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HOUSE COMMITTEE REPORT
(7)
D a t e  R e f e r r e d :  F e b r u a r y  8, 1 9 8 9  F U R T H E R  R E F E R R A L S :  F I N A N C E

D a t e  o f  C o m m i t t e e  A c t i o n s

T h e  S T A T E  A F F A I R S  C o m m i t t e e  c o n s i d e r e d : H B  158

H O U S E  B I L L  N O .  1 5 8  [ A P P R O P :  E A R N I N G S  R E S .  T O  P F  P R I N C I P A L ]

" A n  A c t  m a k i n g  a  s p e c i a l  a p p r o p r i a t i o n  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  

f u n d ."

R E C O M M E N D S :

r e p l a c i n g  w i t h _______________ _

t h e  a t t a c h e d  a m e n d m e n t ( s )  

d o  p a s s  

d o  n o t  p a s s  

n o  r e c o m m e n d a t i o n  

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

a d d i t i o n a l  r e f e r r a l  t o  t h e

[ ] t h e  s a m e  t i t l e

[ ] a  n e w  t i t l e

C o m m i t t e e

A D O P T S : l e t t e r  o f  i n t e n t

A T T A C H E S  N E W  F I S C A L  N O T E ( s ) :  

[ ] f i s c a l  i m p a c t

[ ] z e r o  f i s c a l  n o t e

[ ] z e r o  w i t h  a n a l y s i s

A P P R O V E S  P R E V I O U S :

[ ] f i s c a l  n o t e ( s )  p u b l i s h e d :

[ ] z e r o  f i s c a l  n o t e s ( s )  p u b l i s h e d :

S I G N I N G  O T H E R  T H A N  D O  P A S S :

( D o  N o t  P a s s ,  N o  R e c o m m e n d a t i o n ,  A m e n d )

C e p e
C h a i r m a n ' s  s i g n a t u r e



127 S. Franklin St., M 0 7  

Juneau, Alaska 99801 

March 27, 1989

Governor Steve Cowper 

State of Alaska 

State Capital 

Juneau, Alaska 99811

Dear Governor Cowper:

My letter of some seven weeks agao to ISER Director Lee Gorsuch

was just carried last Monday in the Juneau E m p i r e . I provided you and 

each member of the state legislature with a typescript copy at the same time 

that I mailed it up to Anchorage, February 3, 1989.

Now that we are that many more weeks deeper into the annual budget

crunch, I have decided to circulate the printed text. "Chins-up" optimism,

I hope you understand, is not part of m y  bag of tricks. But modesty and 

truth in fiscal matters are. That is the simple message that I am attempting 

to carry to you and to the members of the Sixteenth Alaska State Legislature.

Please allow me to extend to you, House Speaker Cotten and Senate

President Kelley my heartfelt respect and admiration for the work that you 

are accomplishing for the Alaska public this spring. I do sincerely urge 

you to spend as liberally as necessary from the carryover surplus balance of 

the Alaska Permanent Fund earnings in order to close the FY 90 state operating 

budget in the black. I also want to encourage the adoption of formal 

constitutional restraints governing future spending from permanent fund earnings 

in order to ensure that the fund will survive into the indefinite future.

Sincerel

Robert E. Newton

I n c l .
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L b  I T f c K S

Congratulations 
on budget study

ErfHc ’« N ot*: A copy of the follow­
ing tenet h Lee Grosuch. duector of Ihe 
Institute lot Social and Economic Re­
search. was submined for publication. 
Deer Lee:

Congratulations on the excellent 
study which you recently produced 
for Governor Steve Cowper's m an­
agem ent stafT on the s ta te  operating 
budget. This report can but have a 
beneficial effect, and all the more so 
since it is broken down by election 
districts. This enables each m ember 
of the state  legislature to better see 
just bow wholesale budget reductions 
would actually affect the people and 
economy of his or her district. The 
undistributed income of the Alaska 
Perm anent Fund sliould lose some of 
the sacred cow luster that has col­
ored it for so m any previous sessions 
of the legislature. I am  optimistic 
that most legislators a re  going to act 
in a m ore or less prudent m anner 
when they review your findings. Just 
personally I want to inform you that 
I hope this income will be expended 
to support state  governm ent opera­
tions to the full extent necessary.

I do fruit the office tha t commis­
sioned your study, and not you and 

.the ISER staff, for distributing a less 
than complete report. Right and left
I find dedicated and conscientious 
legislators who actually  thank that 
the public dividend program  must, 
suffer a t the expense of funding the 
necessary levels of governm ental op­
erations. As you and your seasoned 
experts well know, nothing could be 
further from the tru th .

