  p e r m a n e n t  f u n d  i n c o m e .  I f  t h e  

a m o u n t  r e q u i r e d  f o r  i n f l a t i o n - p r o o f i n g  i s  l a r g e  e n o u g h ,  a n d  

t n a t  a m o u n t  c a n  v a r y  u p w a r d  w i t h o u t  l i m i t ,  d e p e n d i n g  o n  t h e  

r a t e  o f  i n f l a t i o n  t h a t  i s  b e i n g  e x p e r i e n c e d ,  i t  m a y  b e  t h a t  

t h e r e  w i l l  n o t  b e  e n o u g h  p e r m a n e n t  f u n d  in c o m e  i n  a  g i v e n
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y e a r  t o  s a t i s f y  t h e  r e q u i r e m e n t s  o f  b o t h  i n f l a t i o n - p r o o f i n g  

a n d  t h e  d i v i d e n d  f u n d .  I f  t h i s  s i t u a t i o n  a r i s e s  a s  t h e  l a w  

i s  n o w  w r i t t e n ,  i t  i s  m y o p i n i o n  t h a t  t h e  t r a n s f e r  t o  t h e  

d i v i d e n d  f u n d  m u s t  t a k e  p r e c e d e n c e  o v e r  t h e  i n f l a t i o n -  

p r o o f i n g  b e c a u s e  A S  4 3 . 2 3 . 0 4 5 ( b )  s r a t e s  t h a t

N o t w i t h s t a n d i n g  a n y  c o n t r a r y  p r o v i s i o n  o f  l a w , e a c h  

y e a r  t h e  c o m m i s s i o n e r  s h a l l  t r a n s f e r  t o  t h e  d i v i d e n d  

f u n d  5 0  p e r c e n t  o f  t h e  in c o m e  o f  t h e  A l a s k a  p e r m a n e n t  

f u n d  e a r n e d  d u r i n g  t h e  f i s c a l  y e a r  e n d i n g  o n  J u n e  3 0  o f  

t h e  c u r r e n t  y e a r  a n d  a v a i l a b l e  f o r  d i s t r i b u t i o n .  
( E m p h a s is  a d d e d )

T h e  " n o t w i t h s t a n d i n g "  c l a u s e  g i v e s  t h e  d i v i d e n d  f u n d  t r a n s f e r  

p r i o r i t y  o v e r  t h e  i n f l a t i o n - p r o o f i n g  t r a n s f e r .

T h e  p r o p o s e d  C S S B  1 4 2  ( F i n a n c e )  ( d r a f t  o f  M a r c h  1 6 ,  1 9 8 3 ) ,  

t h a t  y o u  h a v e  m a d e  r e f e r e n c e  t o ,  h a s  b e e n  w r i t t e n  t o  r e v e r s e  

t h e  o r d e r  o f  p r i o r i t y  o f  c l a i m s  t o  p e r m a n e n t  f u n d  in c o m e .

AS 3 7 . 1 3 . 1 4 5  i s  a m e n d e d  t o  s t a t e  t h a t  t h e  i n f l a t i o n - p r o o f i n g  

t r a n s f e r  i s  t o  b e  m a d e  b e f o r e  a n y  o t h e r  t r a n s f e r  o r  d i s t r i ­

b u t i o n  f r o m  p e r m a n e n t  f u n d  i n c o m e ,  a n d  A S  4 3 . 2 3 . 0 4 5  i s  

a m e n d e d  t o  d e l e t e  t h e  " n o t w i t h s t a n d i n g "  c l a u s e  a n d  t o  s t a t e  

t h a t  t h e  i n f l a t i o n - p r o o f i n g  t r a n s f e r  m u s t  t a k e  p l a c e  b e f o r e  
t h e  d i v i d e n d  f u n d  t r a n s f e r .

L H A : I j b  
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R e :  A n a l y s i s  o f  S B  3 4 6  a n d  H B  28: A m e n d m e n t s  t o  P e r m a n e n t
F u n d  S t a t u t e

Y o u  h a v e  r e q u e s t e d  t h a t  w e  a n a l y z e  h o w  t h e  p a s s a g e  o f  
C S  S B  3 4 6  ( F i n a n c e )  a n d  S e n a t e  C S  f o r  C S  H B  28 ( F i n a n c e )  w i l l  
c h a n g e  t h e  c a l c u l a t i o n  a n d  d i s t r i b u t i o n  o f  P e r m a n e n t  F u n d  
e a r n i n g s  a n d  h o w  m a n a g e m e n t  o f  t h e  F u n d ' s  a s s e t s  m a y  b e  * 
a f f e c t e d .

S B  3 4 6  r e p e a l s  t h e  f i v e  y e a r  a v e r a g i n g  p r o c e d u r e
c u r r e n t l y  u s e d  t o  d e t e r m i n e  P e r m a n e n t  F u n d  i n c o m e  a v a i l a b l e  
f o r  d i s t r i b u t i o n  (AS 3 7 . 1 3 . 1 4 0 ) .  T h i s  c h a n g e  e l i m i n a t e s  
a c c u m u l a t i o n  o f  e x c e s s  e a r n i n g s  i n  t h e  U n d i s t r i b u t e d  I n c o m e  
A c c o u n t  ( U I A ) . T h e  b i l l  a l s o  p r o p o s e s  a m e n d m e n t s  t o  A S
3 7 . 1 3 . 1 4 5  w h i c h  p r o v i d e s  f o r  t h e  d i s t r i b u t i o n  o f  P e r m a n e n t  
F u n d  e a r n i n g s .  I f  t h e  a m e n d m e n t s  a r e  a d o p t e d ,  5 0 %  o f  a n n u a l  
n e t  i n c o m e  w i l l  b e  t r a n s f e r r e d  t o  t h e  D i v i d e n d  F u n d  a n d  5 0 %  
w i l l  b e  r e i n v e s t e d  i n  t h e  p r i n c i p a l  t o  "ht_Ip o f f s e t  t h e  
i m p a c t  o f  i n f l a t i o n " .  H B  28 p r o v i d e s  f o r  t h e  d e p o s i t  o f  t h e  
U I A  b a l a n c e  t o  t h e  p r i n c i p a l  o n l y  i f  -.he a m e n d m e n t s  p r o p o s e d  
i n  S B  3 4 6  a r e  a p p r o v e d .  T h e  e f f e c t i v e  d a t e  i s  J u l y  1, 1 9 8  6
a n d ,  t h e r e f o r e ,  t h e  n e w  p r o c e d u r e s  w o u l d  n o t  e f f e c t  t h e  F Y
1 9 8 6  c a l c u l a t i o n  a n d  d i s t r i b u t i o n  o f  i n c o m e .

H i s t o r y  o f  t h e  F i v e  Y e a r  A v e r a g i n g  P r o c e d u r e

T h e  1 9 8 0  P e r m a n e n t  F u n d  l e g i s l a t i o n  d e f i n e d  " i n c o m e  
a v a i l a b l e  f o r  d i s b u r s e m e n t "  a s  t h e  g r e a t e r  o f  t h e  f i s c a l  y e a r  
n e t  i n c o m e  o r  t h e  f i v e  y e a r  a v e r a g e  n e t  i n c o m e .  A s  l o n g  as 
n e t  i n c o m e  w a s  i n c r e a s i n g ,  t h e  a v e r a c e  i n c o m e  w o u l d  b e  
g r e a t e r ,  a n d  w o u l d  d e t e r m i n e  t h e  a m o u n t  d i s t r i b u t e d .  T h e  
a v e r a g i n g  p r o c e d u r e  w a s  i n t e n d e d  t o  p r o v i d e  a " r e l a t i v e l y  
s t e a d y  i n c o m e  f l o w " .  F r o m  F Y  1 9 8 0  t h r o u g h  F Y  1 9 8 2 ,  t h e

"^Alaska S t a t e  L e g i s l a t u r e .  J o i n t  C o m m i t t e e  R e p o r t  o n
( F o o t n o t e  C o n t i n u e d )



D i v i d e n d  F u n d  a n d  t h e  G e n e r a l  F u n d  e a c h  r e c e i v e d  h a l f  o f  t h e  
i n c o m e  d i s b u r s e d .  E x c e s s  i n c o m e  w a s  r e t a i n e d  i n  t h e  U I A .  
R a p i d  g r o w t h  o f  t h e  p r i n c i p a l  w a s  p r i m a r i l y  r e s p o n s i b l e  f o r  
t h e  d r a m a t i c  i n c r e a s e s  i n  n e t  i n c o m e  i n  F Y  1 9 8 1  a n d  1 9 8 2  
( 3 6 0 %  a n d  1 4 6 %  r e s p e c t i v e l y ) .

T h e  1 9 8 2  a m e n d m e n t s  r e t a i n e d  t h e  f i v e  y e a r  a v e r a g i n g  
p r o c e d u r e  a n d  m o r e  c l e a r l y  d e f i n e d  t h e  u s e  o f  t h e  U I A  a s  a 
s u p p l e m e n t  i f  a v e r a g e  i n c o m e  e x c e e d e d  i n c o m e  e a r n e d  t h a t  
y e a r .  A s  t h e  U I A  b a l a n c e  g r e w ,  i t  b e c o m e  e v i d e n t  t h a t  t h e  
a v e r a g i n g  p r o c e d u r e  p r a c t i c a l l y  g u a r a n t e e d  t h a t  i n c o m e  
d i s t r i b u t e d  w o u l d  b e  l e s s  t h a n  e a c h  y e a r ' s  n e t  i n c o m e .  
H o w e v e r ,  i f  t h e  U I A  w e r e  t o  b e  a p p r o p r i a t e d  (to t h e  G e n e r a l  
F u n d  o r  t h e  p r i n c i p a l )  , i t  w o u l d  n o  l o n g e r  b e  a v a i l a b l e  t o  
m a k e  u p  d i f f e r e n c e s  b e t w e e n  a n n u a l  e a r n i n g s  a n d  t h e  a m o u n t  o f  
i n c o m e  d i s t r i b u t e d .  T h u s ,  i n c o m e  a v e r a g i n g  c a n  s m o o t h  o u t  
t h e  e f f e c t s  o f  d e c r e a s i n g  o r  f l u c t u a t i n g  i n c o m e  o n l y  i f  t h e  
U I A  b a l a n c e  is a v a i l a b l e  t o  s u p p l e m e n t  a n n u a l  i n c o m e .

R e s u l t s  o f  t h e  A v e r a g i n g  P r o c e d u r e
T h e  u n e x p e c t e d  g r o w t h  o f  t h e  U I A  w a s  d u e  t o  t h e  

c i r c u m s t a n c e s  u n d e r  w h i c h  t h e  a v e r a g i n g  p r o c e d u r e  w a s  
a p p l i e d .  L a r g e  , d e p o s i t s  t o  t h e  p r i n c i p a l  c o m b i n e d  w i t h  
u s u a l l y  g o o d  r e t u r n  r a t e s  r e s u l t e d  i n  d r a m a t i c  i n c r e a s e s  i n  
n e t  i n c o m e  f r o m  y e a r  t o  y e a r .  A v e r a g e  a n n u a l  n e t  i n c o m e  w a s  
u s u a l l y  m u c h  l a r g e r  t h a n  n e t  i n c o m e  f o r  t h a t  y e a r .  I f  t h e  
P e r m a n e n t  F u n d  h a d  d i s t r i b u t e d  n e t  i n c o m e  e a c h  y e a r ,  p a s t  
a p p r o p r i a t i o n s  t'o t h e  D i v i d e n d  F u n d  a n d  t h e  G e n e r a l  F u n d  
w o u l d  h a v e  b e e n  m u c h  l a r g e r .  H o w e v e r ,  b e c a u s e  P e r m a n e n t  F u n d  
m a n a g e m e n t  p o l i c y  w a s  i n  i t s  d e v e l o p m e n t  s t a g e s  a n d
i n v e s t m e n t  r e t u r n s  w e r e  v e r y  u n p r e d i c t a b l e ,  t h e  a c c o u n t  
p r o v i d e d  a n  i m p o r t a n t  b u f f e r  f o r  p o s s i b l e  i n c o m e  
f l u c t u a t i o n s .  I t  a l s o  i n c r e a s e d  t h e  a s s e t s  a n d  n e t  i n c o m e  o f  
t h e  F u n d  w h i l e  r e m a i n i n g  a v a i l a b l e  f o r  a p p r o p r i a t i o n .

A v e r a g i n g  d o e s  n o t  r e s u l t  i n  l e s s  i n c o m e  b e i n g  p a i d  ou t ,  
b u t  r a t h e r  t h e  d i s t r i b u t i o n  o f  p a y m e n t s  i s  s p r e a d  o v e r  f i v e  
y e a r s .  I n  F Y  1 9 3 5 ,  t h e  i n c o m e  a v a i l a b l e  f o r  d i s t r i b u t i o n  w a s  
2 0 %  o f  n e t  i n c o m e  f r o m  F Y  1 9 8 1  t h r o u g h  F Y  1 9 8 5 .  B y  F Y  1 9 8 5  
5 0 %  o f  t h e  F Y  1 9 8 1  n e t  i n c o m e  o f  $ 1 4 9 . 9  m i l l i o n  h a d  b e e n  
t r a n s f e r r e d  t o  t h e  D i v i d e n d  F u n d  i n  a n n u a l  i n c r e m e n t s  o f
a b o u t  $ 1 5 . 0  m i l l i o n .  S i m i l a r i l y ,  t h e  f u l l  5 0 %  o f  F Y  1 9 8 5  n e t  
i n c o m e  w i l l  b e  t r a n s f e r r e d  t o  t h e  D i v i d e n d  F u n d  i n  t h e  n e x t
f o u r  y e a r s .  A s  l o n g  a s  n e t  i n c o m e  i s  i n c r e a s i n g  ( t h e  c a s e  t o
d a t e ) , t h e  a v e r a g i n g  p r o c e d u r e  r e s u l t s  i n  d i v i d e n d  r e c i p i e n t s  
w a i t i n g  l o n g e r  t o  r e c e i v e  t h e  b e n e f i t s  o f  a n y  o n e  y e a r ' s  n e t  
i n c o m e .  A l t h o u g h  m o n e y  r e c e i v e d  i n  t h e  f u t u r e  h a s  a 
d e c r e a s e d  r e a l  v a l u e ,  t h e  e x c e s s  i n c o m e  r e t a i n e d  i n  t h e  
P e r m a n e n t  F u n d  c o n t i n u e s  t o  e a r n  i n c o m e  t h u s  c o n t r i b u t i n g  t o  
f u t u r e  e a r n i n g s  a n d  d i v i d e n d s .  I f  n e t  i n c o m e  d o e s  d e c r e a s e ,

( F o o t n o t e  C o n t i n u e d )
L C S  S B  1 6 1  ( F i n a n c e )  , P e r m a n e n t  F u n d  M a n a g e m e n t .  H o u s e  
J o u r n a l  S u p p l e m e n t  No. 50. M a y  4, 1 9 7 9 .
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t h e  a v e r a g i n g  p r o c e d u r e  w o u l d  o n l y  a l l o w  2 0 %  o f  t h i s  d e c r e a s e  
t o  e f f e c t  t h e  d i s t r i b u t i o n  o f  i n c o m e  i n  t h a t  y e a r .  O f  
c o u r s e ,  t h e  d e c r e a s e  w o u l d  a l s o  e f f e c t  n e t  i n c o m e  in t h e  n e x t  
f o u r  y e a r s .

T h e  p r o j e c t e d  F Y  1 9 8 6  D i v i d e n d  F u n d  t r a n s f e r  c a n  b e  u s e d  
a s  a n  e x a m p l e  o f  t h e  e f f e c t  o f  a v e r a g i n g .  T h e  F Y  1 9 8 6  n e t  
i n c o m e  w o u l d  h a v e  t o  d e c r e a s e  80%, f r o m  $ 7 5 1  m i l l i o n  t o  a b o u t  
$ 1 5 0  m i l l i o n ,  i n  o r d e r  f o r  t h e  F Y  1 9 8 6  i n d i v i d u a l  d i v i d e n d  
a m o u n t  t o  b e  l e s s  t h a n  $ 4 0 4  (t h e  a m o u n t  o f  F Y  1 9 8 5  d i v i d e n d ) . 
B e c a u s e  d e p o s i t s  o f  d e d i c a t e d  r e v e n u e s  a n d  i n f l a t i o n  p r o o f i n g  
a m o u n t s  i n c r e a s e  t h e  p r i n c i p a l  b a l a n c e ,  i t  w o u l d  r e q u i r e  a 
s i g n i f i c a n t  d e c r e a s e  in t h e  i n v e s t m e n t  e a r n i n g s  r a t e  f o r  n e t  
i n c o m e  t o  a c t u a l l y  d e c r e a s e .

