


STEVE COWPER, GOVERNOR

OEIMKTMEJVT OF IIEVENI E P.O. BOXS
JUNEAU, ALASKA 99811-0400

OFFICE OF THE COMMISSIONER PHONE: (907) 465-2300

April 17.. 1987

The Honorable John Sund

Chairman, House Judiciary Committee
Alaska State Legislature

P.O. Box V

Juneau, AK 99811

Dear Chairman Sund:

The Administration, and this department, support CS for HB 207 with
enthusiasm. In essence, the bill provides that capital gains, either of
stocks or bonds, will be added to principal beginning next fiscal year.
However, capital gains will continue to be used in calculations of the
size of future dividends.

The advantages of the bill are two: it offers a way to build the
Permanent Fund without external contributions (the size and timing of
which are very uncertain at this juncture). It also assures that
decisions to sell will be governed by the quality of various securities
and by the best professional judgment on the direction of financial
markets

HWVtmkw
87-77

cc: The Honorable Fran Ulmer
Chair, House State Affairs Committee

The Honorable Mike Davis, Sponsor
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A laska State Legislature

Representative M ike Davis

P.0. Box V Interim Office:
Juneau, Alaska 99811 P.0. Box 81435
(907) 465-4930/4941 Fairbanks, Alaska 99708
MEMORANDUM
To: House Sta irs Committee
From: Rep. Mike Davip]£
Re: Legislation relating to capital gains on sales of

Investments from the Alaska permanent fund
Date: April 13, 1987

The recent sale of permanent fund stocks has b
management of permanent fund earnings to the a
AlasKa residents, Under current law, revenue
the sale of stock _are deposited into the earn
permanent fund. This has not always bean the
when the orlﬁlnal Iaw was enacted, "It require
?ams from the sale 'ﬁ)ermanent fund stock b
he principle of the .

HB 207 requires that capital gains

fund investments be deposited into p

permanent fund. [t is the intent |

remove the incentive of management decis

mvestments from bemq based “on the current

u dget in ang part|cu ar fiscal year, Thes
ncia
e

DX —w

be made based on the trends of the fina
long term investment plan of the Perman

n
In addition, this Ieg| slation could provide ad
inflation proofing to the Fu d for years when 50%
earnings will not equal |nf|at|on pT

HB 208 would deposit the FY 87 capital gains
investments into the principle of the pérman
years capital gains is approximately $220,82
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May, 1988

Copies of minutes listed below were originally included
in this file. The minutes are available on the STAIRS
database OMPR In order to save space copies of minutes
have not been left in the files. .

Mary Van Nimwegen
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HOUSE COMMITTEE REPORT
FURTHER REFERRALS

DATE

y Committee has considered

n Act relating to capital gains on sales of investments from the Alaska
rmanent fund; and providing for an effective date."

replace with LS 1 S + ) [ ] the same title
attached amendment(s) [ a new title
[ ] do pass

[ ] do not pass

[ ] no recommendation

[ ] individual recommendations

[ 1 additional referral to the Committee

letter of intent

CACHES HEf? FISCAL NOTE(s)

| fiscal impact [ ] same as previous fiscal note
] zero fiscal note published
| zero with analysis [ ] same as previous zero fiscal

note published

SIGKEKG OTH3®7 EECX>13IEinr\TT.0nS:

Chairman's signature



Alaska Permanent Fund Corporation

Pouch 4-1000 Juneau, Alaska 99802
(907) 465-2047 Telex 099-46-323

MEMORANDUM

DATE: April 13, 1987
TO: Representative Mike Davis
FROM: Jim Kelly
Research & Liaisson Officer
SUBJECT: Financial Projections for House Bills Nos. 207 and 208
Per your request, | have prepared several financial projections which

depict the impact of your proposed legislation on future Permanent Fund
balances, earnings and distributions.

STATUS QUO: This financial projection shows the projected principal
balances, earnings and dividend distributions assuming no changes in
existing law.

HOUSE BILL NO. 207: This financial projection shows the effect of
enacting HB 207. This bill would leave the status quo unchanged except
that at the end of each fiscal year (effective with fiscal 1987), all net
realized capital gains would be added to Fund principal.

In a year such as fiscal 1987, when earnings are sufficiently high and the
rate of inflation is sufficiently low to allow full payment of dividends
and inflation-proofing, HB 207 would have the effect of transferring to
Fund principal net realized capital gains that otherwise would remain in
the Earnings Reserve Account in the Permanent Fund subject to appropriation
by the legislature.

For fiscal 1987, from July 1, 1986 to March 13,1987, the amount of net
realized capital gains totals $322.6 million.

In a year when there are insufficient earnings to fully pay both dividends
and inflation-proofing, under the provisions ofHB 207, dividends would
still get first priority, and all the remaining incomewould be added to
principal.