After the October 1987 sharp turn­
down on the national m arket the 
earnings of the Alaska Perm anent 
Fund did drop considerably. But they 
have risen considerably this year as 
a result of the $720,800,000 new capi­
tal investment to the fund last July 1, 
1988 The legislature faces no immi­
nent need whatsoever to reduce the 
1SS9 individual dividend, much less 
to consider elim inating the dividend 
program  altogether. ! regret very 
much that this very se n  -us omission 
has to be contrasted with an other­
wise dmelv and inform ative report

This wouio iujvc ueen an appro­
priate time for Governor Cowper to 
have asked you to confirm your pre­
vious findings relative to the public 
dividend program. I know that they 
are  still valid and are  as true as 
ever- A more comprehensive report 
would have better informed the legis­
lature as to where we really a re  
standing right now. They Deed to be 
reassured that:

1. The dividend program  m ark­
edly serves the needs of the least ad­
vantaged people in Alaska with re­
gard to their food, clothing and shel­
ter and any curtailment of this pro­
gram  at this time would create  wide- 
$i»A;ad, immediate hardsL .

2. Dividend program  dollars a re  
turnover dollars which keep Alaska 
generated wealth within the sta te  
economy. Ranking just below tour­
ism, the dividend program  is a m ain­
stay to the goods and services sector 
of the state’s private economy. It 
does this much more efficiently than 
expenditures for governm ental sa la ­
ries. Even though this was not a 
planned result of the dividend pro­
gram , it still makes the program  a 
m ore vital part of the slate economy.

3. True economy can be achieved 
with the dividend program  by put­
ting a statutory lim it of $1,000 on in­
dividual dividends at some future 
dale -  exactly what wiser heads 
h iv e  been counseling for many 
years. And genuine equity will auto­
m atically ensue If and when divi­
dends are subject to a state income 
tax. For the present the legislature 
can comfortably and safely leave the 
dividend program alone.

The dividend program  and gov­
ernm ental operations can both be 
sustained at the present tim e with 
the revenues currently available to 
the legislature. True, only a hand­
some half billion plus carryover su r­
plus from previous years perm anent 
fund earnings makes this possible 
now. But the disastrous deflationary 
policy of reinvesting more perm a­
nent fund earnings than necessary to 
safeguard the $S 6 billion fund princi­
pal can be halted by the legislature. 
(That principal must be augmented 
annually by new capitalization to 
m aintain its absolute value on the 
world market. This is a basic, rou­
tine yearly necessity for all low- 
nsk/low yield investment trust 
funds.) Constitutionally dedicated 
Prudhoe Bay revenues alone, howev­
e r. which still go into the principal 
every year, however, are DSUatly

m ore than enough to do this. During 
tim es of low earnings and high infla­
tion a m arginal am ount of annual 
earnings can easily cover the differ­
ence.

The bonanza y ea rs  of A laska pe­
troleum  production a re  over. If, and 
when, a new bonanza e ra  a rriv es the 
Alaska Perm anen t Fund provides a 
perfect m echanism  to com m ence 
m assive savings again. In the m ean­
tim e we m ust prudently use the 
fund's annual earnings which a re  
available to us. There is no reason 
why we should not use them  regu lar­
ly so long as the integrity  of the prin­
cipal is constantly  m aintained. 

S l n c a r a l y ,
Robert E. Naw ton  
J u n u u
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127 So. Franklin St., #407 

Juneau, Alaska 99801 

March 27, 1988

Senator Jalmar M. Kerttula, Chairman 

Budget and Audit Committee 

Alaska State Legislature 

State Capital 

Juneau, Alaska 99801

Dear Senator Kerttula:

Both of these documents have been provided to you over the past several

weeks. Other parties members of the legislature, the executive branch, the 

Alaska Permanent Fund Corporation, have reviewed both of them too, or in some 

cases, one or the other.

Since I want to share them both at this time with every m ember of the

legislature, I am addressing this forwarding communication to you. I am also 

sending you a formal certification as to their authenticity, given the scope 

of the detail which the documents cover and the gravity of their import. Prepared 

over a period of many months with the cooperation and assistance of many parties,

I can offer any person who reviews them all reasonable assurance as to the 

accuracy of the statements made and the validity of all fiscal computations and 

c i t a t i o n s . To the best of my knowledge I do state to you at this time that I 

am unaware of any errors, but I would “be pleased to acknowledge any which might 

be called to my attention. ‘V

Robert E. Newton

Incl



A T T t I T

T M .  certification 1* provided on the data below to Senator J i l u r

H. Kerttula, Chairman of tha ludgat and Audit Cooaalttaa of tha Blxtaenth 

Uglela t u r a  of tha State of Alaaka for tha purpoat of avthentlcatlng 

f a c a U i l l a  raproduetlona of certain original comaunlcatlona which art no 

longer available to tha underelgned.

certify a» to the authenticity of the follovlng reproduction!:

a. A memorandvn addressed to tha Leglalatlve Auditor, detsd 

Deceaber 5, 1588.

b. A ltttar to the Aleeka Coeoalssloncr of Revenue, datadKarch 20, 1989.