E f f e c t  o f  S t r u c t u r a l  C h a n g e s

U n d e r  S B  346, f u t u r e  P e r m a n e n t  F u n d  e a r n i n g s  w i l l  b e  
t o t a l l y  c o m m i t t e d .  D e p o s i t i n g  t h e  U I A  b a l a n c e  a n d  
e l i m i n a t i n g  f u t u r e  a c c u m u l a t i o n s  o f  e a r n i n g s  i n  t h i s  a c c o u n t  
r e s u l t s  i n  (1) o v e r  $1 b i l l i o n  n o  l o n g e r  b e i n g  a v a i l a b l e  f o r  
a p p r o p r i a t i o n  a n d  (2) f u t u r e  l e g i s l a t u r e s  h a v i n g  t o  a m e n d  t h e  
s t a t u t e  i n  o r d e r  t o  a p p r o p r i a t e  P e r m a n e n t  F u n d  e a r n i n g s  f o r  
p u r p o s e s  o t h e r  t h a n  d i v i d e n d s  a n d  r e i n v e s t m e n t  t o  p r i n c i p a l .

C u r r e n t l y ,  i n c o m e  e a r n e d  o n  i n v e s t m e n t  o f  t h e  P e r m a n e n t  
F u n d  p r i n c i p a l  a n d  t h e  U I A  is d i s t r i b u t e d  t o  t h e  D i v i d e n d  . 
F u n d ,  t h e  P e r m a n e n t  F u n d  p r i n c i p a l  a n d  t h e  U I A .  A l t h o u g h  
t h e s e  s t r u c t u r a l  c h a n g e s  w i l l  n o t  e f f e c t  t h e  F Y  1 9 8 6  b a l a n c e s  
( b e c a u s e  o f  a  ' J u l y  1, 1 9 8 6  e f f e c t i v e  d a t e ) , T a b l e  1
i l l u s t r a t e s  t h e  e f f e c t s  o f  t h e  p r o p o s e d  a m e n d m e n t s  u s i n g  t h e  
p r o j e c t e d  F Y  1 9 8 6  i n c o m e  d i s t r i b u t i o n .

T a b l e  1. D i s t r i b u t i o n  o f  P r o j e c t e d  F Y  1 9 3 6  N e t  I n c o m e  U n d e r  
C u r r e n t  L a w  a n d  S B  346.

C u r r e n t  Lav/ S B  346

D i v i d e n d  F u n d $ 2 7 7 . 8  m i l l i o n  $ 3 7 5 . 7  m i l l i o n

I n f l a t i o n  P r o o f i n g $ 2 1 9 . 5  m i l l i o n  $ 3 7 5 . 7  m i l l i o n

U I A  A d d i t i o n $ 2 5 4 . 1  m i l l i o n 0

T o t a l  P r o j e c t e d  
N e t  I n c o m e $ 7 5 1 . 4  m i l l i o n  $ 7 5 1 . 4  m i l l i o n

P e r  C a p i t a  D i v i d e n d  
A m o u n t $ 5 3 0 $ 7 2 0

S o u r c e :  A P F C

2
A s s u m i n g  5 2 1 , 3 2 0  P e r m a n e n t  F u n d  D i v i d e n d  r e c i p i e n t s .
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U n d i s t r i b u t e d  I n c o m e  A c c o u n t : T h e  a m o u n t  o f  d e d i c a t e d
r e v e n u e  d e p o s i t s  is e x p e c t e d  t o  s t a r t  d e c r e a s i n g  t h i s  f i s c a l  
y e a r  a n d ,  i n f l a t i o n  p r o o f i n g  d e p o s i t s  w i l l  f l u c t u a t e  w i t h  t h e  
i n f l a t i o n  r a t e .  A s  l o n g  a s  t h e  p r i n c i p a l  d o e s  n o t  r e c e i v e  
l a r g e  a p p r o p r i a t i o n s  f r o m  t h e  l e g i s l a t u r e ,  t h e r e  s h o u l d  b e  a 
m o r e  s t a b l e  i n c o m e  s t r e a m  w i t h  l e s s  d i f f e r e n c e  b e t w e e n  a n n u a l  
n e t  i n c o m e  a n d  a v e r a g e  i n c o m e .  U n d e r  t h e s e  c o n d i t i o n s ,  t h e  
U I A  w o u l d  n o t  e x p e r i e n c e  s u c h  l a r g e  g r o w t h  r a t e s  a s  i t  h a s  in 
t h e  p a s t .

T h e  U I A  i s  p r o j e c t e d  t o  a m o u n t  t o  o v e r  $ 1 . 1  b i l l i o n  b y  
t h e  e n d  o f  F Y  198 6. A l t h o u g h  t h i s  m o n e y  is a v a i l a b l e  f o r  
a p p r o p r i a t i o n ,  t h e  A P F C  T r u s t e e s  h a v e  d e s i g n a t e d  i t  a s  a 
r e s e r v e  a c c o u n t  t o  b e  u s e d  i f  f u t u r e  i n c o m e  is n o t  s u f f i c i e n t  
t o  c o v e r  b o t h  d i v i d e n d s  a n d  i n f l a t i o n  p r o o f i n g .  H B  28 
p r o p o s e s  t o  d e p o s i t  t h e  U I A  b a l a n c e  t o  t h e  F u n d  p r i n c i p a l  so, 
a l t h o u g h  t h e  a c c o u n t  w i l l  b e  e l i m i n a t e d ,  t h i s  m o n e y  w i l l  
c o n t i n u e  t o  e a r n  i n c o m e  f o r  t h e  P e r m a n e n t  F u n d .  C h a n g e s  t o  
t h e  i n c o m e  d i s t r i b u t i o n  s c h e m e  r e s u l t s  i n  n e t  i n c o m e  b e i n g  
d i s t r i b u t e d  a t  t h e  e n d  o f  e a c h  f i s c a l  y e a r .  T h e r e  i s  n o  
a c c u m u l a t i o n  o f  e a r n i n g s  a n d  t h e  U I A  is n o  l o n g e r  r e q u i r e d  as 
a r e s e r v e  a c c o u n t .

D i v i d e n d  F u n d  T r a n s f e r :  I n  F Y  1 9 8 5 ,  t h e  D i v i d e n d  F u n d
r e c e i v e d  5 0 %  o f  t h e  f i v e  y e a r  a v e r a g e  n e t  i n c o m e  w h i c h  
r e p r e s e n t e d  a b o u t  3 3 %  o f  t h e  c u r r e n t  y e a r ' s  n e t  i n c o m e .  
D i v i d e n d s  p a i d  o u t  i n  t h e  f a l l  o f  1 9 8 7  w i l l  b e  t h e  f i r s t  
a f f e c t e d  b y  t h e  a m e n d m e n t s  p r o p o s e d  i n  S B  3 4 6 .  A s s u m i n g  t h a t  
F Y  1 9 8 7  n e t  i n c o m e  is g r e a t e r  t h a n  t h a t  o f  F Y  1 9 8 6 ,  t h e  p e r  

c a p i t a  a m o u n t  o f  t h e  d i v i d e n d  s h o u l d  i n c r e a s e  s u b s t a n t i a l l y .J 
I n  t h e  f u t u r e ,  t h e  d i f f e r e n c e  b e t w e e n  t h e  d i v i d e n d s  u n d e r  t h e  
c u r r e n t  l a w  a n d  d i v i d e n d s  u n d e r  C S  S B  3 4 6  w i l l  d e p e n d  o n  n e t  
i n c o m e  t r e n d s .  T h e  A P F C  f i n a n c i a l  p r o j e c t i o n s  a s s u m e  t h a t  
n e t  i n c o m e  d o e s  i n c r e a s e  e a c h  y e a r  a n d  t h e y  p r o j e c t  t h a t ,  in 
t h e  l o n g  r u n ,  t h e  D i v i d e n d  F u n d  t r a n s f e r  w i l l  b e  a b o u t  4 5 %  o f  
a n n u a l  n e t  i n c o m e .  I f  n e t  i n c o m e  d o e s  c o n t i n u e  t o  i n c r e a s e ,
a n n u a l  d i v i d e n d  a m o u n t s ,  b a s e d  o n  t h e  c u r r e n t  i n c o m e
d i s t r i b u t i o n  s c h e m e ,  w i l l  b e  l e s s  t h a n  d i v i d e n d s  b a s e d  or. t h e  
p r o p o s e d  l e g i s l a t i o n .  I f  n e t  i n c o m e  d e c r e a s e s  i n  o n e  y e a r ,  
o r  o v e r  a p e r i o d  o f  y e a r s ,  t h e n  t h e  a v e r a g i n g  p r o c e d u r e  w o u l d  
r e s u l t  i n  h i g h e r  d i v i d e n d  a m o u n t s .

I n f l a t i o n  P r o o f i n g  A m o u n t :  C u r r e n t l y ,  i n f l a t i o n
p r o o f i n g  d e p o s i t s  a r e  d e t e r m i n e d  b y  a n a t i o n a l  i n d e x  t o  
i n f l a t i o n .  I f  t h e  i n f l a t i o n  r a t e  m a k e s  u p  t h e  l a r g e s t  
c o m p o n e n t  o f  t h e  n o m i n a l  r e t u r n  r a t e  ( i n f l a t i o n  r a t e  is 
g r e a t e r  t h a n  t h e  r e a l  r a t e  o f  r e t u r n )  t h e n  i n c o m e  c a n n o t
c o v e r  b o t h  d i v i d e n d s  a n d  i n f l a t i o n  p r o o f i n g .  I f  t h e  r e v e r s e  
is t r u e ,  o r  t h e  r e a l  r a t e  o f  r e t u r n  is t h e  l a r g e s t  c o m p o n e n t  
o f  t h e  n o m i n a l  r e t u r n  r a t e ,  t h e n  i n f l a t i o n  p r o o f i n g

3
T h e  i n c r e a s e d  d i v i d e n d  a m o u n t  s h o u l d  n o t  a f f e c t  p u b l i c  

a s s i s t a n c e  e l i g i b i l i t y  o r  t h e  a m o u n t  o f  m o n e y  r e q u i r e d  t o  
f u n d  t h e  P e r m a n e n t  F u n d  D i v i d e n d  H o l d  H a r m l e s s  p r o g r a m .
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r e q u i r e m e n t s  w i l l  b e  l e s s  t h a n  5 0 %  o f  i n c o m e  a n d  b o t h
d i s t r i b u t i o n  s c h e m e s  w i l l  b e  c o v e r e d .

A P F C  f i n a n c i a l  p r o j e c t i o n s  p r e d i c t  a c o n f l i c t  b e t w e e n
t h e  t w o  u s e s  f o r  P e r m a n e n t  F u n d  i n c o m e .  U n d e r  t h e  a s s u m e d  6% 
i n f l a t i o n  r a t e  a n d  9% n o m i n a l  r a t e  o f  r e t u r n ,  a b o u t  6 6 %  o f  
a n n u a l  n e t  i n c o m e  w i l l  b e  r e q u i r e d  f o r  i n f l a t i o n  p r o o f i n g  . 
T h e r e f o r e ,  a D i v i d e n d  F u n d  t r a n s f e r  o f  4 5 %  o f  n e t  i n c o m e  w i l l  
r e s u l t  i n  i n f l a t i o n  p r o o f i n g  s h o r t f a l l s .  I n  r e a l i t y ,  t h e  
r e l a t i o n s h i p  b e t w e e n  t h e  r e a l  r a t e  o f  r e t u r n  a n d  t h e
i n f l a t i o n  r a t e s  h a s  v a r i e d  s i n c e  t h e  c r e a t i o n  o f  t h e  
P e r m a n e n t  F u n d .  F r o m  1 9 7 7  t h r o u g h  1 9 8 2 ,  i n f l a t i o n  r a t e s  w e r e  
h i g h ,  c a u s i n g  t h e  i n f l a t i o n  r a t e  c o m p o n e n t  o f  n o m i n a l  r e t u r n s  
t o  e x c e e d  50%. I f  t h e  c u r r e n t  i n c o m e  d i s t r i b u t i o n  s c h e m e  h a d  
b e e n  i n  p l a c e  d u r i n g  t h e s e  y e a r s ,  a n n u a l  i n c o m e  w o u l d  n o t  
h a v e  c o v e r e d  b o t h  t h e  D i v i d e n d  F u n d  t r a n s f e r  a n d  i n f l a t i o n  
p r o o f i n g .  S i n c e  F Y  1 9 8 3 ,  i n f l a t i o n  r a t e s  h a v e  b e e n  l o w e r ,  
a n d  l e s s  t h a n  5 0 %  o f  i n c o m e  h a s  b e e n  r e q u i r e d  f o r  i n f l a t i o n  
p r o o f i n g .

S B  3 4 6  a m e n d s  t h e  s t a t u t e  s o  t h a t  t h e  a m o u n t  r e i n v e s t e d  
i n  t h e  p r i n c i p a l  h a s  n o t h i n g  t o  d o  wri t h  c h e  i m p a c t  o f  
i n f l a t i o n  o n  t h e  p r i n c i p a l .  T h e  p u r c h a s i n g  p o w e r  o f  t h e  
P e r m a n e n t  F u n d  p r i n c i p a l  w o u l d  n o  l o n g e r  b e  p r o t e c t e d
b e c a u s e ,  r e g a r d l e s s  o f  t h e  i n f l a t i o n  r a t e ,  t h e  a m o u n t  
r e i n v e s t e d  w i l l  b e  5 0 %  o f  n e t  i n c o m e .

F i n a n c i a l  P r o j e c t i o n  M o d e l s

T h e  d e b a t e  - a b o u t  t h e  e f f e c t s  o f  t h i s  l e g i s l a t i o n  o n  

f u t u r e  F u n d  b a l a n c e s  a n d  i n c o m e  d i s t r i b u t i o n  i s  p r i m a r i l y  
b a s e d  o n  f i n a n c i a l  p r o j e c t i o n  m o d e l s .  T h e  A P F C  a s s u m p t i o n s  
o f  c o n s t a n t  i n v e s t m e n t  r e t u r n  (9%) a n d  i n f l a t i o n  r a t e s  (6%) 
i n  t h e  f u t u r e  d e t e r m i n e  t h e  o u t c o m e  o f  t h e s e  p r o j e c t i o n s .  
B a s e d  o n  h i s t o r i c a l  i n f o r m a t i o n ,  it is u n r e a l i s t i c  t o  a s s u m e  
t h a t  e i t h e r  i n f l a t i o n  o r  r e t u r n  r a t e s  w i l l  b e  c o n s t a n t  o v e r  
t i m e .  F i g u r e  1 i l l u s t r a t e s  t h e  d i f f e r e n c e  b e t w e e n  t h e  r e t u r n  
a n d  i n f l a t i o n  r a t e s  e x p e r i e n c e d  a n d  t h o s e  a s s u m e d  i n  t h e  
p r o j e c t i o n s .  T h e  a s s u m p t i o n s ,  a n d  t h e r e f o r e  t h e  m o d e l s ,  a r e  
u s e d  f o r  l o n g  r a n g e  p l a n n i n g .  O v e r  t i m e ,  t h e  o b j e c t i v e  o f  
t h e  A P F C  i s  t o  a c h i e v e  a 3 %  r e a l  r a t e  o f  r e t u r n .  T h e y  d o  
n o t ,  h o w e v e r ,  e x p e c t  t h a t  r e t u r n  r a t e s  o r  i n f l a t i o n  r a t e s  
w i l l  b e  c o n s i s t e n t l y  9 %  a n d  6% e a c h  y e a r  a f t e r  F Y  1 9 8 6 .