HB 207 and HB 208 -2- April 13, 1987

SPONSOR SUBSTITUTE HOUSE BILL NO. 207; The proposed SS HB 207 differs from
the original version of the bill in that each year's dividend calculations
would exclude net capital gains realized effective with fiscal 1987.

As you can see, the amount paid to the Dividend Fund for fiscal 1987 would
be reduced from $389 million, under both the status quo and the original
version of HB 207, to $322 million. This would have the effect of reducing
this year's per capita dividends from approximately $723 to $595. The
sponsor substitute also has the effect of reducing dividends for the next
four years, relative to the status quo.

However, beginning in fiscal 1992, dividends would become larger than under
existing law because of the impact of the increased amount of Fund principal
which, in turn, produces higher earnings. In fact, over the long term,
compared to the status quo, SS HB 207 actually produces a cumulatively-
higher total amount of:

* dividends - $13,655 billion versus $13,631 billion;
* principal - $26,577 billion versus $25,927 billion; and
* net income - $31,017 billion versus $30,343 billion.

It should be noted that none of the financial projections produced by the
Corporation include any future capital gains. This is not to say that
there won't be any, but rather that it is impossible to project for them.
Whether or not the Corporation will realize a particular capital gain in
either stocks or bonds depends on the performance of the financial markets
at a particular time and the current investment strategy of the Trustees.

Attached for your information are two charts which shows the capital gains
which the Corporation has realized on an historical basis.

HOUSE BILL NO. 208: This financial projection shows the effect of adding
to principal the capital gain realized from the extraordinary sale of stock
which took place between February 26 - March 13 of this year: $220,829,000.



REALIZED GAINS IN STOCKS
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REALIZED GAINS IN BONDS
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

& of MchA) 1%

FRNIPAL D&
] Digrbutios Rnes
Fr8on Apo QIS]:I?em Inflation FyEd Igﬂgjuim \
n jon Rr Gpa Inflation Gred A FrHd

F Blae piaios Rwaes* Poofing Blae S(mfalr? Ircre DMcach OMoets™ Rooirg Rrid - (Odlete) Bilane
B 9 % 2
B A & 1D . 7
8) ]:9 m @ & 12 12
a 43 an 3H 17/ i5Y) B B 2 B
& 170 1)) 4 29D i3} 4 $000 n B
8 290 () 2 A 4@ 41 B &S A .. e
& 4 £{)) b B 483 3 b5 &2 §H 4 %
& 488 3D B 2B 54 &3 7 I 75 b B3
y 5741 B 26 64l B D X 1B
& 648l 1B B W 788 1047 D B2 B 80 30
o 7883 B 3D 8!V b Z A6 D 3 3= .
e 839 ¥ 91 90 &y Ay $BBB 1§l 4)
D 906 »d B 9” qp /B S B 3B
a 9B/ B 3By OBV i) a7 BBd P i)
P 105 &V 143 105 %6 BO8B 67 %
3B 1438 2 @ 123 B 1097 Ty $©BB @
Ad 1236 2 68 BAB .. 1174 5 817 63
b 1328 2 o7 Y 126 50 $OVHA o7
23] Y 2 2 5’ 1B 134 a9 3$UemB 2
J 91035 a4 ® B W 1431 @ LBP B
3B 1605 4 88 v B 155 ® 85446
D 17115 2 30 B2 1 164 B iI3BE 8O
: 18213 2 A N0H »B 1727 88 S4B R

193D I B D B 135 &H H52H B

A3/ 2 18 281 2B 19% P §6rF 1B
3 21811 o a1 L 205 B HERD ...
4 2310 B 16 28 B 21 105 S8 16
5 241 2 143 XY A 238 108/ 8B7 1Al
Anidie Tads 3% 6742 K20 &Y 219 PIB  BEl 441N B2 2/ 1%
ARWDE 12 Inflation Rie Fr&r LA Inflation Rie FY'3 *SURE Aeda Dyatrat of Rvae

1399 e of Rum &7 9007 Rete of Raum FY& 3¥ Gz Forecast - Mth 1997
600? Inflation Rate FY 8905 * SORE Rulation Projectiors Fom

IARSQD 900? Rate of Retum FY 8B (RRae Sute Rik - R 4



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)
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FINANCIAL PROJECTIONS
(in millions)
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AlaskaPermanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)
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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

I’”.0. Box Y, State Capitol
Juneau, Alaska 99811-3100
Mail Stop 3100
(907) 465-3991

April 13, 1987
MEMCRANDUM
TO: Representative Mike Davis
ATTN:  Marilyn Heiman

FROM  Ginny Fay
Legislativ®*Analyst

RE: Alaska Permanent Fund Capital Gains
Research Request 87.261

You requested information regarding how investment funds similar to the
Alaska Permanent Fund define and manage capital gains. You indicated that
you are specifically interested in the Harvard Management Corporation that
manages the Harvard Endowment Fund. Under the current time constraint,
information from the Harvard Management Corporation was not available.
This memorandum does provide, however, information on the Alberta Heritage
Fund, the Montana Investment Fund, and the State of Wisconsin Investment
Board. The two former funds are more similar to the Alaska Permanent Fund
than the Harvard Fund (Table 1). Management decisions on capital gains and
other earnings are significantly influenced by fund objectives which should
be considered when making comparison between funds.

