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H B  3 0 4  
P e r m a n e n t  F u n d  I n c o m e

Section 1 -  Adds a subsection to AS 37.13.145 that (e) directs the permanent fund 
corporation to calculate the realized income of the earnings reserve and (f) transfer to Ihe 
general fund either; an amount that is equal to the realized earnings or $r ,000,000.00 
(plus an indexing for inflation and population change), whichever is less.

Section 2 -  Amends the uncodified law by (a) designating the amount transferred to the 
general fund for FY 02 and 03 as the lesser of the realized earnings or $2,000,000 and (b) 
designates $2,000,000.00 as the benchmark amount by which subsequent years shall be 
calculated.

Section 3 -  Sets the effective date of this legislation as June 30, 2002.



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
P.O. Box 25500 Juneau, AK 99802-5500 

Telephone (907) 465-2047 
Facsimile (907) 586-2057

M E M O R A N D U M

DATE: November 21,2001

TO: Lori Backes,
Finance Aide to Representative Jim W hitakers

FROM: Jim Kelly
Director of Communications

SUBJECT: APFC analysis of your proposal

You have asked the APFC to analyze the impact of appropriating $200 million 
per year of Fund income, after dividends and inflation-proofing, beginning in 
2002 and then increasing that payment annually by (a) the rate of inflation, or (b) 
the rate of inflation plus the rate of population growth.

As the chart at the end of this memo indicates, the APFC estimates the average 
annual rate of inflation for the next ten years at 3.25 percent and population 
growth at 1.1 percent. With those assumptions, the $200 million annual 
appropriation grows to $267 million in the first case and $294 million in the 
second.

In terms of the proposal's impact on the Fund, there are three essential points to 
make.

1. Taking volatility of investment returns into consideration, the APFC 
projects that over the next ten years the Fund will m ost likely produce 
between $175 - 300 million per year available for appropriation for 
legislative purposes in addition to the transfers required for dividends 
and inflation-proofing per existing statutory formulas.

2. Expenditure of that $175 - 300 million would not place inflation-proofing 
in jeopardy; the Fund would still be able to retain sufficient income over
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tim e to provide long-term  protection o f the total Fu n d 's  purchasing 

power.

3. A n y  appropriations o u t o f the Fund, in  addition to dividends per existing 

statutes, w o u ld  cause dividends to decline relative to  the status quo.

V o la tility . Before discussing the specific im pacts o f the proposal, it  is im p o rtan t 

to und erstand  h o w  the A P F C  addresses volatility . In  recent years, the A P F C  has 

m oved aw a y  fro m  providing forecasts w hich  focus on ind ividual num bers and 

instead has preferred to ta lk  in term s o f ranges o f likely outcomes.

This s h ift recognizes th at it is n o t only impossible to produce reliably accurate 

single p o in t-in -tim e  num bers fo r fu tu re  years, it is m isleading to indicate th a t 

any o f u s can assess the im pacts o f fu tu re  events such as financial m arket 

perform ance w ith  "laser-guided precision."

W ith  th a t cautionary  note, there are tw o fundam ental principles -  one relating to 

in ve stm e nt policy and one to  spending policy -  w ith  w h ich  one can assess the 

soundness o f any proposed change to the current use o f Fu n d  income.

• T im e  greatly reduces -  b ut does n o t elim inate -  the vo la tility  in annual 

returns. T h a t is w h y  fro m  an investm ent policy perspective, asset 

allocation, diversification, disciplined rebalancing and long-term  tim e 

h o rizo n  are all key elements o f a successful investm ent program . T h e  

p roposal does n o t have an adverse e ffect on the B o ard 's  in ve stm e n t 

strategy.

• F ro m  a spending policy perspective, the best w ay to m oderate the im pact 

o f v o la tility  is averaging. So, for example in  the case o f the Alaska 

P erm anent Fund , w h ich  -  w ith  its 53 percent target allocation to equities -  

has a o ne-in-four chance o f a negative total Fund  return in  any given year, 

averaging returns over five years reduces the likelihood o f a negative 

re tu rn  to one-in-tw enty. This  m oderation o f the im pact o f vo la tility  

provides a valuable cushion to ensure stability o f distributions. A lth o u g h  

the p rop osal does n o t in clud e  an averaging p rovision , w e  k n o w  fro m  

o th er analyses th a t th is  level o f ad d itional p ay ou t f i ts  w ith in  the range 
o f  lo n g -term  average real incom e w h ic h  the F u n d  can be expected to 

produce on  a susta inab le  basis -  fiv e  percent o f the F u n d 's  average fiv e - 
year m arke t value  in  perpetuity.