F i n a n c i a l  p r o j e c t i o n s  u n d e r  a s c e n a r i o  o f  c y c l i n g  r e t u r n  
a n d  i n f l a t i o n  r a t e s  h a v e  n o t  b e e n  p r e s e n t e d  i n  t h e  d e b a t e  
o v e r  t h e s e  b i l l s  n o r  a r e  t h e y  f o r  t h i s  a n a l y s i s .  T h e r e  a r e  
m a n y  p o s s i b l e  r e t u r n  a n d  i n f l a t i o n  r a t e s  t h a t  c o u l d  b e  
c o m b i n e d  t o  a m u l t i t u d e  o f  p r o j e c t i o n s .  A l t h o u g h  l o n g  t e r m  
t r e n d s  m a y  b e  i d e n t i f i e d ,  a n n u a l  f l u c t u a t i o n s  a r e  d i f f i c u l t  
t o  p r e d i c t .  M o d e l s  s u c h  as t h a t  d e v e l o p e d  b y  t h e  A P F C  s h o u l d  
n o t  b e  u s e d  t o  p r e d i c t  a c c o u n t  b a l a n c e s  i n  a p a r t i c u l a r  y e a r ,  
b u t  r a t h e r  t o  i l l u s t r a t e  t h e  i m p a c t s  o f  l o n g  t e r m  t r e n d s .
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Fiscal Y e a r

F i g u r e  1. A c t u a l  (FY 1 9 7 7 - 1 9 8 5 )  a n d  P r o j e c t e d  (FY 1 9 8 6  a n d  
l a t e r )  N o m i n a l  a n d  R e a l  R a t e s  o f  R e t u r n  a n d  I n f l a t i o n  R a t e s .  
A l a s k a  P e r m a n e n t - F u n d

M a n a g e m e n t  C o n c e r n s

I n  a d d i t i o n  t o  t h e  s t r u c t u r a l  c h a n g e s  in t h e  P e r m a n e n t  
F u n d ,  t h e  A P I C  s t a f f  a n d  t r u s t e e s  f e a r  t h a t  t h i s  l e g i s l a t i o n  
w i l l  r e s u l t  in c h a n g e s  t o  F u n d  m a n a g e m e n t  a n d  i n v e s t m e n t  
s t r a t e g i e s .

P u b l i c  A c c o u n t a b i l i t y : T h e  P e r m a n e n t  F u n d  C o r p o r a t i o n
h a s  p r e p a r e d  a l i r J o f  a d v a n t a g e s  a n d  d i s a d v a n t a g e s  o f  

e l i m i n a t i n g  t h e  f i v e  y e a r  a v e r a g e  p r o c e d u r e .  " H e i g h t e n e d  
p u b l i c  s c r u t i n y  o f  f u n d  m a n a g e m e n t . . . a n d  o f  l e g i s l a t i v e  
p r o p o s a l s  t o  c h a n g e  i n v e s t m e n t  c r i t e r i a "  w e r e  a m o n g  t h e  
s e v e r a l  a d v a n t a g e s .  I f  d i v i d e n d  a m o u n t s  a r e  t i e d  o n l y  t o  n e t  
income, i n  t h e  p r e v i o u s  year,, t h e  p u b l i c  w i l l  b e  m o r e  a w a r e  o f  
F u n d  p e r f o r m a n c e .  I f  d i v i d e n d s  a r e  h i g h e r  t h a n  t h e  p r e v i o u s  
f i s c a l  y e a r ,  m a n y  r e c i p i e n t s  w i l l  a s s u m e  t h e  F u n d  i s  b e i n g  
m a n a g e d  w e l l .  I f  t h e  d i v i d e n d  a m o u n t  d r o p s ,  t h e  p u b l i c  m a y  
q u e s t i o n  t h e  p r i o r  y e a r ' s  m a n a g e m e n t  d e c i s i o n s .

M a n a g e m e n t  o f  t h e  a s s e t s  o f  a F u n d  t h i s  s i z e  i s  n o t  a 
y e a r  t o  y e a r  u n d e r t a k i n g .  M o s t  P e r m a n e n t  F u n d  a s s e t s  a r e  
i n v e s t e d  i n  l o n g  t e r m  i n s t r u m e n t s .  T h e  a v e r a g e  l i f e  t o  
m a t u r i t y  o f  t h e  f i x e d  i n c o m e  i n v e s t m e n t s ,  a b o u t  8 0 %  o f  t h e  
c u r r e n t  p o r t f o l i o ,  i s  e i g h t  y e a r s .  I n v e s t m e n t s  i n  t h e  s t o c k  
a n d  r e a l  e s t a t e  m a r k e t  a r e  i n t e n d e d  t o  p r o v i d e  
d i v e r s i f i c a t i o n  o f  t i e  p o r t f o l i o  a n d  r e d u c e  o v e r a l l  r i s k .  
T h e  A P F C  T r u s t e e s  d i r e c t  a l l o c a t i o n  o f  a s s e t s  t o  t h e s e  
i n v e s t m e n t  t y p e s  w i t h  a l o n g  t e r m  i n v e s t m e n t  s t r a t e g y  in
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m i n d .  C l e a r l y ,  i n v e s t m e n t  d e c i s i o n s  m a d e  i n  o n e  y e a r  a f f e c t  
e a r n i n g s  i n  f u t u r e  y e a r s .

P e r  c a p i t a  d i v i d e n d  a m o u n t s  c a n  i n c r e a s e  f o r  r e a s o n s  
o t h e r  t h a n  g o o d  F u n d  m a n a g e m e n t  a n d ,  s i m i l a r l y ,  d i v i d e n d s  m a y  
d e c r e a s e  e v e n  u n d e r  t h e  m o s t  p r u d e n t  m a n a g e m e n t .  D e p o s i t s  t o  
t h e  p r i n c i p a l  f r o m  m i n e r a l  r e s o u r c e  r e v e n u e s  a n d  p r i o r  y e a r ' s  
i n f l a t i o n  p r o o f i n g  c o u l d  o f f s e t  t h e  i m p a c t  o f  a d e c r e a s e d  
e a r n i n g s  r a t e .  F u t u r e  p o p u l a t i o n  t r e n d s ,  o r  t h e  n u m b e r  o f  
p e r s o n s  a p p l y i n g  f o r  t h e  d i v i d e n d ,  w i l l  a l s o  e f f e c t  d i v i d e n d  
a m o u n t s .

I n v e s t m e n t  S t r a t e g y :  I f  S B  3 4 6  p a s s e s ,  t h e  T r u s t e e s
b e l i e v e  t h a t  P e r m a n e n t  F u n d  m a n a g e r s  w i l l  b e  u n d e r  i n c r e a s e d  
p r e s s u r e  f r o m  t h e  p u b l i c  w h i c h  c o u l d  r e s u l t  i n  (1) t h e  
T r u s t e e s  a d o p t i n g  a m o r e  c o n s e r v a t i v e  i n v e s t m e n t  s t r a t e g y  t o  
p r e v e n t  v o l a t i l i t y  i n  e a r n i n g s  o r  (2) m a n a g e r s  m a k i n g  
i n v e s t m e n t  d e c i s i o n s  a i m e d  a t  e i t h e r  a v o i d i n g  s h o r t  t e r m  
l o s s e s  o r  r e a l i z i n g  s h o r t  t e r m  g a i n s .  W h e t h e r  t h e  p u b l i c  
w i l l  a c t u a l l y  p r e s s u r e  A P F C  o r  t h e  L e g i s l a t u r e  t o  p r o v i d e  
i n c r e a s e d  d i v i d e n d s  e a c h  y e a r ,  r e g a r d l e s s  o f  m a r k e t  
c o n d i t i o n s ,  is u n k n o w n .  H o w e v e r ,  t h e  T r u s t e e s  p e r c e i v e  t h a t  
t h i s  w i l l  o c c u r  a n d  t h e r e f o r e  t h e y  m a y  a d o p t  a m o r e  
c o n s e r v a t i v e  i n v e s t m e n t  s t r a t e g y  i n  a n t i c i p a t i o n .

T h e  T r u s t e s s  m a y  d e c i d e  t o  d e c r e a s e  a s s e t s  a l l o c a t e d  t o  
m o r e  r i s k y  i n v e s t m e n t s  s u c h  a s  t h o s e  i n  s t o c k  a n d  r e a l  e s t a t e  • 
m a r k e t s .  A l t h o u g h  t h e s e  t w o  a s s e t  c l a s s e s  h a v e  n o t  a c c o u n t e d  
f o r  a l a r g e  p r o p o r t i o n  o f  e a r n i n g s  i n  t h e  p a s t ,  t h e y  p l a y  a 
v e r y  i m p o r t a n t  r o l e  i n  t h e  d i v e r s i f i c a t i o n  o f  t h e  F u n d ' s  
p o r t f o l i o .  A s  t h e  T r u s t e e s  c o n s i d e r  t h e  r i s k  a s s o c i a t e d  w i t h  
t h e s e  i n v e s t m e n t  t y p e s ,  t h e y  m a y  b e c o m e  l e s s  w i l l i n g  t o  
d i v e r s i f y .

T h e  a d v a n t a g e s  o f f e r e d  b y  C S  S B  3 4 6 / H B  28 m a y  a p p e a l  t o  
a w i d e  r a n g e  o f  i n t e r e s t s  b e c a u s e  t h e y  p r o v i d e  f o r  a l a r g e  
d e p o s i t  t o  t h e  p r i n c i p a l  a n d  e l i m i n a t e  c o n t i n u e d  d e b a t e  a b o u t  
t h e  d i s p o s i t i o n  o f  t h e  U I A  b a l a n c e .  H o w e v e r ,  t h e  l e g i s l a t i o n  
a l s o  l i m i t s  o p t i o n s  a v a i l a b l e  t o  t h e  L e g i s l a t u r e ,  m a k e s  
f u t u r e  d i s p o s i t i o n  o f  i n c o m e  m o r e  d i f f i c u l t ,  f a i l s  t o  t i e  
r e i n v e s t m e n t  i n  t h e  p r i n c i p a l  t o  t h e  i m p a c t  o f  i n f l a t i o n ,  a n d  
m a y  e n c o u r a g e  s i g n i f i c a n t  c h a n g e s  i n  m a n a g e m e n t  a n d  
i n v e s t m e n t  s t r a t e g i e s .



A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

FINANCIAL PROJECTIONS 
(in millions)

as of March 10, 1986

* 5 "

PRINCIPAL INCOME ASSETS

Distributions Reserves
Dedicated Inflation

FY
FY 8egin 
Balance

Appro- State 
priations Revenues’

Inflation
Proofing

FY End 
Balance

Proofing
Shortfall

Net Inflation 
income Dividends Proofing

Add FY End 
(Delete) Balance

FY End 
Balance FY

78 54.4 54.4 1.8 55.0 78
79 54.4 84.1 138.5 8.0 140.5 79
80 138.5 344.4 .3 483.2 32.4 11.3 .3 502.9 80
81 483.2 900.0 335.1 .2 1,768.5 149.9 27.5 .2 58.7 53.7 1,874.6 81
82 1,768.5 800.0 400.5 2,969.0 368.4 71.1 185.1 243.8 3,301.7 82
83 2,959.0 400.0 421.0 231.2 4,021.2 471.1 107.9 231.2 110.0 353.8 4.593.0 83
84 4,021.2 300.0 366.2 150.9 4,838.3 529.5 175.0 150.9 203.6 557.4 5,530.8 84
85 4,838.3 300.0 368.0 234.6 5,740.9 657.8 217.3 234.6 205.9 763.3 6,722.9 85

86 5,740.9 356.7 217.7 6,315.3 750.9 277.8 217.7 255.4 1,018.7 7,611.8 86

87 6,315.3
•

296.4 271.1 6,882.8 725.7 313.5 271.1 141.1 1,159.8 8,356.1 87
88 6,882.8 271.6 429.3 7,583.7 770.7 343.5 429.3 ( 2.1) 1,157.7 9,084.9 88
89 7,583.7 266.2 471.0 8,320.9 836.3 374.1 471.0 ( 8.8) 1,148.9 9,843.9 89
90 8,320.9 255.9 514.6 9,091.4 904.5 398.8 514.6 ( 8.9) 1,140.0 10,630,2 90
91 9,091.4 251.0 560.5 9,902.9 976.0 421.3 560.5 ( 5.8) 1,134.2 11,458.4 91
92 9,902.9 249.6 609.2 10,761.7 1,051.9 453.9 609.2 ( 11.2) 1,123.0 12,338.6 92
93 10,761.7 251.6 660.8 11,674.1 1,131.9 490.1 660.8 ( 19.0) 1,104.0 13,268.2 93
94 11,674.1 249.9 715.4 12,639.4 1,216.0 528.0 715.4 ( 27.4) 1,076.6 14,244.0 94
95 12,639.4 247.7 773.2 13.660.3 1,304.3 568.0 773.2 ( 36.9) 1,039.7 15,268.0 95
96 13,660.3 237.9 833.9 14,732.1 1,396.5 610.1 833.9 ( 47.5) 992.2 16,334.4 96
97 14,732.1 235.6 898.1 15,865.8 1,493.0 654.2 898.1 ( 59.3) 932.9 17,452.9 97
98 15,865.8 224.9 965.4 17,056,1 1,593.7 700.4 965.4 ( 72.1) 860.8 18,617.3 98
99 17,056.1 157.3 1,032.8 18.246.2 1,695.9 748.3 1,032.3 ( 85.2) 775.6 19,770.1 99
0 18,246.2 88.0 1,100.1 19,434.3 1,796.8 797.6 1,100.1 ( 100.9) 674.7 20,906.6 0
1 19,434.3 48.3 1,169.0 20,651.6 1,897.4 847.7 1,169.0 ( 119.3) 555.4 22,054.7 1
2 20,651.6 54.0 1,242.3 21.947.9 2,001.1 898.5 1,242.3 ( 139.7) 415.7 23,262.1 2
3 21,947.9 59.7 1,320.5 23,328.1 2,110.4 950.2 1,320.5 ( 160.3) 255.4 24,533.7 3
4 23,328.1 63.9 1,403.5 24,795.5 2,225.5 1,003.1 1,403.5 ( 181.1) 74.3 25,872.9 4
5 24,795.5 71.2 1,363.2 25,229.9 128.8 2,347.1 1,058.2 1,363.2 ( 74.3) 27,288.1 5

3.575 Inflation FY S6 
10.645 Return FY 86 
4.105 Inflation FY 87 
9.255 Return FY 87 
6?, Average Inflation FY 83-05 
95 Average Return FY 88-05

ASSUMPTIONS
SOURCE: Alaska Department of Revenue 

305 Case Forecast - December 1985 
255 Pre-1980 Contribution Rate 
505 Post-1979 Contribution Rate

CURRENT LAW
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RESOLUTION OF THE BOARD OF TRUSTEES,
THE ALASKA PERMANENT FUND CORPORATION, REGARDING 

TARGET RATE OF RETURN AND 
ALLOCATION OF ASSETS TO BE INVESTED

RESOLUTION NO. 86-2

WHEREAS, the Trustees deem it appropriate to establish 

a target real rate of return (actual realized return less the 

rate of inflation); and

WHEREAS, the Trustees wish to establish a long term 

investment policy embodying a diversified allocation of assets 

for investment,

NOW THEREFORE BE IT RESOLVED that the Trustees adopt 

the target rate of return and a policy for the allocation of 

assets as set forth on Appendix A hereto.

PASSED AND APPROVED by the Board of Trustees of the 

Alaska Permanent Fund Corporation, this 10th day of March, 1986.

Byron I. Mallott, Chairman
Board of Trustees
Alaska Permanent Fund Corporation

ATTEST:

David A. Rose, Executive Director



ALASKA PERMANENT FUND CORPORATION 

BOARD OF TRUSTEES

APPENDIX A TO RESOLUTION 36-2 

LONG TERM INVESTMENT POLICY

The Trustees adopt a three percent (3%) real rate of return,

over and above inflation, as the average long term goal for a 

good, consistent investment result. This is to be measured 

against the average calendar year rate of change in the national 

consumer price index for urban consumers as the Fund is competing 

nationally, and the CPI is the most widely understood index of 

inflation.