Alberta Heritage Savings Trust Fund (AHST)

The Alberta Heritage Savings Trust Fund is often considered most comparable
to tho Alaska Permanent Fund (APF). The AHST was created as a permanent
trust for future residents from nonrenewable natural resources revenues.
While the APF principal is managed and invested as a single unit, the AHST
is divided into smaller funds that are managed for varied purposes. A
portion (approximately 10 percent) of the $15 billion fund is invested
similarly to the APF in income-producing common stock and government
securities. The majority of the fund, however, is dedicated to "social
investing." These are investments in Alberta to further economic develop-
ment. The social investing management policy has resulted in a signifi-
cantly lower rate of return for the fund.

1Sheila F. Helgath and Sarah A. Bibb, "The Alaska Permanent Fund Legis-
lative History, Intent, and Operations,” Alaska State Senate, Rural
Research Agency, 1986, p. 110.



Representative Mike Davis
April 13, 1987
Page 2

The AHST considers all capital gains earnings of the fund. Since September
1982, all earnings are placed in the general fund. This policy was devel-
oped as a result of the down turn in the Alberta economy. The government
expenditure of fund earnings is directed toward stimulating the economy rnd
encouraging economic activities based on their assessment that the private
sector alone is not capable of boosting the economy given the current reces-
sion. They also believe that it is not politically acceptable to retain
earnings under the present economic conditions that have resulted in a rise
in unemployment. Not only are fund earnings being placed in the general
fund, natural resources revenues are being placed in the general fund this
year to maintain the level of government services and to cushion the shock
to the regional economy from the decline in the price of oil. This policy
is likely to change when oil prices rebound and stabilize. The AHST does
not inflation proof; the only mechanism for increasing the principal of the
fund is through transfer of resource revenues into the fund.

Montana Permanent Coal Trust Fund (MPCT)

The Montana Permanent Coal Trust Fund is similar to the Alaska Permanent
Fund and the Alberta Heritage Savings Trust Fund in that it also invests a
portion of nonrenewable resource revenues. The MPCT is jointly invested
with other funds in the state. Capital gains are considered and managed
as earnings by the MPCT. Because the Montana trust is comprised of several
different funds, earnings are managed differently depending on the intent
of the original fund. Earnings from retirement fund earnings, for example,
are returned to the principal. Earnings from the Nonrenewable Resource
Fund, however, are placed in the general fund. Approximately 75 percent of
these earnings are dedicated and paid to 25 different agencies.
Approximately 25 percent are undedicated funds in the general fund. Over-
all, approximately 25 percent of the fund's earnings contributes to educa-
tion funding in Montana.

Similar to the Alberta fund, the Montana fund's current policy is to use
earnings to help pay budget deficits, maintain the same level of government
services, and offset the current economic recession. There has been no
significant cutting of the state budget with the exception of funding for
highways and public works. Social services and the university budget have
been maintained. The Montana legislature is currently considering legisla-
tion to place resource revenues into the general fund this year rather than
into the MPCT.

21bid., p. 112.
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Representative Mike Davis
April 13, 1987
Page 3

State of Wisconsin Investment Board (SWIB)

This fund, which serves as a clearinghouse for 1 wide variety of government
investments, is actually quite different from the APF Because of the
difference in objectives and portfolio composition, it is difficult to com
pare capital gains management strategies. The bulk of the SWB is com
prised of funds from retirement accounts. Capital gains from retirement
funds and other moneys are considered earnings which are put in an amortiza-
tion account which serves as a buffer account to smooth out earnings of the
fund. Annually seven percent of the amortization account is returned to
the principal of the retirement funds. "Excess" earnings in the buffer
account are periodically "raided" by the legislature. But because of the
relatively low earnings of the SWB, this is fairly unusual. This year, as
a result of the exceptional performance of the stock market, the amortiza-
tion account contains $2.5 million in excess funds. Legislation has been
introduced to use these funds as general funds by returning them to the
retirement accounts in lieu of contributions by state agencies. Legis-
latively, Wisconsin has a nonrenewable resource trust fund. With the fall
in the price of copper, however, the project to contribute these funds was
cancelled and no earnings have been received.

1 hope this information is useful. If you have any questions or wish
'suditional information, please contact this agency.