Im p acts  o f  th is  proposal o n  the dividend. The actual effect o f this proposal, 

w h ich  w o u ld  pay o u t between $200 - 300 m illion  annually  to the General F u n d
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over the next ten years, will depend on two factors. The first is certain - the 

increased payouts relative to the status quo m e a n  the Fund will produce 

relatively less income each year in the future; the second is uncertain - the 

impact of volatility in the financial markets.

Taking only the first factor into consideration, it is likely that the proposal would 

have very little impact - less than $20 per check - for the first 4-5 years, growing 

to an annual difference of approximately $150 in ten years.

N o w ,  let's consider the impact of the second factor, volatility. Under the status 

quo - depending on market conditions between n o w  and then - per capita 

dividends in 2011 are most likely to fall within the range of $1,600 to $3,300. 

Under your proposal, the most likely range is $1,500 to $3,000.

So, the impact of your proposal on per capita dividends ten years out - 

compared to the status quo - is in the range of $100 - $300 per year. Note the 

m u c h  larger impact of volatility, which could cause the actual dividend in 2011 

to vary, depending on market conditions between n o w  and then, by as m u c h  as 

$1,700 in the status quo case.

If you have any further questions, please let m e  know.

Estimated annual payout of $200 m illion of Fund income 
adjusted for inflation growth or inflation plus population

(in millions)

$200 million + inflation (3.25%) $200 million + inflation (3.25%) + population (1.1%)
2002 200 200
2003 207 209
2004 213 218
2005 220 227
2G06 227 237
2007 235 248
2008 242 259
2009 250 270
2010 258 282
2011 267 294



S t a t e  o f ^ A l a s k a  
J  '  AK 9 9 8 1 1

324 W i l l o u g h b y
J u n e a u ,  AK 9 9 8 0 1 ^ ^  F e b r u a r y  2 5 ,  2002

T h e  H on . Efc s r k o w i t z ;  A l a s k a  H ouse  o f  R e p r e s e n t a t i v e s

r e :  D ic k e n s  & N u m be rs

T h a n k s  f o r  t h e  o p p o r t u n i t y  t o  t a l k  t o  S t a t e  A f f a i r s  t o d a y —  
h e r e  a r e  a fe w  com m en ts  on  A l a s k a ' s  b u d g e t  a n d  g r o w t h  p e r c e n t a g e s .

D ic k e n s  One o f  C h a r l e s  D i c k e n s '  c h a r a c t e r s ,  M ic a w b e r ,  s u c ­
c i n c t l y  e x p r e s s e s  t h e  f a c t s  o f  b u d g e t  l i f e  ( p a r a p h r a s e d  b e l o w ) :

" I n c o m e  t w e n t y  p o u n d s ,  e x p e n d i t u r e s  19 p o u n d s ,  11 s h i l l i n g s ,
19 p e n c e ;  r e s u l t ,  h a p p in e s s .  In c o m e  t w e n t y  p o u n d s ,  e x p e n d i ­
t u r e s  20 p o u n d s ,  0 s h i l l i n g s ,  1 p e n n y ;  r e s u l t ,  D E S P A IR ."

I r r e l e v a n t  P e r c e n ta g e s  I t  r e a l l y  d o e s n ' t  m a t t e r  w h a t  p e r ­
c e n t a g e  A l a s k a ' s  in c o m e  o r  e x p e n d i t u r e s  i n c r e a s e d  b y ,  w h e t h e r  t h i s  
p e r c e n t a g e  i s  a b o v e  o r  b e lo w  some h y p o t h e s i z e d  i d e a l .  A l l  t h a t  
m a t t e r s  i s  t h a t  c u r r e n t  in c o m e  be a b i t  MORE t h a n  c u r r e n t  s p e n d in g .