Robert C. Newton
127 So. Franklin St., f*07
Hatch 24, 1989

Subacrlbcd to and aworn befora me on thla twenty-fourth dey of harch, Nineteen

Hundred and Eighty-nine:

Notary public in and Ihr the State of Alaaka

Hy Conalaalon expires rtf



MEMORANDUM D e c e m b e r  5, 1988

TO: Mr. Randy Walker, Legislative Auditor

Legislative Audit Division

P.O. Box W

Juneau, Alaska 99811-3300 .
/*^/0 
//_/ '

FROM: Robert E. Newton

127 So. Franklin StiJ, f/407 2 r / C

Juneau, Alaska 99801 (907) 586-t=00"

This memorandum conveys to you a summary analysis of account

activity since July 1, 1985 which I have compiled recently on the 

Earnings Reserve Account of the Alaska Permanent Fund. As a private 

citizen I have been working over the past eighteen months in c onjunction 

with many other Alaska citizens who are ver y  m u c h 1 concerned wit h  the

future disposition of the funds in this account.

I have noted some serious apparent discrepancies in the meagre transfers 

which have been made to this account from fund earnings over the period 

July 1, 1987 - September 30, 1988. The m a i n  questions in my mind relate 

to the declining percentages of total fund income which are now being 

deposited to the Earnings Reserve Account.

The disposition of annual Alaska Permanent Fund net ea/nings is governed 

by state law. The applicable statutes allow for no latitude in a d m i n i strative 

discretion in the computation of deductions from net fund earnings for the 

purpose of determining annual public dividend costs. (Ref. AS. 43.23.045,

AS. 37.13.140). For purposes of computation of deductions from net earnings 

to provide for annual inflationary reinvestment, state law allows for only 

a narrowly circumscribed administrative discretion subject to legislative 

oversight. (Pef. AS. 37.13.145). These statutory provisions would seem to 

have been disregarded over the fifteen mo n t h  period which I have indicated 

with the consequence that several hundred million dollars in general fund 

monies are not being properly reported to the state legislature.

The data included in the attached account summary has been abstracted from 

the 1987 and 1988 Annual Reports cf the Alaska Permanent Fund Corpor a t i o n  and 

from that agency's September 1988 Monthly Financial R e p o r t . The speculative 

statements and the economic theories in these annual reports (see pp. 10-13,

1987; and p. 7, 1988) to the effect that the function of the Earnings Reserve 

Account is to support corporation activities in prospective years during 

periods of low earnings and high inflation are unsubstantiated by state law 

and do in fact contradict established public policy. The entire Earnings 

Reserve Account constitutes an unencumbered general fund balance, available to 

the state legislatiure for appropriation. The constitution and laws of the 

State of Alaska provide for no exception to the plenary powers of the state 

legislature to appropriate monies from this general fund sub-account.

Copies of this memorandum and the attached summary have been provided to 

the Legislative Counsel, the Attorney General, and to the Chairman, Vice-chariman 

and members of the Legislative Budget and Audit Committee.



ALASKA PERHANENT FUND 

Earnings Reserve Account 

Summary of Account Activity - July 1, 1985 - September 30, 1988

Balance. July 1, 1985 S 763,264,000'
(Fund Principal: 55,740,942,000)

FY 36 Net Earnings: SI.020,922,000

Public Dividends 303,425,000 (29.72%)
Infl. Reinv. 216,376,000 (21.19%)

Earning Reserve 501 ,121,000 (49.Q9S) 501,121,000“'

Balance, June 30, 1986 1 ,264,3S5,Q00'3

Balance, July 1, 1986 - 0 -

(Fund Principal; $6,280,753,000)

FY 87 Net Earnings: $1,068,753,000

4

Public Dividends 390,983,000 (36.59%)
Infl. Reinv. 148,142,000 (13.86%)
Earnings Reserve 529,417,000 (49.55%) 529,417,000

Balance, July 1, 1987 529,417,000
(Fund Principal: $7,863,856,000)

FY 88 Net Earnings: $789,152,000

Public Dividends 424,376,000 (53.78%)
Infl. Reinv. 302,861,000 (38.38%) ,
Earnings Reserve 61,915,000 ( 7.85%) 61 ,915,000°

Balance, July 1, 1988 591,332,000
(Fund Principal: $8,584,647,000)

FY 89 (1st. Qtr.)
Net Earnings 210,000,000

Public Dividends 114,500,000 (54.49%)
Infl. Re’nv. 66,000,000 (40.93%) K
Earnings Reserve 9,617,000 ( 4.58%) 9,617.000

Balance, September 30, 1988 5 599,884,000

1. Total net earnings over the preceding four (4) fiscal years which produced 
this Earnings Reserve Account Balance were $2,O26,8o0,0OD. The $763,264,000 figure 
represents 32.23% of total net profit for these years AFTER ALL STATUTORY DEDUCTIONS 
HAD BEEN HADE TO PAY PUBLIC DIVIDENDS AND FOR INFLATIONARY REINVESTMENT.