The Trustees adopt the policy of incremental additional

investments in common stock up to seventeen and a half percent

(17.5%), at cost, of the Fund by June 30, 1987, market conditions 

permitting. The Fund balance shall be deemed to be the estimated 

value, at cost, of the Fund at the end of the fiscal year in which 

the investment is made. This would be done to maintain sixty-six 

and two-thirds percent (66 and 2/3%), at cost, of the stock 

portfolio on the basis of the Standard & Poor's 500 or closely 

related index and thirty-three and one-third percent (33 and 1/3%), 

at cost, of the stock portfolio with specialty, external managers. 

The latter firms, of which there are currently three, have been 

selected to pursue areas having prospects of growth and earnings 

that substantially exceed those of the market average.

The Trustees adept the policy of placing up to six and a 

half percent (6.5%) of the Fund into real estate mortgages, 

pools, participating mortgages and equity. Funds will be 

invested in accordance with the real estate investment policy 

adopted by the Trustees. The Fund will actively seek to include 

Alaskan properties as part of a properly diversified portfolio.



Long Term Investment Policy 
Appendix to Resolution 86-2 
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The Trustees adopt the policy of placing the remainder of 

the Fund which is seventy-six percent (76%) into fixed income 

security investments. Funds not utilized to meet common stock 

and real estate allocations shall also be placed into fixed 

income security investments. The pattern of investment in terms 

of maturity shall be established quarterly by motion of the 

Trustees. Of this allocation, $200.0 million is designated for 

use in connection with the Alaska Bank Certificates of Deposit 

Program and $80.0 million is designated for use in connection 

with the Alaska Home Mortgage Program.

The Trustees continue to be sensitive to the desire for 

more Alaskan investment as long as that is consistent with 

adequate geographic diversity for the Fund as a whole and 

offers yields and investment quality comparable with that 

available elsewhere.



P o u c h  4-1000 J u n e a u ,  A l a s k a  99802 
(907 ) 465-20*17 T e le x  099-46 -323

Alaska Permanent Fund Corporation

D A T E :  M a r c h  10, 1986

TO :  T r u s t e e s

FROM: D a v i d  A .  R o s e
E x e c u t i v e  D i r e c t o r

S U B J E C T :  A s s e t  A l l o c a t i o n

M E M O R A N D U M

On  a n  a n n u a l  b a s i s ,  t h e  T r u s t e e s  r e v i e w  o v e r a l l  i n v e s t m e n t  p l a n s  a n d  d e t e r m i n e  
t h e  o p t i m u m  m i x  o f  i n v e s t m e n t  v e h i c l e s .  I n  d e t e r m i n i n g  t h i s  m i x  ( o r  a l l o c : - t i o n  
o f  i n v e s t m e n t  a s s e t s )  s e v e r a l  e l e m e n t s  a r e  c o n s i d e r e d .  T h e s e  a r e :

a .  T h e  l o n g  t e r m  a v e r a g e  r a t e  o f  r e t u r n  b e i n g  s o u g h t ;

b .  T h e  a m o u n t  o f  r i s k  t h e  p o r t f o l i o  s h o u l d  b e  e x p o s e d  t o ;

c .  T h e  p r o b a b i l i t y  o f  p r e s e r v i n g  p r i n c i p a l ;

d .  T h e  p r o b a b i l i t y  o f  e a r n i n g  e n o u g l i  t o  o f f s e t  i n f l a t i o n ;

e .  T h e  p r o b a b i l i t y  o f  e a r n i n g  —  i n  t h e  c o m i n g  y e a r  —  t h e  a v e r a g e  r a t e
o f  r e t u r n  b e i n g  s o u g h t .

On F e b r u a r y  10, 1986, t h e  T r u s t e e s  m e t  i n  w o r k s e s s i o n  t o  d i s c u s s  v a r i o u s  a s s e t  
a l l o c a t i o n  m i x e s  a n d  t h e i r  r e s p e c t i v e  p r o b a b i l i t i e s  o f  a c h i e v i n g  c e r t a i n  g o a l s .  
T h e  T r u s t e e s  x j e r e  j o i n e d  b y  A d v i s o r s  R o g e r s ,  a n d  G r e e l e y ;  b y  c o n s u l t a n t s  P a u l  
S t .  P i e r r e  ( P e n s i o n  R e a l t y  A d v i s o r s )  a n d  D e n n i s  J .  G r e t i i e r  ( S E I ) ,  a n d  b y  s t a f f .

T h e r e  w a s  c o n s e n s u s  o n  t h e  f o l l o w i n g  p o i n t s :

a .  T h e  g o a l  t o  a c h i e v e  a  t h r e e  p e r c e n t  r e a l i z e d  r e a l  r a t e  o f  r e t u r n ,  o v e r  
t i m e ,  i s  r e a l i s t i c ;

b .  T h e  F u n d  s h o u l d  b e  m a n a g e d  o n  a  r i s k - a v e r s e  b a s i s  i n  s u c h  a  m a n n e r  
t h a t  t h e  i n v e s t m e n t  p r o c e s s  s h o u l d  p r e s e r v e  p r i n c i p a l  a s s e t s  a s  i t s  
h i g h e s t  p r i o r i t y ;

m u  mi vsfty
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c .  H o w e v e r ,  t h e  F u n d  s h o u l d  n o t  b e  s o  r i s k - a v e r s e  a s  t o  p r e c l u d e :  1) a  
h i g h  p r o b a b i l i t y  o f  e a r n i n g  a  p o s i t i v e  r e a l  r a t e  o f  r e t u r n  a n d  2) a n  
a c c e p t a b l e  p r o b a b i l i t y  o f  e a r n i n g  t h e  t a r g e t  r a t e ,  o v e r  t i m e ,  o f  t h r e e  
p e r c e n t .

S i x  a s s e t  a l l o c a t i o n  s c h e m e s  w e r e  e x p l o r e d  i n  d e p t h .  E a c h  i s  d e s c r i b e d  b e l o w :

I

T H E  P R E S E N T ,  ACTUAL P O R T F O L I O  M I X

T h i s  m i x  i s  t h e  m o s t  r i s k  a v e r s e  w i t h  a  s t a n d a r d  d e v i a t i o n  o f  8 .1  p e r c e n t .  I t  
p r o v i d e s  f o r :

S t o c k  15 p e r c e n t
R e a l  e s t a t e  2 p e r c e n t
B o n d s  83 p e r c e n t

U n d e r  h i s t o r i c a l  c o n d i t i o n s  i t  h a s  a  f i f t y  p e r c e n t  p r o b a b i l i t y  o f  e a r n i n g  a  2 .7  
p e r c e n t  r a t e  o f  r e t u r n  a n d  u n d e r  c u r r e n t  m a r k e t  c o n d i t i o n s  i t  h a s  a  f i f t y  
p e r c e n t  p r o b a b i l i t y  o f  e a r n i n g  a  4 .7  p e r c e n t  r a t e  o f  r e t u r n .

I I

T H E  PRESENT  TARGET  M IX

T h i s  t a r g e t  m i x ,  a d o p t e d  b y  t h e  T r u s t e e s ,  p r o v i d e s  f o r  a b e t t e r  p r o b a b i l i t y  o f  
r e t u r n s  w i t h  l i t t l e  a d d e d  r i s k .  T h e  m i x  i s :

S t o c k  15 p e r c e n t
R e a l  e s t a t e  5 p e r c e n t
B o n d s  80 p e r c e n t

T h e  s t a n d a r d  d e v i a t i o n  i s  8 .2  p e r c e n t  w i t h  a  f i f t y  p e r c e n t  p r o b a b i l i t y  o f  
e a r n i n g  a  4 .8  p e r c e n t  r e a l  r a t e  o f  r e t u r n  u n d e r  c u r r e n t  m a r k e t  c o n d i t i o n s .

I I I

M I X  FOR  T Y P I C A L  GOVERNMENTAL  P E N S IO N  FUND

T h i s  m i x  w a s  e x a m i n e d  i n  o r d e r  t o  v i e w  t h e  t y p e  o f  r i s k s  a n d  r e w a r d s  i n h e r e n t  i n  
t h e  a s s e t  a l l o c a t i o n  c u r r e n t l y  u s e d  b y  l a r g e  p u b l i c  p e n s i o n  f u n d s .  T h i s  m i x  i s :

S t o c i c 37 p e r c e n t
R e a l  e s t a t e 2 p e r c e n t
B o n d s 47 p e r c e n t
C a s h 14 p e r c e n t
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By  c o m p a r i s o n  t o  t h e  A l a s k a  P e r m a n e n t  F u n d ,  t h e  s t a n d a r d  d e v i a t i o n  r i s k  i s  
s u b s t a n t i a l l y  h i g h e r  (10 .2  p e r c e n t ) .  T h i s  i s  d u e  t o  t h e  h i g h  d e d i c a t i o n  o f  t h e  
p o r t f o l i o  t o  c om m o n  s t o c k .  A d d i t i o n a l l y ,  w h i l e  m a n y  l a r g e  p u b l i c  f u n d s  a r e  
c o n s t r a i n e d  t o  p r o t e c t  p r i n c i p a l ,  t h e y  a r e  p r i m a r i l y  d r i v e n  t o w a r d  e a r n i n g  
r e t u r n s  f o r  b e n e f i t  p a y m e n t  w i t h i n  a n  a c t u a r i l y  s o u n d  s c h e m e .  E m p l o y e r  
c o n t r i b u t i o n s  a r e  g e n e r a l l y  a v a i l a b l e  t o  g u a r a n t e e  a c t u a r i a l  s o u n d n e s s  i f  a  p o o r  
e a r n i n g s  r e c o r d  o c c u r s .  U n d e r  c u r r e n t  m a r k e t  c o n d i t i o n s ,  t h e r e  i s  a  f i f t y  
p e r c e n t  p r o b a b i l i t y  t h a t  a  r e a l  r a t e  o f  r e t u r n  o f  5 .5  p e r c e n t  w i l l  b e  a t t a i n e d  
u n d e r  t h i s  a l l o c a t i o n  m i x .

I V

M I X  FOR T Y P I C A L  CORPORATE  P E N S IO N  FUND

T h i s  m i x  h a s  t h e  m o s t  r i s k ,  
a :

5% p r o b a b i l i t y  t h a t  a  
25% p r o b a b i l i t y  t h a t  a 
50% p r o b a b i l i t y  t h a t  a 
75% p r o b a b i l i t y  t h a t  a

W i t h  a  s t a n d a r d  d e v i a t i o n  o f  13 .4 p e r c e n t ,  t h e r e  i s

17 .3% r e t u r n  w i l l  b e  r e a l i z e d ;
10 .6% r e t u r n  w i l l  b e  r e a l i z e d ;
6 .2 %  r e t u r n  w i l l  b e  r e a l i z e d ;
2 .0%  r e t u r n  w i l l  b e  r e a l i z e d ;

95% p r o b a b i l i t y  t h a t  a  -3 .8%  o r  b e t t e r  r e t u r n  w i l l  b e  r e a l i z e d .

T o  t h e  d e g r e e  t h a t  a  c o r p o r a t e  f u n d  c a n  c o n s i s t e n t l y  e a r n  h i g h  r e t u r n s ,  f e w e r  
d o l l a r s  m u s t  b e  e x p e n d e d  f o r  e m p l o y e e  b e n e f i t s .  T h e  r i s k / r e w a r d  e n g e n d e r e d  
o f f e r s  t h e  p r o s p e c t  o f  s u b s t a n t i a l  g a i n s  ( o r  l o s s e s )  w h i c h  t h e  p r i v a t e  s e c t o r  
g e n e r a l l y  h a s  m o r e  w i l l i n g n e s s  t o  a c c e p t  t h a n  t h e  p u b l i c  s e c t o r .

T h i s  m i x  i s  s e t  f o r t h  a s  f o l l o w s :

S t o c k
R e a l  e s t a t e
B o n d s
C a s h

54 p e r c e n t  
3 p e r c e n t  

30 p e r c e n t  
13 p e r c e n t

N o t e  t h e  s u b s t a n t i a l  d e d i c a t i o n  t o  s t o c k  w h i c h  i s  t h e  c a u s e  o f  t h e  h i g h e r  r i s k .

V

H I G H  P R O B A B I L I T Y  O F  E A R N I N G  A  T H R E E  P E R C E N T  

R E A L  R A T E  O F  R E T U R N  A T  L E A S T  R I S K

T h e  T r u s t e e s  e x a m i n e d  a s c e n a r i o  w h i c h  w o u l d  i n v o l v e  a  h i g h  p r o b a b i l i t y  (70 
p e r c e n t )  o f  a t t a i n i n g  a t h r e e  p e r c e n t  r e a l  r a t e  o f  r e t u r n  u n d e r  c u r r e n t  m a r k e t  
c o n d i t i o n s  w h i l e  m i n i m i z i n g  r i s k .  T h e  s t a n d a r d  d e v i a t i o n  i s  8 . 3  p e r c e n t .  T h a t  
m i x  i s :

S t o c k
R e a l  e s t a t e  
B o n d s

15 p e r c e n t  
10 p e r c e n t  
75 p e r c e n t
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VI

STRONGEST  C A N D ID A T E  S C EN A R IO

F o l l o w i n g  e x t e n s i v e  i n q u i r y  a n d  d i s c u s s i o n ,  t h e  T r u s t e e s  a s k e d  t h a t  t h e  f o l l o w ­
i n g  s c e n a r i o  b e  p r e s e n t e d  f o r  f u r t h e r  e x p l o r a t i o n  a t  t h e  M a r c h  10, 1986 m e e t i n g .  
T h e  m i x  i s :

T h e  s t a n d a r d  d e v i a t i o n  ( r i s k )  i s  8 . 8  p e r c e n t  w h i c h  i s  h i g h e r  t h a n  t h e  c u r r e n t  
t a r g e t  o f  8 . 2  p e r c e n t  a n d  s l i g h t l y  h i g h e r  t h a n  t h e  s t a n d a r d  d e v i a t i o n  f o r  t h e  
a s s e t  a l l o c a t i o n  m i x  u n d e r  s c e n a r i o  V .

W i t h  a  s l i g h t  i n c r e a s e  i n  r i s k  u n d e r  t y p i c a l  m a r k e t  c o n d i t i o n s  ( t a r g e t  s t a n d a r d  
d e v i a t i o n  r i s e s  f r o m  8 .2  t o  8 . 8 ) ,  t h e r e  i s  a  50 p e r c e n t  p r o b a b i l i t y  o f  e x c e e d i n g  
a  r a t e  o f  r e t u r n  o f  3 .2  p e r c e n t  a s  o p p o s e d  t o  2 .8  p e r c e n t .

C ommon  s t o c k  i n v e s t m e n t  a t  20 p e r c e n t  o f  p o r t f o l i o  r e m a i n s  c o n s e r v a t i v e ,  b u t  i t  
i s  s i g n i f i c a n t  e n o u g h  t o  h a v e  a  m a r k e d  e f f e c t  o n  t h e  r a t e  o f  r e t u r n .  T h e  a m o u n t  
o f  n e w  f u n d s  d e d i c a t e d  t o  t h e  s t o c k  m a r k e t  w i l l  b e  s l i g h t l y  l e s s  t h a n  t h e  a m o u n t  
c u r r e n t l y  b e i n g  p r o v i d e d .

T h i s  s c e n a r i o ,  u n d e r  c u r r e n t  m a r k e t  c o n d i t i o n s ,  p r o v i d e s  f o r  a :

99% p r o b a b i l i t y  t h a t  p r i n c i p a l  w i l l  b e  p r e s e r v e d ;
91% p r o b a b i l i t y  t h a t  p u r c h a s i n g  p o w e r  w i l l  b e  p r e s e r v e d ;
71% p r o b a b i l i t y  t h a t  a 3% r e a l  r a t e  o f  r e t u r n  w i l l  b e  a c h i e v e d .