7% S e ven  p e r c e n t ,  com pounded  f o r  TH IRTY y e a r s ,  r e s u l t s  i n  a 
m u l t i p l i e r  c l o s e  t o  t h a t  1 0 .3 4  m u l t i p l i e r  d e r i v e d  f r o m  a c t u a l  p o p ­
u l a t i o n  i n c r e a s e s  t im e s  i n f l a t i o n  ( c o n s u m e r  p r i c e  i n d e x  i n c r e a s e s ;  
u s i n g  C P I g i v e s  a HIGHER num be r t h a n  p r o d u c e r  p r i c e  i n c r e a s e s ) .

O n ly  THREE, N o t  4 ,  d o u b le s  B u t  u s i n g  1960  as  a s t a r t i n g  
p o i n t ,  w hen  a c t u a l l y  t h e  $150 m i l l i o n  was t h e  1969 b u d g e t  f i g u r e  
f o r  A l a s k a ,  i s  i n c o r r e c t .  T h i s  i s  9 - y e a r  d i f f e r e n c e  i s  s i g n i f i c a n t  
b e c a u s e  1 9 6 9 -2 0 0 2  w o u ld  be a b o u t  THREE ' d o u b l e s '  a t  7% ( u s i n g  t h e  
'R u l e  o f  7 2 ' }  b u t  1 9 6 0 -2 0 0 2  w o u ld  be  FOUR.

T h r e e  d o u b le s  w o u ld  b e :  $ 3 0 0 ,  $ 6 0 0 ,  $ 1 ,2 0 0  m i l l i o n s  ( $ 1 . 2
b i l l i o n ) .  See a c c o m p a n y in g  " C la im s  & F a c t s " ,  w h ic h  show s  a 1 0 .3 4  
ACTUAL m u l t i p l i e r :  i . e . ,  1969 b u d g e t  = $ 1 ,5 5 1  b i l l i o n  i n  2 0 0 3 .

As I  t o l d  t h e  C o m m it te e ,  t h i s  i s  o f  h i s t o r i c a l  i n t e r e s t  o n l y ,  
b e c a u s e  t h e  e s s e n t i a l  p o i n t  i s  t h a t  c u r r e n t  s p e n d in g  be  k e p t  b e lo w  
c u r r e n t  in c o m e , r e g a r d l e s s  o f  h i s t o r i c a l  t r e n d l i n e s .

Panama C a n a l  R e v e la n c e ?  W h a te v e r  was s p e n t  on  t h e  Panama 
C a n a l  ( 1 8 9 5 - 1 9 1 5 ? ) ,  e v e n  i f  o f  t h e  same n o m in a l  d o l l a r  a m o u n t  as  
A l a s k a ' s  1969  b u d g e t  [UNTRUE], i s  i r r e l e v a n t  t o  A l a s k a ' s  p r e s e n t  
s i t u a t i o n .  [ " N o m in a l  d o l l a r s "  o f  c o u r s e  a r e  r a d i c a l l y  d i f f e r e n t  i n  
r e a l  v a l u e  when s e p a r a t e d  i n  t im e  b y  p e r h a p s  70 y e a r s ,  y e s ? ] .

P l e ' t s e  k e e p  t h e  PFD p r o g ra m  and  P e rm a n e n t  Fund  UNTOUCHED and  
UNCHANGED. B u i l d  u p - - a n d  TAX— v a lu e - a d d e d  m a n u f a c t u r i n g ,  w i n d i n g  
down t h e  CBR a n d  b a la n c e  S t a t e  s p e n d in g  w i t h  S t a t e  in c o m e .  Y e s ,  i t  
c a n  be  d o n e ,  p r o b a b l y  i n  a n y  o f  many d i f f e r e n t  w a y ^ . " '  P le a s e  do  NOT 
i n v o l v e  t h e  PFD o r  P e rm a n e n t  F u n d :  d o n ' t  b r e a k  p h e  b i g  p i g g y  b a n k .