2. This figure represents the balance transferred to the Earnings Reserve Account 
for that year alone.

3. This entire bilance was transferred from the Earnings Reserve Account to 
the principal of the Alaska Permanent Fund by the state legislature in the exercise 
of their residual sovereign powers under the Alaska State Constitution which grants 
to the legislature alone tne plenary power to appropriate general fund monies.

4. Senate Bhll 307 which would have transferred this entire balance to the 
principal of the Alaska Permanent Fund was not^ passed that year by either house of 
the state legislature.

5. Note the unprecedented decline in the surplus net Income transferred to 
the Earnings ftesepye Account.

6 . Note the even sharper decline in the surplus transferred to the Earnings 
Reserve Account from the previous year.



127 So. Franklin St., #407 

Juneau, Alaska 99801 

March 20, 1989

Mr. Hugh Malone 

Commissioner of Revenue 

State of Alaska 

Juneau, Alaska 99811

Dear Commissioner Malone:

For some weeks I have held your letter of January 9., 1989, w r i t t e n  

in response to my memorandum of December 5, 1988 to the Legislative A u d i t o r  

in abeyance. Last week I decided to call the matter to the attention of 

the Attorney General. I did so, and I want to inform you of this at this 

time and to thank you cordially for your considerate attention.

By all means please feel to write again to me if you do not concurr

with me on the following issues:

1. A.S. 37.13.145 provides the sole legal warrant for w i t h d r a w i n g

monies from the earnings of the Alaska Permanent Fund and transferring said 

monies to the principal of the fund for purposes of inflationary reinvestment.

2. A.S. 37.13.145 is applicable strictly to current year earnings 

and has no retrospective applicabilty to accumulated income available for 

distribution from previous year's earnings.

3. A.S. 37.13.145 establishes a narrowly circumscribed stat u t o r y  

standard for withdrawing monies and confers no unlimited discretionary power 

upon the Alaska Permanent Fund Corporation.

4. All powers which the corporation should exercise u n d e r  the 

lawful warrant of A.S. 37.13.145 are subject to legislative oversight and 

review.

If I am mistaken in any respect with regard to the foregoing, 1 would 

be very obliged if either you or the Attorney General would explain m y  error 

or errors to me. But I hold neither of you obligated to respond to this 

communication from a private citizen.

Thank you again for the thoughtful attention which you have given me.

cc. Gov. Cowper 

Atty. Gen. 

Legis. Audit 
Ex. Dir., APFC
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S e c .  3 7 . 1 3 . 1 3 0 .  G a i n s  a n d  l o s s e s .  [ R e p e a l e d ,  § 1 3  c h  8 1  S L A  1 9 8 2 . ]

§ 37.13.130 P u b l ic  F in a n c e  § 37.13.150

Sec. 37.13.140. Income. Net income of the corporation shall be 

computed annually as of the last day of the fiscal year in accordance 

with generally accepted accounting principles, excluding any unreal­

ized gain.c or losses. Income available for distribution equals zi per­

cent of the net income of the corporation for the last five fiscal years, 

including the fiscal year just ended, but m a y  not exceed net income of 

the corporation for the fiscal year just ended plus the balance in the 

earnings reserve account described in A S  37.13.145. (§ 5 ch 18 S L A  

1980; a m  § 8 ch 81 S L A  1982; a m  § 1 ch 28 S L A  1986)

E ffec t o f  am endm ent* . — The 19B6 
am endm ent in the  fiiat sentence substi­
tu ted  "shall" for "m ust” and in the second 
sentence substitu ted  "21 percent of the

n et income" for "the average net income" 
and "earnings reserve" for "undistributed 
income." -  .

Sec. 37.13.145. Disposition of income. At the end of each fiscal 

year, an amount sufficient to offset the effect of inflation 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 all urban consumers shall be transferred from net income as 

defined in A S  37.13.140, excluding income on the earnings reserve 

account in the Alaska permanent fund, to the principal of the Alaska 

permanent fund for reinvestment. The balance of the income available 

for distribution under A S  37.13.140 shall be transferred to the earn­

ings reserve account in the Alaska permanent fund. Money in the 

earnings reserve account shall be invested in investments authorized 

under A S  37.13.120. Income fi-om the investment of the earnings re­

serve account shall be treated as an addition to that account (§ 9 ch 

81 S L A  1982; a m  § 2 ch 28 S L A  1986) . .

C ro ss  re fe re n c e s . — For transfer of 
certain  income earned by the Alaska per­
m anen t fund prior to Ju ly  1,1982, to the 
undistributed income account, see § 15, 
ch. 81. SLA 1982.