A d d i t i o n a l l y ,  i t  p r o v i d e s  t h a t  t h e r e  i s  a :

5% p r o b a b i l i t y  t h a t  a  12 .2% r e t u r n  w i l l  b e  r e a l i z e d ;
25% p r o b a b i l i t y  t h a t  a  8 .0 %  r e t u r n  w i l l  b e  r e a l i z e d ;
50% p r o b a b i l i t y  t h a t  a  5 .2 %  r e t u r n  w i l l  b e  r e a l i z e d ;
75% p r o b a b i l i t y  t h a t  a 2 .4%  r e t u r n  w i l l  b e  r e a l i z e d ;
95% p r o b a b i l i t y  t h a t  a  - 1 .4 %  o r  b e t t e r  r e t u r n  w i l l  b e  r e a l i z e d .

S i n c e  t h e  c u r r e n t  v a l u e  o f  t h e  s t o c k  p o r t f o l i o  a t  m a r k e t  i s  a p p r o x i m a t e l y  20
p e r c e n t  o f  t h e  P e r m a n e n t  F u n d  a n d  s i n c e  t h e  r a c e  o f  f i l l  i m p l i e d  b y  r a i s i n g  t h e  
t a r g e t  f o r  r e a l  e s t a t e  t o  10% i s  i m p r a c t i c a b l e ,  s o m e w h a t  l o w e r  t a r g e t s  f o r  
c om m on  s t o c k  a n d  r e a l  e s t a t e  a r e  s u g g e s t e d  f o r  FY 1987.

S t o c k
R e a l  e s t a t e  
B o n d s

20 p e r c e n t  
10 p e r c e n t  
70 p e r c e n t

T h e  f o l l o w i n g  a s s e t  a l l o c a t i o n  m i x  t a r g e t s  a r e  s u g g e s t e d  f o r  FY 1987.
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S f o c k
R e a l  e s t a t e  
B o n d s *

* I n c l u d i n g :
M o r t g a g e s  @ $80 m i l l i o n  
A l a s k a  C . D ' s  @ $200 m i l l i o n

T h e  s t a n d a r d  d e v i a t i o n  ( r i s k )  f o r  t h i s  a l l o c a t i o n  m i x  i s  8 . 5 .  T h e  e x p e c t e d  r e a l  
r a t e  o f  r e t u r n  u n d e r  c u r r e n t  m a r k e t  c o n d i t i o n s  i s  5 .15  p e r c e n t  b a s e d  o n  a n  
e x p e c t e d  n o m i n a l  r e t u r n  o f  9 .25  p e r c e n t  a n d  a n  e x p e c t e d  i n f l a t i o n  r a t e  o f  4 .1  
p e r c e n t .

F r o m  
15 p e r c e n t  
5 p e r c e n t  

80 p e r c e n t

T o
17 .5  p e r c e n t  
6 . 5  p e r c e n t  

76 .0  p e r c e n t

D A R : e p



ASSET ALLOCATION

C o m p a r i s o n s *

S t o c k
R e a l  e s t a t e  
F i x e d - i n c o m e *

* I n c l u d i n g :  
M o r t g a g e s  
A l a s k a  C . D . s

J u n e  30 ,  1986 
$7 .5  B i l l i o n

% A m o u n t

15 $1 ,125  m i l l i o n
5 375 m i l l i o n

80 6 ,000  m i l l i o n

80 m i l l i o n  
200 m i l l i o n

J u n e  30 ,  1987 
$8 .3  B i l l i o n

% A m o u n t

17 .5  $1 ,453 m i l l i o n
6 .5  540 m i l l i o n

76 6 ,308  m i l l i o n

80 m i l l i o n  
200 m i l l i o n

A m o u n t s  a r e  a t  c o s t .
V a l u e  o f  s t o c k  p o r t f o l i o  a t  m a r k e t  a p p r o x i m a t e s  20% o f  t h e  m a r k e t  v a l u e  o f  t h e  
P e r m a n e n t  F u n d .

STOCK  RATE  OF F I L L

P a s s i v e  M a n a g e m e n t  
A c t i v e  M a n a g e m e n t

P r e s e n t  F i l l  
_  $30 .0  m i l l i o n / m o . *

2/3 $20 m i l l i o n / m o .
1/3 10 m i l l i o n / m o .

P r o p o s e d  F i l l  
B e g i n n i n g  J u l y  1986 

$27 .5  m l 1 l i o n / m o .

$11.67 m i l l i o n / i n o . * *  
15.83 m i l l i o n / i n u . * *

Total $30 m i l l  i o n / m o , $ 2 7 . 5 0  m i l l i o n / m o ,

* P l u s  $84 m i l l i o n  B a t t e r y m a r c h  a d j u s t m e n t .

’''■•''Maintains 2/3 - 1/3 b a l a n c e  b y  a d j u s t i n g  f o r  B a t t e r y m a r c h  t r a n s f e r  t o  
p a s s i v e  m a n a g e m e n t .



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of January 31, 1936

PRINCIPAL INCONE ASSETS

Distributions Reserves
Dedicated Inflation   — ...........-.....

FY
FY Begin 
Balance

Appro- State 
priations Revenues'

Inflation
Proofing

FY End 
Balance

Proofing
Shortfall

•let
IncomeDividends

Inflation
Proofing

Add FY End 
(Delete) Balance

FY End 
Balance FY

78 54.4 54.4 1.3 55.0 78
79 54.4 84.1 133.5 8.0 140.5 79
80 133.5 344.4 .3 483.2 32.4 11.3 .3 592.9 80
81 483.2 900.0 385.1 .2 1,768.5 149.9 27.5 .2 58,7 58.7 1,374.6 81
82 1,768.5 800.0 400.5 2.969.0 363.4 71.1 185.1 243.3 3,301.7 82
83 2,969.0 400.0 421.0 231.2 4.021.2 471.1 107.3 231.2 110.0 353.8 4,593.0 83
84 4,021.2 300.0 366.2 150 g 4,833,3 529.5 175.0 1'j.9 203.6 557.4 5,530.8 84
85 4,838.3 300.0 J68.0 234a 5,740.9 657.8 217.3 234.6 205.9 763.3 6,77?.9 85

86 5.740.9 356.7 217.7 6,315.3 750,9 277.8 217.7 1,018.7 7,611.3 86

87 6,315.3 396.7 7,003.4 705.1 311.4 396.7 ( 3.0) 1,015.7 3,335.5 87
38 7.G03.4 m,6 436.8 7,716.8 769.0 341.2 436.8 ( 9.0) 1,006.7 9,064.7 88
89 7,716.8 266.2 479.0 8,462.0 834.7 371.7 479.0 ( 16.0) 990.7 9.824.4 89
«0 8,462.0 255.9 523.1 9,241.0 902.9 396.3 523.1 ( 16.5) 974.2 10,611.5 90
91 9,241.0 251.0 569.5 10,061.5 974.5 418.6 569.5 ( 13.6) 960.6 11,440.7 91
92 10,061.5 249.6 618.7 10,929.8 1,050,5 453.2 613.7 ( 21.4) r '9.2 12,322.2 92
93 10,929.8 251.6 670.9 11,852.3 1,130.4 439.3 670,9 ( 29.S) %;.4 13,251.0 93
94 11,852.3 249.9 726.1 12,328.3 1,214.4 527.3 726.1 ( 39.0) 870.4 14,226.0 94
95 12,828.3 247.7 784.6 13,360.0 1,302.6 567.2 784.6 ( 49.2) 821.2 15,249.0 95
96 13,863.6 23?. 9 845.9 14,944.4 1,394,3 609.3 845.9 ( 60.4) 760,8 16,314.5 55
97 1 ,,944.4 235.6 910.8 16,090.8 1,491.2 653.3 910.8 ( 72.9) 687.9 17.432.0 97
98 16,090.8 224.9 978.9 17,234.6 1,591.3 699.5 973.9 ( 36.6) 601.3 18,595.4 98
99 17,294.6 157.3 1,047.1 18,499.0 1,5Q3.9 747.4 1,047.1 ( ICO.6) 500.7 19,747.1 59
0 13,499.0 83.0 1,115.2 19,702.2 1,734.7 796.6 1,115.2 ( 117.1) 383.6 .'0.882.4 0
1 19,702.2 48.3 1,135.0 20,935.5 1,395.2 8“6.7 1,135.0 ( 136.5) 247.1 22,029.3 1
2 20.935.5 54.0 1,259.4 22,248.9 1,993.3 897.4 1,239.4 ( 153.0) 89.1 22,235.4 2
3 22,243.9 59.7 1,243.3 23,555.6 90.5 2,103.0 949.1 1,243.0 ( 39.1) 24,505.7 3
4 23,556.6 63.9 1,221.0 24,841.5 196.2 2,223.0 1,002.0 1,221.0 25,343.5 4
5 24.841.5 71.2 1,287.5 26,200.2 207.3 2,344.4 1,056.9 1,237.5 27,257.1 5

ASSUMPTIONS

' SOURCE: Alaska Department of Revenue 3.57°, Inflation FY 36
30? Case Forecast - December 1935 10.64?, Return FY 36
25? Pre-1980 Contribution Rate 6? Average Inflation FY 87-05
50? Post-1979 Contribution Rate 9? Average Return FY 87-05





Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

M E M O R A N D U M

D ATE :  M a r c h  4 ,  1985

TO :  R e c l p i

FROM: D a v i d  A .  R o s e
E x e c u t i v e  D i r e c t o r

5 n a n c i a l  S t a t e m e n t s

SU B J E C T :  R e p o r t  H i g h l i g h t s

A t t a c h e d  p l e a s e  f i n d  t h e  C o r p o r a t i o n ' s  f i n a n c i a l  s t a t e m e n t s  f o r  t h e  m o n t h  o f  
J a n u a r y  1986 a n d  f o r  t h e  f i r s t  s e v e n  m o n t h s  o f  t h e  f i s c a l  y e a r .

D u r i n g  J a n u a r y ,  F u n d  a s s e t s  c l i m b e d  b y  a l m o s t  $100 m i l l i o n .  T h i s  c a n  b e  
a t t r i b u t e d  t o  n e t  e a r n i n g s  o f  $60 ,516 ,000  a n d  t h e  r e c e i p t  o f  d e d i c a t e d  S t a t e  
r e v e n u e s  o f  $38 ,900 ,000 .

On J a n u a r y .  31,  1986, t h e  e q u i t y  o f  t h e  A l a s k a  P e r m a n e n t  F u n d ,  a t  c o s t ,  w a s  
$ 7 ,1 7 3 ,6 0 4 ,0 0 0 .  T h i s  i s  b r o k e n  d ow n  i n t o  f o u r  e l e m e n t s  a s  f o l l o w s :

F u n d  p r i n c i p a l
S e v e n - m o n t h  r e s e r v e  f o r  1986 d i v i d e n d s  
S e v e n - m o n t h  r e s e r v e  f o r  1986 i n f l a t i o n - p r o o f i n g  
U n d i s t r i b u t e d  i n c o m e

$ 5 ,961 ,725 ,000
160.974.000
128 .050 .000
922 .855 .000

$7 ,1 73 ,60 4 ,0 0 0

We c u r r e n t l y  p r o j e c t  t h a t  t h e  F u n d  w i l l  e a r n  r e a l i z e d  n e t  i n c o m e  o f  
$750 ,900 ,000  t h i s  f i s c a l  y e a r .  E a r n i n g s  r a t e s  a r e  p r o j e c t e d  a s  f o l l o w s :

N o m i n a l  r a t e  o f  r e t u r n  
I n f l a t i o n  r a t e

J.0.64 p e r c e n t  
3 .57  p e r c e n t

Real rate of return 7.07 percent
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A d d i t i o n a l l y ,  t h e  F u n d  h a s  s u b s t a n t i a l  u n r e a l i z e d  g a i n s  ( p a p e r  p r o f i t s )  o n  i t s  
i n v e s t m e n t s .  C u r r e n t l y ,  t h e s e  u n r e a l i z e d  g a i n s  e x c e e d  $625 m i l l i o n  ( s e e  n o t e s  
t o  t h e  f i n a n c i a l  s t a t e m e n t s  it4 a n d  it5 ) .

A t  i t s  m e e t i n g  o n  F e b r u a r y  10, 1986,  t h e  C o r p o r a t i o n ' s  B o a r d  o f  T r u s t e e s  
d i s c u s s e d  l e g i s l a t i o n  r e c e n t l y  i n t r o d u c e d  a n d  u n d e r  d e b a t e .  I n  t h i s  r e g a r d ,  
t h e  T r u s t e e s  h a v e  e n c o u r a g e d  p a s s a g e  o f  a  b i l l  w h i c h  w o u l d  a p p r o p r i a t e  t h e  
b a l a n c e  o f  t h e  U n d i s t r i b u t e d  I n c o m e  A c c o u n t  a t  J u n e  30 ,  1986 ( e s t i m a t e d  t o  b e  
$1.01 b i l l i o n )  t o  t h e  p r i n c i p a l  o f  t h e  F u n d .  T h i s  a p p r o p r i a t i o n  i s  e n c o u r a g e d  
a s  a " s t a n d - a l o n e "  a c t i o n  a n d  s h o u l d  n o t  b e  c o n t i n g e n t  o n  a d o p t i o n  o f  a n y  
o t h e r  l e g i s l a t i o n  w h i c h  f u n d a m e n t a l l y  c h a n g e s  d i s p o s i t i o n  o f  F u n d  e a r n i n g s .  
C u r r e n t l y ,  t h e  a p p r o p r i a t i o n  _ i s c o n t i n g e n t  u p o n  p a s s a g e  o f  a b i l l  w h i c h  
c h a n g e s  t h e  i n f l a t i o n - p r o o f i n g  c a l c u l a t i o n ,  c h a n g e s  t h e  d i v i d e n d  c a l c u l a t i o n ,  
a b o l i s h e s  t h e  u n d i s t r i b u t e d  i n c o m e  a c c o u n t  a n d  e l i m i n a t e s  f i v e - y e a r  a v e r a g i n g .  
T h e  T r u s t e e s  h a v e  c o u n s e l e d  t h a t  s u c h  a c t i o n  e r r o n e o u s l y  p l a c e s  f o c u s  o n  
s h o r t - t e r m  p e r f o r m a n c e  r a t h e r  t h a n  o n  l o n g - t e r m  i n v e s t m e n t .  I n  t h e  T r u s t e e s '  
v i e w ,  t h i s  l e g i s l a t i o n  c r e a t e s  v o l a t i l i t y  a n d  i n s t a b i l i t y  a t  t h e  v e r y  p o i n t  i n  
A l a s k a ' s  h i s t o r y  w h e n  s t a b i l i t y  i s  g r e a t l y  n e e d e d  a n d  s h o u l d  b e  a g g r e s s i v e l y  
p u r s u e d .