S i n c e r e l y  & c o r d i a l l y
Dr. Joe-\Sbnneman



C L A I M S  A N D  F A C T S  R E :  P A N A M A  C A N A L .  A L A S K A  P O P U L A T I O N .  P R I C E  I N D E X
b y  J o e  S o n n e m a n

C L A I M

T h e  P a n a m a  C a n a l  
c o s t  $ 1 5 0  m i l l i o n ,

T h e  c o m b i n a t i o n  o f  
A l a s k a  p o p u l a t i o n  
a n d  i n f l a t i o n  f r o m  
1 9 6 9  [ N O T  1 9 6 0 ]  t o  
p r e s e n t  i s  a  c o m ­
p o u n d e d  7% ( s o  i t  
i s  O K  t o  u s e  t h e  
R u l e  o f  7 2  i n  c o m ­
p a r i n g  1 9 6 9  a n d  
p r e s e n t  A l a s k a n  
b u d g e t s ]

F A C T  & S O U R C E

O n e  e n c y c l o p e d i a  l i s ^ . s  t h e  c o s t  o f  c o n s t r u c t i o n  
a t  $ 3 8 0  m i l l i o n .  A n o t h e r  e n c y c l o p e d i a  d o e s  n o t  
l i s t  t h e  c o n s t r u c t i o n  c o s t ,  b u t  n o t e s  t h a t  t h e  
U . S .  p a i d  P a n a m a  $ 1 0  m i l l i o n  t o  s t a r t ,  p l u s  
$ 2 5 0 , 0 0 0  p e r  y e a r  ( s t a r t i n g  i n  1 9 1 3 ) ,  w i t h  t h e  
a n n u a l  p a y m e n t  i n c r e a s e d  i n  1 9 3 6  t o  $ 4 0 0 , 0 0 0  
a n d  i n c r e a s e d  a g a i n  i n  1 9 5 5  t o  a b o u t  $ 1 . 9  
m i l l i o n .  { P a n a m a  a l w a y s  c a l l e d  t h i s  a  " r e n t a l  
p a y m e n t , "  n o t  a  p u r c h a s e ;  h e n c e ,  t h e  r e t u r n  o f  
t h e  c a n a l  u n d e r  P r e s .  C a r t e r  i n  1 9 7 8 - 7 9 . }

[ A l l  n u m b e r s  f r o m  t h e  S t a t i s t i c a l  A b s t r a c t  o f  
t h e  U n i t e d  S t a t e s ,  2 0 0 1  a n d  1 9 8 1  e d i t i o n s ] .

P O P U L A T I O N  o f  A l a s k a
1 9 7 0 :  3 0 3 , 0 0 0 2 0 0 0 :  6 2 7 , 0 0 0

I N F L A T I O N  ( n a t i o n a l  C o n s u m e r  P r i c e  I n d e x )  
1 9 8 2 - 8 3  = 1 0 0 :
1 9 6 9  = 2 . 7 2 6  2 0 0 0  = . 5 8 1

A N A L Y S I S :  N o t  q u i t e  c l e a r  w h a t  k i n d  o f  ' c o m ­
b i n a t i o n '  i s  m e a n t ,  a d d i t i v e  o r  m u l t i p l i ­
c a t i v e ,  s o  l e t ' s  t a k e  t h e  b i g g e r  n u m b e r  b y  
m u l t i p l y i n g  t h e  d i f f e r e n c e s .

6 2 7 . 0 0 0
P o p u l a t i o n  i n c r e a s e  =   = 2 . 0 6 9  ( 1 9 7 0  -  2 0 0 0 )

3 0 3 . 0 0  1

R O U N D I N G :  l e t ' s  r o u n d  t h i s  u p  t o  2 . 2  ( 1 9 6 9  - 2 0 0 3 )

P r i c e  I n d e x  i n c r e a s e  = 2 . 7 2 6 / . 5 8 1  = 4 . 6 9 1 9  { r o u n d  t o  4 . 7 )

M U L T I P L Y I N G  t h e  2 . 2  p o p u l a t i o n  i n c r e a s e  x  4 . 7  p r i c e  i n c r e a s e  
y i e l d s  a  r e s u l t  o f  1 0 . 3 4 ,  t a k i n g  b o t h  p o p u l a t i o n  a n d  
i n f l a t i o n  i n t o  m a x im u m  a c c o u n t  [ ' m a x i m u m ' ,  b e c a u s e  t h e s e  
w e r e  m u l t i p l i e d ,  n o t  j u s t  a d d e d ] .