E ffec t o f  am end m en ts . — The 1986 
am endm ent in  the first sentence substi­
tuted "the change in the calendar year av­

erage United S tates consumer price index 
for all urban consumers" for "a nationally  
recognued index," in the second sentence 
substituted "income available for distribu­
tion under" for "net income as defined in," 
and substituted "earnings reserve" for 
"undistributed income" throughout the  
section.

Sec. 37.13.150. Corporation budget. The revenue generated by 

the c irporation’s investments must be identified as the source of the 

operating budget of the corporation in the state's operating budget 

under A S  37.07 (Executive Budget Act). The unexpended balance of 

the corporation's annual operating budget does not lapse at the end of 

the fiscal year but shall be treated as income under A S  37.13.140. i§ 5 

ch 18 S L A  1960; a m  J 10 ch Si S L A  1982)

DO



A laska P erm anent Fund C orporation
P.O. Box 4-1000 Juneau, Alaska 99802-4100 

(907) 465-2047 Telecopy (907) 586-2057
M E M O R A N D U M

narni? • F e b r u a r y  7, I S 8 3

T O : R e p r e s e n t a t i v e  R e d  B o u c h e r

F R O M : J i m  K e l l y

R e s e a r c h  & L i a i s o n  O f f i c e r

S U B J E C T : A n a l y s i s  o f  H o u s e  B i l l  N o .  1 5 8

i’er.T.aneni F u n a  C o r p o r a t i o n  a n  y o u r  r e q u e s t .

F i n a n c i a l  P r o j e c t i o n  # 1: T h i s  i s  t h e  s t a t u s  c m c  c a s e  a s  o f

_ cr.nrar 3 1 ,  1 0 8 3 .  I f  f r c v r c ' f s  f h e  ber.c: a r k  " a  a or. t c

c o m p a r e  a n d  c o n t r a s t  a n y  c h a n g e s  t o  c u r r e n c  l a w .  P l e a s e  n o t e  t h a t  

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

F Y  8 9 - 9 0  a s  a g r e e d  u p o n  b y  t h e  B u d g e t  S u m m i t  o n  J a n u a r y  2 4 ,  1 9 8 9 .

F i n a n c i a l  P r o j e c t i o n  # 2 :  T h i s  p r o j e c t i o n  m a k e s  o n e  c h a n g e  t o  t h e

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

b a l a n c e  o f  t h e  E a r n i n g s  R e s e r v e  A c c o u n t  o n  J u n e  30, 1 9 8 9  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  F u n d .

S u m m a r y  A n a l y s i s  o f  I m p a c t :  A d o p t i o n  o f  H B  1 5 8  w o u l d  i n c r e a s e  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  a t  t h e  e n d  o f  t h e  c u r r e n t  f i s c a l  

y e a r  b y  $ 6 0 1  m i l l i o n .  U n d e r  t h i s  s c e n a r i o ,  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  r e a c h  $ 1 0  b i l l i o r  i n  f i s c a l  1 9 9 0 ,  o n e  y e a r  s o o n e r  

t h a n  t h e  s t a t u s  q u o .

T h e  l a r g e r  F u n d  p r i n c i p a l  a n d  z e r o  b a l a n c e  i n  t h e  E a r n i n g s  R e s e r v e  

A c c o u n t ,  h o w e v e r ,  w o u l d  r e s u l t  i n  a 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  

n e x t  y e a r ,  a s  c o m p a r e d  t o  f i s c a l  1 9 9 6  u n d e r  t h e  s t a t u s  q u o .  T o  

u n d e r s t a n d  w h a t  t h a t  m e a n s ,  c o n s i d e r  t h e  f o l l o w i n g :  N e x t  y e a r ,  t h e

F u n d  i s  p r o j e c t e d  t o  e a r n  $ 8 1 8  m i l l i o n  u n d e r  e i t h e r  s c e n a r i o ,  a n d  

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

r e q u i r e  $ 4 7 5  m i l l i o n .  T h a t  l e a v e s  $ 3 4 4  m i l l i o n  o f  a v a i l a b l e  F Y  9 0  

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

I n  t h e  c a s e  o f  t h e  s t a t u s  q u o ,  t h e r e  w o u l d  b e  a n  i n f l a t i o n - p r o o f i n g  

r e q u i r e m e n t  n e x t  y e a r  o f  $ 4 6 6  m i l l i o n .  U n d e r  c u r r e n t  l a w ,  t h a t  

$ 1 2 2  m i l l i o n  s h o r t f a l l  w o u l d  b e  e l i m i n a t e d  b y  a n  a u t o m a t i c  d r a w d o w n  

f r o m  t h e  E a r n i n g s  R e s e r v e  A c c o u n t .