T h e  i n f l a t i o n  r a t e  u s e d  v c a l c u l a t e  t h e  f i s c a l  y e a r  1986 i n f l a t i o n - p r o o f i n g  
h a s  b e e n  e s t a b l i s h e d  a t  3 .5 7 % .  T h i s  i s  i n  a c c o r d a n c e  w i t h  ( i )  AS 3 7 .1 3 .1 4 5 ,  
w h i c h  d i r e c t s  t h a t  a n  a m o u n t  s u f f i c i e n t  t o  o f f s e t  t h e  i m p a c t  o f  i n f l a t i o n ,  a s  
m e a s u r e d  b y  a n a t i o n a l l y  r e c o g n i z e d  i n d e x ,  b e  t r a n s f e r r e d  f r o m  n e t  i n c o m e  t o  
p r i n c i p a l  a t  t h e  e n d  o f  e a c h  f i s c a l  y e a r ,  a n d  ( i i )  B o a r d  o f  T r u s t e e s  
R e s o l u t i o n  83-7 ,  w h i c h  e s t a b l i s h e s  t h e  p r e v i o u s  c a l e n d a r  y e a r  a v e r a g e  o f  t h e  
U n i t e d  S t a t e  C o n s u m e r  P r i c e  I n d e x  f o r  a l l  u r b a n  c o n s u m e r s  a s  t h e  n a t i o n a l l y  
r e c o g n i z e d -  i n d e x  t o  b e  u s e d  a t  t h e  e n d  o f  e a c h  f i s c a l  y e a r .  T h i s  r a t e  o f  
p e r c e n t a g e  c h a n g e  i n  t h e  c a l e n d a r  y e a r  a v e r a g e  f r o m  1984 t o  1985 h a s  b e e n  
c a l c u l a t e d  a s  f o l l o w s :

MONTH 1984 1985

JAN 305.2 316.1
F EB 306 .6 317.4
MAR 307.3 318 .8
APR 308.8 320.1
MAY 309.7 321 .3
JUN 310.7 322 .3
JUL 311.7 322 .8
AUG 313 .0 323 .5
SEP 314 .5 324 .5
OCT 315 .3 325.5
NOV 315 .3 326 .6
DEC 315 .5 327 .4

AVERAGE : 311.1 322 .2

322.2  - 311.1 = 3 .57%
311 .1
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T h e  T r u s t e e s  i l l  c o n v e n e  t h e i r  n e x t  m e e t i n g  i n  J u n e a u  o n  M o n d a y ,  M a r c h  10, 
1986 a t  8 : 0C a . m . ,  a t  t h e  o f f i c e s  o f  t h e  f u n d  a t  801 W.  10 th  S t r e e t .  T h e  
m e e t i n g  w i l l  f o c u s  u p o n  c h a n g e s  i n  i n v e s t m e n t  p o l i c y ,  t h e  a l l o c a t i o n  o f  
i n v e s t m e n t  a s s e t s ,  g o a l s ,  l e v e l s  o f  r i s k  a n d  e x p e c t e d  r e t u r n s .  O p e r a t i o n s  
r e p o r t s  w i l l  a l s o  b e  p r e s e n t e d .

DAR:bm



ALASKA PERMANENT FUND CORPORATIONSTATEMENT OF PORTFOLIO ASSETS, LIABILITIES AND FUND EQUITY
J A N U A R Y  3 1 ,  1 9 8 6

A S S E T S

A M O U N T

C a s h

R e c e i  v a b l e s

Investments;
M a r k e t a b l e  d e b t  s e c u r i t i e s -  

R e p u r c h e s a  a g r e e m e n t s  

S h o r t - t e r m  i s s u e s

I n t e r m e d i a t e  a n d  l o n g - t e r m  i s s u e s

T o t a l  m a r k e t a b l e  d e b t  s e c u r i t i e s

R e a l  E s  t a  t e -

E q u i t y  p o o l s  

P a r t i c i p a t i n g  m o r t g a g e s  

G e n e r a l  p a r t n e r s h i p  

L i m i t e d  p a r t n e r s h i p

T o t a l  r e a l  e s  t a  t •

P r e f e r r e d  & c o m m o n  s t o c i .

C o n v e n t i o n a l  m o r t g a g e s  

A l a s k a  c e r t i f i c a t e s  o f  d e p o s i t

T o t a i  i n v e s t m e n t s

P r o p e r t y  a n d  e q u i p m e n t ,  n e t  o f  

a c c u m u l a t e d  d e p r e c i a t i o n

T o t a l  a s s e t s

1

11
7 8

1 4 

1
_2

9 7

I 00

S 3 7 6 , 0 0 0

1 9 6 , 9 0 2 , 0 0 0

3 8 , 9 0 0 , 0 0 0  

4 0 , 7 3 3  , 0 0 0  

5^5 23^.148^000

5^602^782^,000

5 0 . 6 2 7 . 0 0 0

4 7 . 1 0 2 . 0 0 0

5 8 . 4 4 6 . 0 0 0  

 2 5 ^ 5 5 3 ^ 0 0 0

1 8 1 . 7 2 8 . 0 0 0

9 9 3 . 0 5 0 . 0 0 0

5 0 . 2 7 4 . 0 0 0  

 1 4  8 ^ 5  25_,  0 0  0

6 , 9 7 6 , 3 5 9 , 0 0 0

4 9 4 ^ 0 0 0

s ZjIZ I u I I I K ooo

l J 1 5 1 L 1 I J . e s  

A c c o u n t s  p a y a b ! e 5 2 6  ,  0 0 0

E 0 U  J J Y  

C o n t r i b u t e d  e q u i t y

R e s e r v e  f o r  i n f l a t i o n  a n d  d i v i d e n d s  

T o t a l  e q u i t y

Total liabilities & equity

8 3  5 , 9 6 1 , 7 2 5 , 0 0 0

.11 1*211*212*222

155 1*112*222*222

1 2 2  s lA 1 2 *1 2 2 *ooo



ALASKA PERMANENT FUND CORPORATION
S T A T E M E N T  OF R E V E N U E S  AND O P E R A T I N G  E X P E N S E S  

J A N U A R Y  3 1 ,  1 9 8 6

CURRE NT  MONTH Y E A R - T O - D A T E------------- — — — — — — — — —----------

R E V E N U E S :

I n t e r e s t S 5 4  , < 1 7 9 , 0 0 0 $ 3 7 7 , 6 3 2 , 0 0 0

F e e s  e a r n e d  o n  l o a n e d  s e c u r i t i e s 2 6 4 , 0 0 0 2 , 1 6 5 , 0 0 0

D i v i d e n d s 2 , 2 5 1 , 0 0 0 2 2 , 7 8 3 , 0 0 0

R e a l  e s t a t e  c a s h  f l o v / 3 3 2 , 0 0 0 2 , 6 9 1 , 0 0 0

R e a l i z e d  g a i n s  ( l o s s e s )  o n  t h e  s a l e  o f  -

M a r k e t a b l e  d e b t  s e c u r i t i e s ( 2 2 5 , 0 0 0 ) 2 4  , 8 9 5  , 0 0 0

C o m m o n  s t o c k ___ 3 ^ . 2 3 2 ^ 0 0 0 - 1 5 ^ . 3 7 2 ^ 0 0 0

T o t a l  g a i n s 2 , 9 0 7  , 0 0 0 4 4  , 2 6 7  , 0 0 0

U n r e a l i z e d  g a i n  o n  r e a l  e s t a t e _______ 8 9  5 ^ 0 0 0 ____1^.4 5 5 ^ 0 0 0

C r o s s  r e v e n u e s - J H z l l J L i O O O 4 5 0 ^ 9 9 3 ^ 0 0 0

E X P E N S E S :

S a l a r i e s  a n d  b e n e f i t s 6 8 , 0 0 0 4 3 9 , 0 0 0

T r a v e l 5 , 0 0 0 3 9 , 0 0 0

T r u s t e e  h o n o r a r i a 2 , 0 0 0 8 , 0 0 0

C o m m u n  i c a t  i  o n  s 1 2 , 0 0 0 6 7 , 0 0 C

C o n s u l t i n g  a n d  s t u d i e s ,  a d v i s o r s 8 , 0 0 0 1 7 0 , 0 0 0

P r i n t i n g  a n d  a d v e r t i s i n g 8 ,  0 0 0

R e n  t a 1 s 1 3 , 0 0 0 7 6 , 0 0 0

C u s t o d y  a n d  s a f e k e e p i n g  f e e s 7 3 , 0 0 0 2 6 9 , 0 0 0

C o m m o n  s t o c k  a n d  r e a l  e s t a t e  m g m t .  f e e s 4 0 0 , 0 0 0 1 , 1 0 9 , 0 0 0

M o r t g a g e  s e r v i c e  f e e s 1 5 , 0 0 0 9 9  , 0 0 0

P u b l i c  i n f o r m a t i o n  a n d  e d u c a t i o n  p r o g r a m 5 , 0 0 0 3 3 , 0 0 0

D e p r c c i  a t i o n 6 , 0 0 0 3 7 , U 0 0

O t h e r ___________5 ^ 0 0 0 _________2 4 ^ 0 0 0

T o t a l  O p e r a t i n g  E x p e n s e s _______6 ^ 2 j, 0 0 0 ___ 2 ^ 3 7 8 ^ 0 0 0

N e t  1 n c o m e S _ 6 0 i 5 2 6 J, 0 C 0 5 1 1 5 j. 5 1 5 . z OOO



ALASKA PERMANENT FUND CORPORATION
STATEMENT OF CHANCES IN FUND EQUITY 

JANUARY 3 1 ,  1 9 0 6

Reserve for
C u r r e n t  M o nt h T o t a l

C o n t r i  b u t e d  

E q u i t y

I n f l a t i o n  and 

D i v i d e n d s

Undi  s t r i b u t e d  

1 ncome

B a l a n c e ,  December  3 1 ,  1985 S 7 , 0 7 4 , 1 8 7  , 0 0 0 $ 5 , 9 2 2 , 8 2 5 , 0 0 0 $ 1 , 1 5 1 , 3 6 3 , 0 0 0

N e t  i n c o me  f r o m  o p e r a t i o n s 6 0 , 5 1 6 , 0 0 0 6 0 , 5 1 6 , 0 0 0

D e d i c a t e d  s t a t e  r e v e n u e s 3 8 , 9 0 0 , 0 0 0 3 8 , 9 0 0 , 0 0 0

P r o v i s i o n  f o r  19 8 6  d i v i d e n d s 2 2 , 4 3 2 , 0 0 0 ( 2 2 , 4 3 2 , 0 0 0 )

P r o v i s i o n  f o r  19 8 6  i n f l a t i o n  

p r o o f i n g 1 B , %  3 , 0 0  0 (1 8 , 9 4 3 , 0 0 0 )

P r o v i s i o n  f o r  f u t u r e  i n f l a t i o n  

a nd d i v i d e n d s 1 9 , 1 4 1 , 0 0 0 ( 1 9 , 1 4 1  , 0 0 0 )

B a l a n c e ,  J a n u a r y  3 1 ,  1986 S 7 , 1 7 3 , 6 0 4 , 0 0 0 $ 5 , 9 6 1  , 7 25  , u 0 0 $ 1 , 2 1 1 , 8 7 9 , 0 0 0 $

Y e a r - t o - D a t e

B a l a n c e ,  J un e  3 0 ,  1 9 8 5 S 6 , 5 0 ' , , 2 0 6 , 0 0 0 S 5 , 7 4 0 , 9 4 2 , 0 0 0 S 7 6 3 , 2 6 4 , 0 0 0

N e t  i n c o me  f r o m  o p e r a t i o n s 4 4 8 , 6 1 5 , 0 0 0 4 4 8 , 6 1 5 , 0 0 0

D e d i c a t e d  s t a t e  r e v e n u e s 2 2 0 , 7 8 2 , 0 0 0 2 2 0 , 7 8 2 , 0 0 0

C i t i z e n  c o n t r i b u t i o n 1 , 0 0 0 1 , 0 0 0

P r o v i s i o n  f o r  19 8 6  d i v i d e n d s 1 6 0 , 9 7 4 , 0 0 0 ( 1 ^ 0 , 9 7 4 , 0 0 0 )

P r o v i s i o n  f o r  1986 i n f l a t i o n  

p r o o f i n g 1 2 8 , 0 5 0 , 0 0 0 ( 1 2 8 , 0 5 0 , 0 0 0 )

P r o v i s i o n  f o r  f u t u r e  i n f l a t i o n  

and d i v i d e n d s 1 5 9 , 5 9 1 . 0 0 0 ( 1 5 9 . 5 9 1 , 0 0 0 )

B a l a n c e ,  J a n u a r y  3 1 ,  1 9 8 6 S 7 , 1 7 3 , 6 0 4 , 0 0 0 $ 5 , 9 6 1 , 7 2 5 , 0 0 0 S 1 , 211 , 8 7 9 , 0 0 0 S



A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  

S T A T E M E N T  OF C H A N G E S  I N  C O N D I T I O N  

J A N U A R Y  3 1 ,  1 9 8 6

F U N D S  WE R E  P R O V I D E D  B Y :

I n v e s t m e n t  o p e r a t i o n s ‘  

t l e t  i  n c o m e

I t e m s  n o t  a f f e c t i n g  f u n d s -  

Amo  r t  i  z  a t  i  o n 

D e p r e c i  a t i o n  

I n c r e a s e  i n  r e c e i v a b l e s  

& p r e p a i d  e x p e n s e s  

I n c r e a s e  ( D e c r e a s e )  i n  

a c c o u n t s  p a y a b l e  

U n d i s t r i b u t e d  r e a l  e s t a t e  

c a s h  f l o y /

U n r e a l i z e d  g a i n  o n  r e a l  

e s t a t e

T o t a l  p r o v i d e d  b y  o p e r a t i o n s

S a 1 e s  "

Marketable securities 
C o m m o n  s t o c k

T o t a l  s a l e s

M a t u r i t i e s  o f  d e b t  o b l i g a t i o n s  

C o n v e n t i o n a l  m o r t g a g e  r e p a y m e n t s  

C i t i z e n  c o n t r i b u t i o n  

C o n t r i b u t i o n s  f r o m  t h e  S t a t e  

of Alaska

T o t a l  f u n d s  p r o v i d e d

F U N D S  WERE U S E D  F O R :

P u r c h a s e s -

M a r k e t a b l e  s e c u r i t i e s

C o n v e n t i o n a l  m o r t g a g e s

C o m m o n  s t o c k

R e a l  e s t a t e  e q u i t y

P r o p e r t y  & e q u i p m e n t

A l a s k a  c e r t i f i c a t e s  o f  d e p o s i t

T o t a l  p u r c h a s e s  

P a y m e n t s  t o  t h e  S t a t e  o f  A l a s k a  

T o t a l  f u n d s  u s e d  

N e t  c h a n g e  i n  f u n d s

C U R R E N T  M O N T H

60,516,000

( 199,000 ) 
6,000

__9.j_9Zi^000

2 A5, 3 68 , 000
.11^226^000

2 58 , 59A,000

3*1,562 , 000 
362,000

38^900^000

312^388^000

252,A 98,000 
1 ,1 55,000 

A 2, 560,000 
5,000,000

_16_i 525^000 

317,738,000

.HZ aZZJLOOO

21^650^000

-  A -

YEAR-T0-DATE

A A8 , 615,GOO

( I ,23A ,000 ) 
37,000

(8,310,000) 

(8A6 ,000 ) 

( 152,000 )

11^155^000)

.it Zi.zC55.i000

2 ,938 , 1 1 3 , 000
98^077^000

3 ,036,990,000

A97,A98,000 
3 ,559,000 

1 , 000

220,782,001

U 9 5^185^, 0 00

3 ,50A ,973 ,000 
5 ,8A8 , 00 0 

3AA,62A ,000 
50 , A71 ,000 

172,000 
 111^0^5^001.