A P P L Y I N G  t h e  1 0 . 3 4  m u l t i p l i e r  t o  t h e  1 9 6 9  A l a s k a  b u d g e t  t o t a l  
o f  $ 1 5 0  m i l l i o n  y i e l d s  a n  e q u i v a l e n t  y e a r  2 0 0 3  b u d g e t  o f  
a b o u t  $ 1 , 5 5 1  b i l l i o n .

C O N C L U S I O N :  A l a s k a  i s  s p e n d i n g  f a r  m o r e  i n  2 0 0 2  & 2 0 0 3  t h a n
i t  d i d  i n  1 .9 6 9 ,  e v e n  w h e n  c o r r e c t i o n s  a r e  m a d e  b o t h  f o r  
p o p u l a t i o n  i n c r e a s e s  a n d  f o r  i n f l a t i o n .  T h a t  e x t r a  
s p e n d i n g  m a y  b e  g o o d  i n  p a r t — n o  o n e  s a y s  t h e  1 9 6 9  l e v e l  
w a s  i d e a l — b u t  t h e  h i g h e r  p r e s e n t  l e v e l  m a y  b e  b a d  i f  
s p e n d i n g  c o n t i n u e s  t o  r u n  a h e a d  o f  i n c o m e ,  e s p e c i a l l y  i f  
i n c o m e  a c t u a l l y  d e c l i n e s  a s  p r e d i c t e d  b y  D e p t ,  o f  R e v e n u e  
( w h i c h  d o e s  n o t  h a v e  a  g o o d  t r a c k  r e c o r d  o n  p r e d i c t i n g )  .
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Understanding Alaska’sFinances
General Permanent

F und F end

CBR ERA



General F und
R e v e n u e s  f r o m :

• O i l  R o y a l t y ,  S e v e r a n c e  T a x ,  

P r o p e r t y  T a x

• C o r p o r a t e  I n c o m e  T a x  

• F e e s  a n d  o t h e r  s o u r c e s



• U s e d  a s  a  s h o c k  a b s o r b e r  f o r  t h e  b u d g e t  i n  

t i m e s  o f  d e f i c i t .

’D r a w  i n  F Y  2 0 0 2
( V ( o ,

w o  t o

~v~\



The Permanent FundCorpus
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□

•The Fund Principal is protected.

W h a t  c o m e s  o u t  o f  t h e  P r i n c i p a l ?

fAVI III!f tm  #  p  fa i  b. m .  ^  m  ’ "

I I I  h I  i l l  1  t i l l  m



The ERA
W

•The ERA acts as the shock absorber for the 
Permanent Fund.

•Debits and Credits to the Permanent Fund are 
realized by the ERA. (Earnings, Losses, Dividends)

•If the Permanent Fund Corpus realizes a loss, the 
ERA absorbs the loss.





The Funds are Related
General

Fund

FY2004

Permanent
Fund

ERA



C o n c l u s i o n :
• T h e  E R A  i s  n o t  s u s t a i n a b l e  f u n c t i o n i n g  a s  a  

s h o c k  a b s o r b e r  f o r  b o t h  G e n e r a l  F u n d  a n d  

t h e  P e r m a n e n t  F u n d

• I f  t h e  E R A  f u n c t i o n s  a s  a  s h o c k  a b s o r b e r  f o r  

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

b e  d r a i n e d  b y  t h e  e n d  o f  t h e  d e c a d e .

• A n d  t h e  d i v i d e n d  p r o g r a m  w i l l  e n d .



A n d  t h e n  t h e r e  w e r e  t w o . . .

General Permanent
Fund Fund



If nothing is done, by the end of the decade:
• T h e  d i v i d e n d  p r o g r a m  i s  g o n e

• G o v e r n m e n t  s p e n d i n g  w i l l  b e  s i g n i f i c a n t l y  

r e d u c e d

• A n d  o u r  e c o n o m v  w i l l  s h r i n k