I n  t h e  c a s e  o f  H B  1 5 8  ( b e c a u s e  o f  t h e  l a r g e r  p r i n c i p a l  b a l a n c e ) , 

t h e  i n f l a t i o n - p r o o f i n g  r e q u i r e m e n t  n e x t  y e a r  w o u l d  b e  $ 4 9 6  m i l l i o n ,  
o r  $ 3 0  m i l l i o n  m o r e  t h a n  t h e  s t a t u s  q u o .  W i t h  a  z e r o  b a l a n c e  i n  

t h e  E a r n i n g s  R e s e r v e  A c c o u n t ,  t h e r e  w ould, b e  n o  F u n d  i n c o m e  s o u r c e  

t o  c o v e r  t h e  s h o r t f a l l .

I t  s h o u l d  b e  n o t e d ,  h o w e v e r ,  t h a t  o v e r  t h e  l o n g  t e r m ,  -  a s s u m i n g  

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

F u n d  p r i n c i p a l  - H B  1 5 8  a n d  t h e  s t a t u s  q u o  b a l a n c e  o u t ,  a n d  t h e  

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

H B  1 5 8  a n d  t h e  s t a t u s  q u o  a l s o  h a v e  i d e n t i c a l  e f f e c t s  o n  t h e  a m o u n t

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

T h i s  i s  t r u e  b e c a u s e  b o t h  i n c o m e  g r o w t h  a n d  d i v i d e n d  s i z e  a r e  b a s e d  

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

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

H B  1 5 8 's r e a l  e f f e c t  i s  t o  e n s u r e  t h a t  m o n e y  c u r r e n t l y  i n  t h e  

E a r n i n g s  R e s e r v e  A c c o u n t  i s  d e p o s i t e d  i n  P e r m a n e n t  F u n d  p r i n c i p a l ,

anc. no- usac for arn, canar purpose.

F o r  Y o u r  I n f o r m a t i o n :  T h e s e  p r o j e c t i o n s  are ‘-ased c- a c e r t a i n  s e t

o f  lasrc asnumo oiono; r h e  n u m b e r s  s h o w n  n-._- ;n v/oui.-

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

t h e  p r e p a r a t i o n  o f  e a c h  p r o j e c t i o n  a r e  l i s t e d  a t  t h e  b o t t o m  o f  e a c h  

p r o j e c t i o n  s h e e t ,  a n d  e x p l a i n e d  h e r e i n .

I t  i s  t h e  C o r p o r a t i o n ' s  p o l i c y  t o  u s e  c o n s e r v a t i v e  a s s u m p t i o n s  

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

p r o j e c t e d  t o  a v e r a g e  3 %  p e r  y e a r  a f t e r  i n f l a t i o n ;  l o n g - t e r m  

i n f l a t i o n  i s  p r o j e c t e d  t o  a v e r a g e  6 %  p e r  y e a r ;  a n d  t h e  a s s u m p t i o n s  

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

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

R e v e n u e ' s  m o s t  r e c e n t  " l o w  c a s e "  f o r e c a s t .

P L E A S E  N O T E  T H A T  T H E  C O R P O R A T I O N  N E I T H E R  S U P P O R T S  N O R  O P P O S E S  A N Y  

P R O P O S E D  C H A N G E S  T O  T H E  C U R R E N T  U S E  O F  F U N D  E A R N I N G S ,  E X C E P T  A S  

T H E Y  M A Y  R E L A T E  T O  T H E  P R O P E R  E X E R C I S E  O F  T H E  T R U S T E E S '  F I D U C I A R Y  

R E S P O N S I B I L I T I E S  A S  R E Q U I R E D  U N D E R  T H E  P R U D E N T  I N V E S T O R  R U L E .

R e p r e s e n t a t i v e  R e d  B o u c h e r

F e b r u a r y  7, 1 9 8 9
P a g e  2



Alaska Perm anent Fund C orporation

FINANCIAL PROJECTIONS 
(in millions)

as of December 31, 1988 

PRINCIPAL INCOME

Dedicated Inflation

FY Begin Appro- State Inflation FY End Proofing
FY Balance priations Revenues* Proofing Balance Shortfi

78 54 54
C* 34 *70

. * J
80 1:9 •41 <83
81 483 900 385 1,769
82 1,769 800 401 2,969
4 .  ’ <00 <21 ‘.021

84 300 366 151 ‘*,338
4,838 300 36b 235 5,741
5,741 323 216 6,281

87 6,281 1,264 171 148 7,864

88 7,864 418 303 8,585

89 8,585 184 351 9,120

90 9,120 190 460 9,776

91 9,776 83 592 10,450

92 10,450 89 632 11,171

93 11,171 88 676 11,934

94 11,934 85 721 12,740

95 12,740 81 769 13,590

96 13,590 77 684 14,351 136
97 14,351 74 716 15,142 149
98 15,142 69 754 15,965 159
99 15,965 65 794 16,824 168

0 16,824 62 836 17,722 177

1 17,722 58 880 18,660 187

2 18,660 55 925 19,640 198

3 19,640 51 973 20,664 208
4 20,664 47 1,023 21,735 220

5 21,735 43 1,075 22,853 232

emulative Totals: 3,964 4,737 14,151 22,853 1,834

Distributions Reserves

Net Per Capita Inflation General Add FY End
Incoie Dividends Dividends** Proofing Furj (Delete) Balance f