3 , 9A7,113,000

21_7̂ 2Zll_t 000

A .16A,387,000

.H_l098_iooo
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ALASKA PERMANENT FUND CORPORATIONSTATEMENT OF CHANCES IN CONDITION
( c o n t i n u e d )

 C U R R E N T _ M O N T H   _____ Y E A R ^ T O ^ D A T E _____

S U M M A R Y _ O F _ C H A N C E S

D e c r e a s e  i n c a s h  S ( 2 5 0 , 0 0 0 )  $ ( 5 0 2 , 0 0 0 )

I n c r e a s e  i n  r e p u r c h a s e

a g r e e m e n t s   2 k , 9 0 0 , 0 0 0 )  _______ 31 , 6 0 0 , 0 0 0

N e t  C h a n g e  i n  F u n d s  $ ______ 2 4 ^ 6 5  0 ^ 0 0  0 S  3 0 9 ^ ^ 0 0 0

-5-



ALASKA PERMANENT FUND CORPORATION
NOTES TO THE F I NANCI AL  STATEMENTS 

JANUARY 3 1 ,  1 9 8 6

ENT I T Y :

The C o n s t i t u t i o n  o f  t h e  S t a t e  o f  A l a s k a  was amended by p u b l i c  r e f e r e n d u m  i n  1 9 7 6  

t o  p r o v i d e  f o r  t h e  a u t o m a t i c  s e g r e g a t i o n  o f  a p o r t i o n  o f  c e r t a i n  n a t u r a l  r e ­

s o u r c e  r e v e n u e s  w h i c h  a r e  d e d i c a t e d  t o  t h e  P e r m a n en t  F un d.  Th e p r i n c i p a l  o f  t h e

P e r m a n e n t  Fund i s  t o  b e  i n v e s t e d  i n  p e r p e t u i t y .  The S t a t e  L e g i s l a t u r e  c r e a t e d

t h e  A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  ( t h e  " C o r p o r a t i o n " ) ,  a p u b l i c  c o r p o r a t i o n  

s e p a r a t e  f r o m  t h e  a g e n c i e s  o f  S t a t e  g o v e r n m e n t  and g o v e r n e d  b y  a Board o f  

T r u s t e e s ,  t o  manage t h e  i n v e s t m e n t s  o f  t h e  P e r m a n e n t  F un d .  By lav/ ,  a p o r t i o n  o f

t h e  a n n u a l  e a r n i n g s  i s  made a v a i l a b l e  t o  t h e  S t a t e -  f o r  t h e  p a y m e n t  o f  d i v i d e n d s ,  

and a p o r t i o n  o f  t h e  a n n u a l  e a r n i n g s  i s  c o n t r i b u t e d  t o  t h e  p r i n c i p a l  o f  t h e  

P e r m a n e n t  Fund s u f f i c i e n t  t o  o f f s e t  t h e  i m p a c t  o f  i n f l a t i o n .  The b a l a n c e  i s  

r e t a i n e d  by t h e  C o r p o r a t i o n  i n  a r e s er v e -  f o r  f u t u r e  i n f l a t i o n  and d i v i d e n d s  

a c c o u n t .

S I G N I F I C A N T  ACCOUNTING P O L I C I E S :

C o n t r i b u t i o n s  -

C o n t r i b u t i o n s  by  o p e r a t i o n  o f  s t a t u t e  a r e  r e c o r d e d  when t h e y  become due f r o m  t h e  

S t a t e ,  i . e . , when c e r t a i n  r e v e n u e s  a r e  r e c e i v e d  b y  t h e  S t a t e  D e p a r t m e n t  o f  

N a t u r a l  R e s o u r c e s .

C o n t r i b u t i o n s  by  a p p r o p r i a t i o n  a r e r e c o r d e d  when t h e y  a r e  r e c e i v e d .

D e p r e c i a t i o n  -

F u r n i t u r e  and e q u i p m e n t  i s  d e p r e c i a t e d  on a s t r a i g h t - l i n e  b a s i s  o v e r  a t h r e e  

y e a r  u s e f u l  l i f e .  O t h e r  p r o p e r t y  i s  d e p r e c i a t e d  o n  a s t r a i g h t - l i n e  b a s i s  o v e r  a 

f i v e  y e a r  u s e f u l  l i f e .

D i v i d e n d  a p p r o p r i a t i o n s  -

C u r r e n t  l a w  d i r e c t s  t h a t  o n e - h a l f  o f  a f i v e  y e a r  m o v i n g  a v e r a g e  o f  t h e  n e t  

i n co me o f  t h e  C o r p o r a t i o n ,  e x c l u d i n g  u n r e a l i z e d  g a i n s  and l o s s e s ,  b e  made 

a v a i l a b l e  f o r  t h e  p a yme n t  o f  d i v i d e n d s  e a c h  y e a r .

F u n ds  -

F or  p u r p o s e s  o f  t h e  S t a t e m e n t  o f  Changes i n  F i n a n c i a l  P o s i t i o n ,  t h e  t e r m  " F u n d s "  

h a s  been d e f i n e d  as c a s h  and r e p u r c h a s e  a g r e e m e n t s .



Inflation Impact -
The i m p a c t  o f  i n f l a t i o n  i s  mea s u r e d  by t h e  U n i t e d  S t a t e s  Consumer  P r i c e  I n d e x  

c a l e n d a r  y e a r  a v e r a g e  f o r  a l l  u r b a n  c o ns ume rs  a p p l i e d  a g a i n s t  t h e  b a l a n c e  o f  

c o n t r i b u t e d  e q u i t y  a t  t h e  end o f  t h e  f i s c a l  y e a r .

I n t e r e s t  I ncome -

I n t e r e s t  i n c o m e  on a l l  s e c u r i t i e s  i s  a c c r u e d  m o n t h l y  as e a r n e d .

I n t e r e s t  i n co me i s  shown n e t  o f  a m o r t i z a t i o n  o f  p r e m i i m s  and a c c r e t i o n  o f  

d i s c o u n t s .

I n v e s t m e n t s  -

I n a c c o r d a n c e  w i t h  t h e  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s '  

S t a t e m e n t  o f  P o s i t i o n  o f  t h e  A c c o u n t i n g  S t a n d a r d s  D i v i s i o n  No.  7 8 - 1 0 ,  i n v e s t ­

me n t s i n  t h e  a g g r e g a t e  a r e  v a l u e d  a s  f o l l o w s :

lj/£e

M a r k e t a b l e  d e b t  s e c u r i t i e s ’

P r e f e r r e d  and common s t o c k  

Real  e s t a t e

C o n v e n t i o n a l  m o r t g a g e s  

A l a s k a  c e r t i f i c a t e s  o f  d e p o s i t

Ba s i s

C o s t  a d j u s t e d  f o r  a m o r t i z a t i o n  

o f  pr emi ums  and a c c r e t i o n  o f  

d i  s c o u n t s  

Lower o f  c o s t  o r  m a r k e t  

M a r k e t  

C o s t  

C o s t

R eal  e s t a t e  i n v e s t m e n t s  a r e  c a r r i e d  a t  c o s t  u n t i l  i n d e p e n d e n t  a p p r a i s a l s  a r e  

made.  The c a r r v i n g  v a l u e  i s  t he n  a d j u s t e d  t o  r e f l e c t  m a r k e t  v a l u e  a s  d e t e r m i n e d  

by  t h e  i n d e p e n d e n t  a p p r a i s a l s .

R e a l i z e d  g a i n s  o r  l o s s e s  on t h e  s a l e  o f  i n v e s t m e n t s  a r e  d e t e r m i n e d  by s p e c i f i c  

i d e n t i  f i  c a t i  o n .

3 .  RECEIVABLES AND PREPAI D EXPENSES

R e c e i v a b l e s  and p r e p a i d  e x p e n s e s  c o n s i s t e d  o f  t h e  f o l l o w i n g  os o f  J a n u a r y  3 1 ,  

1 9 8 6 :

S t a t e  o f  A l a s k a  d e d i c a t e d  r e v e n u e s  S 1 0 , 9 ' i 6 , 0 0 0

P u r c h a s e d  i n t e r e s t  r e c e i v a b l e  1 1 , 5 3 8 , 0 0 0

A c c r u e d  i n t e r e s t  r e c e i v a b l e  1 7 1 , 1 5 1 , 0 0 0

D i v i d e n d s  r e c e i v a b l e  3 , 2 0 8 , 0 0 0

Co mmi t me n t  f e e s ,  r e a l  e s t a t e  1 , 0 0 0

P r e p a i d  e x p e n s e s  _______ 5 8 , 0 0 0

5 1 9 6 , 9 0 2 , 0 0 0

ft.  MARKETABLE DEBT SECURI TI ES

The e s t i m a t e d  m a r k e t  v a l u e s ,  v e r s u s  a m o r t i z e d  c o s t ,  o f  d e b t  s e c u r i t i e s  a t  

J a n u a r y  3 1 ,  1986 ar e  a s  f o l l o w s :
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COST MARKET

UNREALIZED

CAIN ( L 0 S 5 ) Y I EL D

R e p u r c n a s e  A g r e e m e n t s  $ 3 6 , 9 0 0 , 0 0 0  $ 3 8 , 9 0 0 , 0 0 0  S 7 . 9 3

S h o r t  Term I s s u e s  A 0 , 7 3 A , 0 0 0  A O , 7 3 A , 0 0 0  7 . 5 A

I n t e r m e d i a t e  and Long

Term I s s u e s  5 , 5 23  . 1 A 8 , 0 0 0  5 , 9 6 5 , A 7 6 , 0 0 0  A A 2 , 3 2 8 , 0 0 0  1 1 . 1 6

5 5 , 6 0 2 , 7 8 2 , 0 0 0  5 6 , 0 A 5 , 1 1 0 , 0 0 0  5 A A 2 , 3 2 8 , 0 0 0  11 . 11

A l l  o f  t h e  C o r p o r a t i o n ' s  i n v e s t m e n t  s e c u r i t i e s  a r e  h e l d  by  c o m m e r c i a l  l e n d i n g  

i n s t i t u t i o n s  p u r s u a n t  t o  c u s t o d i a l  a g r e e m e n t s .

The a v e r a g e  w e i g h t e d  l i f e  o f  d e b t  s e c u r i t i e s  a t  J a n u a r y  3 1 ,  1 9 8 6  i s :  8 y e a r s ,

0 m o n t h s .

5 .  COMMON STOCK

A t  J a n u a r y  3 1 ,  1 9 8 6 ,  t h e  i n v e s t m e n t  i n  p r e f e r r e d  and common s t o c k  was v a l u e d  a t  

a c o s t  o f  $ 9 9 3 , 0 5 0 , 0 0 0 .  w h i c h  was l e s s  t h a n  t h e  a g g r e g a t e  m a r k e t  v a l u e  o f

5 1 , 1 8 0 , 1 6 5 , 0 0 0  on t h a t  d a t e .  T h i s  r e s u l t s  i n  an u n r e a l i z e d  g a i n  o f  5 1 8 7 , 1 1 5 , 0 0 0 .  

The d i v i d e n d  y i e l d  on p r e f e r r e d  and common s t o c k  a mo un t ed t o  A . A3 p e r c e n t .

6 .  REAL ESTATE:

The C o r p o r a t i o n  h as  p u r c h a s e d  c e r t a i n  r e a l  e s t a t e  i n v e s t m e n t s .  The u n d e r l y i n g  

p r o p e r t i e s  c o n s t i t u t i n g  t h e s e  i n v e s t m e n t s  i n c l u d e ,  b u t  a r e  n o t  l i m i t e d  t o ,  

o f f i c e  b u i l d i n g s  and s h o p p i n g  m a l l s .  C e r t a i n  t e r m s  u n i q u e  t o  t h e s e  i n v e s t m e n t s  

a r e  as  f o l l o w s :

E q u i t y  P o o l s  -

A t  J a n u a r y  3 1 ,  1 9 8 6 ,  t h e  i n v e s t m e n t  i n  CPI was v a l u e d  a t  m a r k e t  a s  d e t e r m i n e d  by 

an i n d e p e n d e n t  a p p r a i s a l  a t  December 3 1 ,  1 9 8 9 j  and t h e  i n v e s t m e n t  i n  JMD I I  was 

v a l u e d  a t  m a r k e t  as  d e t e r m i n e d  by an i n d e p e n d e n t  a p p r a i s a l  a t  December 3 1 ,  1 9 8 5 .

P a r t i c i p a t i n g  Real  E s t a t e  M o r t g a g e s  -

The i n v e s t m e n t  i n  p a r t i c i p a t i n g  r e a l  e s t a t e  m o r t g a g e s  c o n v e y s  an u n d i v i d e d  

i n t e r e s t  i n  r e a l  p r o p e r t i e s  a c q u i r e d  i n  c o n n e c t i o n  w i t h  l o a n s  made on and 

c o l  l a t e r a l i z e d  by c e r t a i n  r e a l  e s t a t e .  F u t u r e  a d j u s t m e n t s  t o  m a r k e t  v a l u e  w i l l  

be d e t e r m i n e d  b y  t h e  c o mb i ne d  t o t a l  o f  ( i )  i n d e p e n d e n t  a p p r a i s a l s  o f  t h e  r e a l  

p r o p e r t i e s ,  and ( i i )  t h e  d i f f e r e n c e  be t we e n  t h e  p r e s e n t  v a l u e  o f  t h e  m o r t g a g e s  

and t h e  o u t s t a n d i n g  p r i n c i p a l  b a l a n c e  o f  t h e  n o t e s  a t  y e a r  e n d .  Terms o f  t h e  

m o r t g a g e  n o t e s  p r o v i d e  f o r  i n t e r e s t  and s e r v i c e  f e e s  a t  c e r t a i n  r a t e s  p e r  annum.  

In a d d i t i o n ,  t h e  C o r p o r a t i o n  w i l l  p a r t i c i p a t e  t o  t h e  e x t e n t  o f  i t s  p e r c e n t a g e  o f  

o w n e r s h i p  i n  f u t u r e  n e t  c a s h  f l o w s  d e r i v e d  f r o m  l e a s i n g  t h e  p r o p e r t i e s .  The 

t o t a l  a mo un t  o f  i n t e r e s t  and n e t  c a s h  f l o w  each y e a r  i s  l i m i t e d  t o  t h e  maximum 

r a t e  f o r  i n t e r e s t  a l l o w e d  u n d e r  a p p l i c a b l e  s t a t e  o r  f e d e r a l  l a w .

-8-



An i n d e p e n d e n t  a p p r a i s a l  o f  t h e  p r o p e r t i e s  o f  t h e  l i m i t e d  p a r t n e r s h i p  was com­

p l e t e d  on J u n e  3 0 ,  1 9 8 5 .  The a p p r a i s a l  i n d i c a t e d  a 2. 2 ' f % i n c r e a s e  i n  n e t  a s s e t  

v a l u e .  T h e  t o t a l  u n r e a l i z e d  g a i n  f o r  t h e  C o r p o r a t i o n  i m o u n t e d  t o  5 5 6 0 , 0 0 0 .  A t  

J a n u a r y  3 1 ,  1 9 8 6 ,  t h e  i n v e s t m e n t  was v a l u e d  a t  m a r k e t  as  d e t e r m i n e d  a t  J u n e  3 0 ,  

1 9 8 5 ,  and a d j u s t e d  f o r  s u b s e q u e n t  c a s h  f l o w s  and d i s t r i b u t i o n s .

T h e  C o r p o r a t i o n  w i l l  p a r t i c i p a t e  t o  t h e  e x t e n t  o f  i t s  p e r c e n t a g e  o f  o w n e r s h i p  i n  

f u t u r e  n e t  c a s h  f l o w  d e r i v e d  f r o m  l e a s i n g  t h e  p r o p e r t i e s .  The g e n e r a l  p a r t n e r  

may c a l l  f o r  an a d d i t i o n a l  o n e - t i m e  c a p i t a l  c o n t r i b u t i o n  f r o m  t h e  C o r p o r a t i o n  o f  

up t o  S I , 2 5 0 , 0 0 0 .

G e n e r a l  P a r t n e r s h i p s  -

The C o r p o r a t i o n  w i l l  p a r t i c i p a t e  t o  t h e  e x t e n t  o f  i t s  p e r c e n t a g e  o f  o w n e r s h i p  i n  

f u t u r e  n e t  c a sh  f l o w  d e r i v e d  f r o m  l e a s i n g  t h e  p r o p e r t i e s .  A d d i t i o n a l  c o n t r i b u ­

t i o n s  t o  c a p i t a l  s h a l l  o n l y  b e  made by  a g r e e m e n t  o f  a l l  t h e  p a r t n e r s  and i n  

p r o p o r t i o n  t o  t h e i r  r e s p e c t i v e  p a r t n e r s h i p  i n t e r e s t s .  R e s p o n s i b i l i t y  f o r  

p r o p e r t y  and i n v e s t m e n t  management  o f  t h e  p a r t n e r s h i p s  i s  v e s t e d  i n  r e a l  e s t a t e  

a d v i s o r s  u nd e r  c o n t r a c t  t o  t h e  C o r p o r a t i o n .  I n v e s t m e n t  man age ment  f e e s  a r e  

shown as p e r i o d  e x p e n s e s  o f  t h e  C o r p o r a t i o n .