Attachment

3lbid., p. 111



Table 1. Comparison

Government

FUND

ALASKA PERMANENT
FUND

Objectives:
Preservation of
principal and
annual 1income
stream.

Size: $5.7 billion
Year: 1984

Started: 1977
Staff: 11
Administrative Cost:
$2,695,000.
Inflation Proofing:

CP1 Index
MONTANA INVESTMENT
FUNDS

Objectives:
Variable the Coal

Trust is a similar
to APFC.

Size: $1.8 billion,
$200 million in fund
Year: 1984

Started: 1971

Staff: 17
Administrative Cost:
$449,164. Annual
Inflation Proofing:
15% of earnings

Investment Funds with

of Large Pension,

the Alaska

ASSET COMPOSITION RETURNS
81% fixed income,CD"s Dollar-
government and Weighted
corporate securities,
Year NOM
12% common stock 1977 5.54%
1978 7.53%
2% real estate 1979 8.24%
1980 11.3%
1% conventional 1981 6.00%
mortgages 1982 15.1%
1983 12.8%
2% Alaska CD"s 1984 10.9%
1985 11.6%
83% Government Time-
Securities & Corporate weighted
bonds Equities
1974-84
5% Canadian Obligations 11.3%
5% common stocks 1984
-4 8%
Fixed
4% short term Incoae
commitments 1977- 84
7.2%
8% Montana mortgages &
business loans 1984

2.4%

Endowment

and

Permanent Fund.



Table 1, Comparison
Government Investment
(continued)

FUND

WISCONSIN INVESTMENT
BOARD Objective:
Invest state pension
funds

Size: $1,575 billion
Year: 1984

Started: U.K.

Staff: 10 no
secretarial reported
Administrative Cost:
$1,821,354 annual
Inflation Proofing:
UK

ALBERTA HERITAGE

FUND

Objective: Multi
objective fund,
savings, strengthen
diversify econonmy,
and improve quality
of life of citizens.
$1.5 billion portion
similar to APFC but

a sizable portion 1in
development bank non
commercial rate loans
located within
Alberta. Fund from
dedicated non
renewable resource
revenues.

Size:
Year: 1985
Started: 1976

ot Large Pension,
Funds with the Alaska Permanent Fund,

CD$15.08 billion

ASSET COMPOSITION

46.9% public bonds and
private loans includes
foreign bonds

36.4% common and
preferred stock
includes foreign stock

14.8% State Investment
Fund

0.1% real estate

1.8% mortgages

17% common stocks

83% CD"s ,government
securities, and bonds

Represents only por—
tion most similar to
the Alaska Permanent
Fund

Annual Administrative Cost:

$1,966,000.
Inflation Proofing:
None as of 1983

entire fund

Endowment and

RETURNS

Time-
Weighted

Fixed

Fund
1978-84
9.8%

1983 38.2%
1984 -1.0%

Variable
(equities)
Fund
1978-84
13.3%

1984 1.3%

Dollar-
weighted?
nominal
rate of
return

1980 10.8%
1981 12.6%
1982 13.9%
1983 13.4%
1984 13.7%



Table 1. Comparison of large Pension, Endowment and
Government Investment Funds with the Alaska Permanent Fund
(continued)

HARVARD ENDOWMENT 25.8% Cash Reserves 1982 0. 1%
FUND

Objective: To 21.7% Bonds 1983 42 .0%
provide continous

income for Univ. 56.8% Stocks 1984 3.6%
Size: $2.48 billion includes a small

Year: 1984 percentage in foreign

Started: 1974 stocks and bonds.

Administrative Cost:
$7.7 million
Inflation Proofing:
Unknown Amount:

$7.7 million
Inflation Proofing:
Unknown

Staff Size: 85

Source: Sheila F. Helgath andSarah A. Bibb, "The Alaska Permanent Fund
Legislative History, Intent and Operations,” Alaska State Senate,
Rural Research Agency, 1986, p. 110.



u HOUSE COMMITTEE REPORT

Date referred: 3/25/87 FURTHER REFERRALS: Judic ry
Finan
DATE: /-/

The State Affairs Committee has considered HB 207

"An Act relating to capital gains on sales of investments from the Alaska
permanent fund; and providing for an effective date.”

KECCMBEHDS:

.. replace with  Cs_ [t ) [] the same title
., attached amendment(s) [ 1 anew titte
)1 00 pass
do not pass
no recommendation _
individual recommendations
| additional referral to the Committee
ADOPTS: [ | letter of Intent
ATTACHES NEW FISCAL NOTE(S) :
[ 1 fiscal impact [ 1 same as previous fiscal note
C tero fiscal note published
[ 1 zero with analysis [ 1 same as previous zero fiscal
note published
S|GH|NG DO PASS snansG other recommendations:

Chairman®s signature
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