2 1
-

5 n

150 28 28 59 59 L

368
*71

71 U.000.00 71 185
• .v

244 f

*? * 

550 iu .-i 20 3 • w
658 217 $404.00 235 206 763 E

1,021 303 $556.26 216 501 1,264 E

1,069 391 $708.19 148 529 529 E
789 424 $826.93 303 62 591 £

818 457 $835.17 351 10 601 E

818 475 $858.87 466 ( 122) 480 9
970 470 $842.18 592 ( 91) 388 5

1,026 467 $827.34 632 ( 74) 315 9
1,087 496 $870.83 676 ( 85) 230 9

1,150 530 $924.55 721 ( 101) 129 9
1,217 572 $989.43 769 ( 125) 4 9

1,285 605 $1,037.44 684 ( 4) 9
1,356 640 $1,087.43 716 9
1,430 676 $1,138.76 754 9
1,508 714 $1,191.42 794 c

1,588 753 $1,245.53 836

1,673 793 $1,301.55 880

1,761 836 $1,359.21 925

1,853 880 $1,418.77 973

1,950 927 $1,479.13 1,023

2,050 975 $1,543.11 1,075

28,638 12,994 $23,163.53 14,151 229

n^JKPTIONS: 4.001 Inflation Rate FY 89 5.001 Inflation Rate FY 90 ' SOURCE: Alaska Departaent of Revenue

- 9.011 Rate of Return FY 89 8.001 Rate of Return FY 90 Revenue Low Case Forecast * November 1988

2/7/89 Kith Consensus Revenue Estiaates for FY 89-90

6.001 Inflation Rate FY 91-05

STATUS QUO INCLUDING 9.001 Rate of Return FY 91-05 '* SOURCE: Population Projections Froa

BUDGET SUMMIT CONSENSUS REVENUE ESTIMATES FOR FY 89-90 Revenue Low Case Forecast - Noveaber 1988



Alaska Perm anent Fund C orporation

FINANCIAL PROJECTIONS 
(in millions*

as of Deceaber 31, 1988

PRINCIPAL INCOME

Distributions Reserves

Dedicated Inflation --------------- . . . . . . . .

FY Begin Appro­ State Inflation FY End Proofing Net Per Capita Inflation Genera] Add FY End

FY Balance priations Revenues' Proofing Balance Shortfall Incoae Dividends Dividends'* Proofing Fund (Delete) Balance

78 54 54 2 1
*3 54 °4 139 p 1

:o i -A •» . J m

81 483 900 385 1,769 150 28 28 59 59

82 1.769 800 401 2,969 368 71 $1,000.00 71 185 244
* »

V'9 400 421 231 J7i
. - . • • • ^

m m  t
'  *

■t. \ILI 300 366 151 J  <  \
*11 J'j'J 530 if w

. i
♦  -a. 203 •  j i

4,838 300 368 235 5,741 658 217 $404.00 235 206 763

5,741 323 216 6,281 1,021 303 $556.26 216 501 1,264

87 6,281 1,264 171 148 7,864 1,069 391 $708.19 148 529 529

88 7,864 418 303 8,585 789 424 $826.93 303 62 591

89 8,585 • 601 184 351 9,722 818 457 $835.17 351 10 601

90 9,722 190 344 10,255 152 818 475 $858.87 344

91 10,255 83 500 10,838 120 970 470 $842.18 500

92 10,838 89 559 11,486 97 1,026 467 $827.34 559

93 11,486 88 591 12,164 103 1,087 496 $870.83 591

94 12,164 85 620 12,869 115 1,150 530 $924.55 620

95 12,869 81 644 13,595 133 1,217 572 $989.43 644

96 13,595 77 680 14,351 141 1,285 605 $1,037.44 680

97 14,351 74 716 15,142 149 1,356 640 $1,087.43 716

98 15,142 69 754 15,965 159 1,430 676 $1,138.76 754

99 15,965 65 794 16,824 168 1,508 714 $1,191.42 794

0 16,824 62 836 17,722 177 1,589 753 $1,245.53 836

1 17,722 58 880 18,660 187 1,673 793 $1,301.55 880
2 18,660 55 925 19,640 198 1,761 836 $1,359.21 925

3 19,640 51 973 20,664 209 1,853 880 $1,418.94 973
4 20,664 47 1,023 21,735 220 1,950 927 $1,479.13 1,023