7 .  CONTRIBUTED EQUITY

The p r i n c i p a l  b a l a n c e  o f  t h e  A l a s k a  P e r m a n e n t  Fund a t  J a n u a r y  3 1 ,  1S86 was 

composed o f  t h e  f o l l o w i n g  e l e m e n t s :

Limited Partnership -

8 .  RESERVE FOR INFLATI ON AND DI VI DENDS

The T r u s t e e s  o f  t h e  P e r m a n e n t  Fund h a v e  d e s i g n a t e d  t r i e  b a l a n c e  o f  t h e  u n d i s t r i b ­

u t e d  i n c o me  a c c o u n t  t o  be c o n t i n u o u s l y  r e s e r v e d  f o r  f u t u r e  i n f l a t i o n  i m p a c t  and 

d i v i d e n d  p a y m e n t s .  A l t h o u g h  t h e  S t a t e  L e g i s l a t u r e  c o u l d  l e g a l l y  a p p r o p r i a t e  

t h i s  a mo u n t  f o r  o t h e r  p u r p o s e s ,  i n  t h e  o p i n i o n  o f  t h e  T r u s t e e s ,  t h i s  d e s i g n a t e  n 

i s  i n  a c c o r d a n c e  w i t h  t h e  s t a t e d  p u r p o s e  o f  u n d i s t r i b u t e d  i n c o m e ,  i . e . ,  t o  

p r o v i d e  a r e s e r v e  f o r  t h e  c u r r e n t  s t a t u t o r y  u s e s  o f  C o r p o r a t i o n  i ncome a g a i n s t  

t h e  p o s s i b i l i t y  o f  f u t u r e  d e c l i n e s  i n  t h a t  i n c o m e .  Such a r e s e r v e  i s  i n t e n d e d  

t o  e n a b l e  t h e  C o r p o r a t i o n  t o  f u l l y  o f f s e t  t h e  i m p a c t  o f  i n f l a t i o n  and s t i l l  

m a i n t a i n  a c o n s t a n t  l e v e l  o f  d i v i d e n d s  i n  y e a r s  when P e r m a n e n t  Fund e a r n i n g s  a r e  

n o t  enou gh  t o  do b o t h .

D e d i c a t e d  s t a t e  r e v e n u e s  $ 2 , 6 A 5 , 0 2 6 , 0 0 0

A p p r o p r i a t i o n s  f r o m  t h e  S t a t e  2 , 7 0 0 , 0 0 0 , 0 0 0

P r o v i s i o n  f o r  i n f l a t i o n  

C i t i z e n  c o n t r i b u t i o n

6 ' 5 , 6 9 7 , 0 0 0  

 2,000
S 5 , 9 6 1 , 7 2 5 . 0 0 0
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******

T h e  S o a r d  or T r u s t e e s

A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n

G e n t l e m e n :

The f i n a n c i a l  r e p o r t  and s t a t e m e n t s  p r e s e n t e d  h e r e i n  w e r e  p r e p a r e d  f r o m  t h e  

b o o k s  o f  a c c o u n t  w i t h o u t  a u d i t ,  and no i n d e p e n d e n t  o p i n i o n  o n  t h e  f a i r n e s s  o f  

t h e s e  s t a t e m e n t s  h a s  been r e n d e r e d .

S i  n c e r e l y ,

P e t e r  A .  B u s h r e  

C o m p t r o l l e r

10-



A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

FINANCIAL PROJECTIONS 
(in millions)

as of January 31, 1986

PRINCIPAL INCOME ASSETS

Distributions Reserves
Dedicated Inflation      —

FY
FY Begin 
Balance

Appro­
priations

State
Revenues'

Inflation
Proofing

FY End 
Balance

Proofing
Shortfall"

Net Inflation 
Income Dividends Proofing

Add FY End 
(Delete) Balance

FY End 
8aiance FY

78 54.4 54.4 1.8 55.0 78
79 54.4 84.1 133.5 8.0 140.5 79
80 133.5 344.4 .3 483.2 32.4. 11.8 .3 502.9 80
81 483.2 900.0 385.1 .2 1,768.5 149.9 27.5 .2 53.7 58.7 1,874.6 81
82 1,763.5 800.0 400.5 2,969.0 368.4 71.1 185.1 243.8 3,301.7 82
83 2,969.0 400.0 421.0 231.2 4,021.2 471.1 107.9 231.2 110.0 353.8 4,593.0 83
84 4,021.2 300.0 366.2 150.9 4,833.3 529.5 175.0 150.9 203.6 557.4 5,530.8 84
85 4,838.3 300.0 368.0 234.6 5,740.9 657.8 217.3 234.6 205.9 763.3 6,722.9 85

86 5,740.9 356.7 217.7 6,315.3 75G.9 277.8 217.7 255.4 1,018.7 7,611.3 86

87 6,315.3 296.4 395.7 7,003.4 705.1 311.4 396.7 ( 3.0)1.015.7 3,335.5 87
88 7,003.4 271.6 436.8 7,716.8 769.0 341.2 436.8 ( 9.0) 1,006.7 9,064.7 88
89 7,716.8 266.2 479.0 3,462.0 834.7 371.7 479.0 ( 16.0) 990.7 9.824.4 89
90 8,462.0 255.9 523.1 9,241.0 902.9 396.3 523.1 ( 16.5) 974.2 10,611.5 90
91 9,241.0 251.0 569.5 10,061.5 974.5 418.6 569.5 ( 13.6) 960.6 11,440.7 91
92 10,061.5 249.6 618.7 10,929.8 1,050.5 453.2 618.7 ( 21.4) 939.2 12.322.2 92
93 10,929.8 251.6 670.9 11,852.3 1,130.4 439.3 670.9 ( 29.8) 909.4 13,251.0 93
94 11.852.3 249.9 726.1 12,828.3 1,214.4 527.3 726.1 ( 39.0) 870.4 14,226.0 94
95 12,828.3 247.7 784.6 13,860.6 1,302.6 567.2 784.6 ( 49.2) 821.2 15,249.0 95
95 13,860.6 237.9 845.9 14,944.4 1,394.8 609.3 845.9 ( 60.4) 760.3 16,314.5 96
97 14,944.4 235.6 910.8 16,090.8 1,491.2 653.3 910.8 ( 72.9) 687.9 17,432.0 97
93 16,090.8 224.9 973.9 17.294.6 1,591.8 639.5 973.9 ( 36.6) 601.3 13,595.4 98
99 17,294.6 157.3 1,047.1 18,499.0 1,693.9 747.4 1.047.1 ( ICO.6) 500.7 19,747.1 59
0 13,499.0 83.0 1,115.2 19,702.2 1,794.7 795.6 1,115.2 ( 117.1) 383.6 20,882.4 0
1 19,702.2 48.3 1.185.0 20,935.5 1,895.2 546.7 1,135.0 ( 136.5) 247.1 22,029.3 1
2 20.935.5 54.0 1,259.4 22,248.9 1,993.3 897.4 1,259.4 ( 153.0) 89.1 23,235.4 2
3 22,248.9 59.7 1,243.0 23.556,6 00.5 2,103.0 349.1 1,243.0 ( 89.1) 24,505.7 3
4 23,556.6 63.9 1,221.0 24,841.5 196.2 2,223.0 1,002.0 1,221.0 25,843.5 4
5 24,841.5 71.2 1,287.5 26,200.2 207.3 2,344.4 1,055.9 1,237,5 27,257.1 5

* SOURCE: Alaska Departnent of Revenue 3.571 Inflation FY S6
301 Case Forecast - Pecenber 1985 10.64° Return FY 86
251 Pre-1980 Contribution Rate 6". Average Inflation FY 87-05
501 Post-1979 Contribution Rate 91 Average Return FY 87-05
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O f f e r e d :  2 / 1 9 / 8 6
R e f e r r e d :  R u l e s

IN T H E  S E N A T E  BY  T H E  F I N A N C E  C O M M I T T E E

CS F O R  S E N A T E  B I L L  NO. 346 ( F i n a n c e )

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " An A c t  r e l a t i n g  to t h e  i n c o m e  of the A l a s k a  p e r m a ­

ne n t  fund; a n d  p r o v i d i n g  f o r  an  e f f e c t i v e  d a t e . "

B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. AS 3 7 . 1 3 . 1 4 0  is a m e n d e d  to read:

Sec. 3 7 . 1 3 . 1 4 0 .  I N C O M E .  N e t  i n c o m e  o f  the c o r p o r a t i o n  s h a l l  

[MUST] be c o m p u t e d  a n n u a l l y  as of  the las t  d a y  of the f i s c a l  y e a r  in 

a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  e x c l u d i n g  

any u n r e a l i z e d  g a i n s  or  l o s s e s .  I n c o m e  a v a i l a b l e  f o r  d i s t r i b u t i o n  

e q u a l s  t he [ A V ERAGE] net i n c o m e  of th e  c o r p o r a t i o n  f or t h e  [ L A S T  F I V E  

F I S C A L  Y E A R S ,  I N C L U D I N G  T HE] f i s c a l  y e a r  j u s t  e n d e d  [, B U T  M A Y  N OT 

E X C E E D  N E T  I N C O M E  O F  T H E  C O R P O R A T I O N  F O R  T H E  F I S C A L  Y E A R  J U S T  E N D E D  

P L U S  T H E  B A L A N C E  IN T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  D E S C R I B E D  IN 

A S  3 7 . 1 3 . 1 4 5 ] .

* Sec. 2. A S  3 7 . 1 3 . 1 4 5  is a m e n d e d  to read:

Sec. 3 7 . 1 3 . 1 4 5 .  D I S P O S I T I O N  O F  I N C O M E .  At  the e n d  of e a c h  

f i s c a l  y e a r ,  in o r d e r  [AN A M O U N T  S U F F I C I E N T ]  to h e l p  o f f s e t  the e f f e c t  

of i n f l a t i o n  o n  p r i n c i p a l  of  the A l a s k a  p e r m a n e n t  f u n d  d u r i n g  that 

y e ar, 50 p e r c e n t  of the i n c o m e  a v a i l a b l e  f or d i s t r i b u t i o n  u n d e r  

AS__37^1 3 ^ 1 4 0  [AS M E A S U R E D  BY  A N A T I O N A L L Y  R E C O G N I Z E D  I N D E X , ]  s h a l l  be 

t r a n s f e r r e d  [ F R O M  N E T  I N C O M E  AS  D E F I N E D  IN AS  3 7 . 1 3 . 1 4 0 ,  E X C L U D I N G  

I N C O M E  ON  T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  IN T H E  A L A S K A  P E R M A N E N T  

F U N D , ]  to t he p r i n c i p a l  of the A l a s k a  p e r m a n e n t  f u n d  f o r  r e i n v e s t m e n t .  

T h e  b a l a n c e  of the [NET] i n c o m e  a v a i l a b l e  f o r  d i s t r i b u t i o n  u n d e r  [AS 

D E F I N E D  IN] AS  3 7 . 1 3 . 1 4 0  s h a l l  b e  t r a n s f e r r e d  to the d i v i d e n d  fund

O r i g i n a l  s p o n s o r s :  H a l f o r d ,  K e r t t u l a ,
F a i k s , e t  s i



2

3

4

5

6

1 e s t a b l i s h e d  u n d e r  A S 4 3 . 2 3 . 0 4 5  [ U N D I S T R I B U T E D  I N C O M E  A C C O U N T  IN T H E  

A L A S K A  P E R M A N E N T  FUND. M O N E Y  IN T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  

S H A L L  BE I N V E S T E D  IN I N V E S T M E N T S  A U T H O R I Z E D  i D E R  AS  3 7 . 1 3 . 1 2 0 .  

I N C O M E  F R O M  T HE I N V E S T M E N T  O F  T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  S H A L L  

B E  T R E A T E D  AS  A N  A D D I T I O N  T O  T H A T  A C C O U N T ] .

* Sec. 3. T h i s  Act t a k e s  e f f e c t  J u l y  1, 1986.

CSSB 346(Fin) -2-



B Y  H A L F O R D ,  K E R T T U L A ,  F A I K S , 
S T U R G U L E V S K I , V. F I S C H E R ,

I N  T H E  S E N A T E  E L I A S O N  A N D  B E N N E T T

S E N A T E  B I L L  NO. 346

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  B I L L

F o r  an  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to t he i n c o m e  of  t h e  A l a s k a  p e r m a­

nen t  fund; a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

8 B E  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

9 * S e c t i o n  1. A S  .'7.13.140 is a m e n d e d  to read:

Sec. 3 7 . 1 3 . 1 4 0 .  I N C O M E .  N e t  i n c o m e  of t he c o r p o r a t i o n  s h a l l

[MUST] be  c o m p u t e d  a n n u a l l y  as of t h e  last d a y  of  th e  f i s c a l  y e a r  i n  

a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  e x c l u d i n g  

any u n r e a l i z e d  g a i n s  or l o s s e s .  I n c o m e  a v a i l a b l e  f or d i s t r i b u t i o n  

e q u a l s  the [A V E R A G E ]  n et i n c o m e  of t he c o r p o r a t i o n  f o r  the [LAST F I V £  

F I S C A L  Y E A R S ,  I N C L U D I N G  THE] f i s c a l  y e a r  j u s t  e n d e d  [, B U T  M A Y  NOT 

E X C E E D  N E T  I N C O M E  O F  T H E  C O R P O R A T I O N  F O R  T H E  F I S C A L  Y E A R  J U S T  E N D E D  

P L U S  T H E  B A L A N C E  IN T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  D E S C R I B E D  IN 

A S  3 7 . 1 3 . 1 4 5 ] .

* Sec. 2. A S  3 7 . 1 3 . 1 4 5  is a m e n d e d  to read:

Sec. 3 7 . 1 3 . 1 4 5 .  D I S P O S I T I O N  O F  I N C O M E .  At  t h e  e n d  of e a c h  

f i s c a l  year, in o r d e r [AN A M O U N T  S U F F I C I E N T ]  to h e l p  o f f s e t  the e f f e c t  

of  i n f l a t i o n  on p r i n c i p a l  of th e  A l a s k a  p e r m a n e n t  fun d  d u r i n g  that 

y e a r ,  50 p e r c e n t  of  the i n c o m e  a v a i l a b l e  f o r  d i s t r i b u t i o n  u n d e r  

A S  3 7 . 1 3 . 1 4 0 [AS M E A S U R E D  BY A  N A T I O N A L L Y  R E C O G N I Z E D  I N D E X , ]  s h a l l  be 

t r a n s f e r r e d  [ F ROM N E T  I N C O M E  A S  D E F I N E D  IN  A S  3 7 . 1 3 . 1 4 0 ,  E X C L U D I N G  

I N C O M E  ON T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  IN T H E  A L A S K A  P E R M A N E N T  

F U N D , ]  to the p r i n c i p a l  of  the A l a s k a  p e r m a n e n t  fund f or r e i n v e s t m e n t .  

T h e  b a l a n c e  of  the [NET] i n c o m e  a v a i l a b l e  f or d i s t r i b u t i o n  u n d e r  [AS 

D E F I N E D  IN] A S  3 7 . 1 3 . 1 4 0  s h a l l  be t r a n s f e r r e d  to t he d i v i d e n d  f u n d
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e s t a b l i s h e d  u n d e r  A S  43.23.041' [ U N D I S T R I B U T E D  I N C O M E  A C C O U N T  I N  T H E  

A L A S K A  P E R M A N E N T  FUND. M O N E Y  IN  T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  

S H A L L  B E  I N V E S T E D  IN I N V E S T M E N T S  A U T H O R I Z E D  U N D E R  A S  3 7 . 1 3 . 1 2 0 .  

I N C O M E  F R O M  T H E  I N V E S T M E N T  OF  T H E  U N D I S T R I B U T E D  I N C O M E  A C C O U N T  S H A L L  

EE T R E A T E D  AS A N  A D D I T I O N  TO  T H A T  A C C O U N T ] .

*  Sec. 3. T h i s  A c t  t a k e s  e f f e c t  o n  the e f f e c t i v e  d a t e  o f  an A c t  a p p r o­

p r i a t i n g  the u n e x p e n d e d  a n d  u n o b l i g a t e d  b a l a n c e  of t h e  u n d i s t r i b u t e d  i n c o m e  

a c c o u n t  in t he A l a s k a  p e r m a n e n t  fund to t h e  p r i n c i p a l  of t h e  A l a s k a  p e r m a­

ne n t  fund.