5 21,735 43 1,075 22,853 232 2,050 975 $1,543.11 1,075

Cuaulative Totals: 3,964 4,737 13,550 22,853 2,558 28,638 12,994 $23,163.69 13,550 229

ii,oUMPriONS: 4.001 Inflation Rate FY 89

--------  8.721 Rate of Return FY 89

2/7/89

HB 158: APPROPRIATION OF UNENCUMBERED BALANCE OF

5.001 Inflation Rate FY 90

8.001 Rate of Return FY 90

6.001 Inflation Rate FY 91-05

9.001 Rate of Return FY 91-05

EARNINGS RESERVE ACCOUNT TO PERMANENT FUND PRINCIPAL ON JUNE 30, 1989

' SOURCE: Alaska Departaent of Revenue 

Revenue Low Case Forecast - Noveaber 1988 

With Consensus Revenue Estiaates for FY 89-90

"  SOURCE: Population Projections Froa 

Revenue Low Case forecast - Noveaber 1988



Alaska Perm anent Fund C orporation

FINANCIAL PROJECTIONS 
(in millions!

as of December 31,1989

G R O W T H  O F  F U N D  P R I N C I P A L U S E  O F  F U N D  IN C O M E !

Dedicated Inflation D i s t r i b u t i o n s R e s e r v e s
FY Begin Appro­ State Inflation FYEnd Proofing Net Per Capita Inflation Gensral Add FYEnd

FV Balance priations Revenues' Proofing Balance Shortfall | Income Dividends Dividends' Proofl g Fund (Delete) Balance j?Y
7E 0 54 54 2 1 78
79 54 84 139 8 7 79
80 139 344 483 32 12 12 80

: ■W) p,rS • r” " *-n 73 19 '1 t *
U.J .,0 .  i * 1 • ~:i

83 2,969 400 421 231 4,021 471 108 $386.15 231 110 110 j 54 (JJ
84 4,021 300 366 151 4,838 530 175 $331/29 151 203 557 84
85 4,838 300 368 235 5,741 658 217 $404.00 235 206 763 85
36 5,741 323 216 6,281 1,021 303 $556.26 216 501 1,264 " 88
87 6,281 1,264 “ 170 148 7,864 1,069 391 $708.19 148 529 529 07
88 7,884 418 303 3,585 789 424 $826.93 303 62 591 88
89 8,585 228 360 9,173 868 460 $873.16 360 4 44 635 89

90 f f P i P , $ v 212 450 9,835 1 -  g |! 935: 492 $898.00 450 (6) 629 90

i 9,835 629 189 453 11,105 80 937 484 $814.00 453 91
F F 11,105 216 573 11,894 107 1,057 484 $797.00 573 92
W; 11.894 212 613 12,720 113 1,131 518 $837.00 613 93
m 12,720 217 656 13,592 121 1,209 553 $879.00 656 [W
i-‘T1 13,592 211 700 14,503 128 1,291 591 $921.00 700 195
96 14,503 190 739 15,431 142 1,376 637 $976.00 739 96
97 15,431 173 783 16,383 153 1,462 679 $1,022.00 783 97
98 16,388 160 829 17,376 164 1,552 723 $1,069.00 829 98
99 17,376 140 875 18,390 176 1,644 769 $1,116.00 B75 99
0 18,390 122 923 19,434 188 1,739 816 $1,162.00 923 §0
1 19,434 111 972 20,518 201 1,837 865 $1,208.00 972 1
2 20,518 100 1,024 21,642 213 1,938 915 $1,255.00 1,024 72
3 21,642 83 1,077 22,803 226 2,044 966 $1,301.00 1,077 3
A 22,803 74 1,133 24,009 240 2,152 1,020 $1,347.00 1,133 :4

J 24,009 61 1,191 25,261 254 2,266 1,075 $1,393.00 1,191 5
Cut
For

m ilativeTot; 
FY 1990 - 2C

als Project 
)05:

ed • •• ••• 
2,469 12,990 2,505 24,570 11,586 $16,995 12.990 i l l ® ! - , ■

ASSUMPTIONS:

Nominal Relurns Inflation Real Rates of Return
FY 90: 9.21% 4.79% 4.42%
F Y 91S® «: 0.50% 5.00% 3.50%
FY 92-05:. 9.00% 6.00% 3.00%

ENTIRE EARNINGS RESERVE ACOUNT APPROPRIATED 
TO PRINCIPAL EFFECTIVE JULY 1,1990

2/20/90

* SOURCE: Dedicated oil revenue estimates are from the Department of Revenue 
Fall '89 Low-Case Forecast; population estimates used to calculate per capita 
dividends are from the Department of Revenue Spring '89 Low-Case Forecast, except 
FY 90 estimate of 530,000 PFD qualified applicants by DOR Dividend Division. NOTE: 
The FY 90 per capita PFD calculation assumes (per HB 500) that the following amounts 
are deducted (in millions): $3.6 admin costs, $12.3 hold harmless, $.763 to Corrections, 
and $.736 to Public Safety; in addition, it assumes that $1.5 million Is added to the 
PFD fund from the General Fund (per HB 428).

’* The FY 86 Earnings Reserve Account end balance was appropriated by 
the legislature to the principal of the Permanent Fund effective July 1,1986.


