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Hearing(s) were held

The bill did not move

from Comm ittee



Senator Ben Stevens
Senate Majority Leader

Sponsor Statement

SB 374 - Permanent Fund Earnings/Income Distribution

The State of Alaska’s revenue structure is heavily dependent on the production and
price of oil. The production of oil in Alaska has steadily declined over the years, and
with national and local environmentalists’ opposition to exploration and
development of oil and gas in the Arctic National Wildlife Refuge and the National
Petroleum Reserve, experts predict an irreversible decline in production.

Over the last decade, the St~te of Alaska has closed its budget deficit by borrowing
funds from the Constitutional Budget Reserve (CBR). Office of Management and
Budget (OMB) forecasts predict that under current budget levels, oil production, and
oil prices, the CBR will no longer have funds available to close future budget deficits.
OMB?’s forecast assumes no major rise in state expenditures and predictable oil
prices. A major dip in world oil prices or major increases in the cost of education or
formula-driven programs will undoubtedly turn a general fund budget deficit into a
true fiscal crisis.

Unless our state’s savings account - the CBR - is repaid, it is only a matter of time
before the Governor and the State Legislature will be forced to enact draconian
taxes - which may ravage the state’s economy and overburden taxpayers - or will be
forced to enact draconian cuts that will devastate Alaska’s schools, leave
infrastructure to deteriorate, and leave the most vulnerable Alaskans out in the
cold.

Recognizing current and future budget realities, SB 374 is proposed as a
conservative statutory change that will enable future legislatures and future
Alaskans to meet the core services of government: education, public safety,
transportation, and public health.

Senator Ben Stevens
State Capitol
Juneau, Alaska 99801
907-465-4993
Fax: 907-465-3872



SB 374 outlines the priority use of the realized earnings of the Permanent Fund:

1. Permanent Fund Dividend

As under current law, the amount available for appropriation from the permanent
fund would be based on an average of realized earnings for the past five years, with
half going to dividends.

2. Inflation-Proofing

The amount needed to inflation-proof the Permanent Fund remains similar to
current law. However, new deposits from natural resources into the corpus of the
Permanent Fund will be considered in the calculation of the amount needed from the
realized earnings.

3. Baseline Balance ofthe Earnings Reserve Account

Unlike current law, SB 374 mandates that after Permanent Fund Dividends and
inflation proofing, all monies in the Earnings Reserve Account up to $250,000,000
must remain in the Earnings Reserve Account.

4. Constitutional Budget Reserve

After Permanent Fund Dividends, inflation proofing, and remaining within the
baseline balance of the Earnings Reserve Account, excess monies would be
transferred to the Constitutional Budget Reserve.

Unlike high tax rates and deep cuts in government services, SB 374 ensures that
little to no damage will be inflicted on Alaska citizens and the economy. Based on a
recent study by the Institute of Social & Economic Research (ISER), transferring
excess earnings of the Permanent Fund after paying Dividends and inflation
proofing would do the least harm to Alaskans.

Moreover, transferring excess earnings of the Permanent Fund to the Constitutional
Budget Reserve will allow the funds to appreciate over time.

SB 374 would revert to current statutory language once the deposits to the
Constitutional Budget Reserve equals the amount appropriated from the CBR to the
state’s general fund.

I would appreciate your support.

Senator Ben Stevens
State Capitol
Juneau, Alaska 99801
907-465-4993
Fax: 907-465-3872



To: Tfiftcl-j

Senator Ben Stevens
Senate Majority Leader

Memorandum

Date: 3/31/04

To: Senator Gary Wilken, Co-Chair
Senate Finance Committed

From: Senator Ben StevenifV

Subject: Fiscal Note for Senate Bill 374

Senate Bill 374 was heard in the Senate Finance Committee on Monday, March 29.
However, a fiscal note was not provided from the Department of Revenue or the
Permanent Fund.

I respectfully request that a fiscal note for Senate Bill 374 be requested by the Senate
Finance Committee in order for the committee to understand the full fiscal impact of the
legislation.

Thank you for your consideration of my request.

Senator Ben Stevens
State Capitol
Juneau. Alaska 99801
907-465-4993
I'tLx: 907-465-3872



Rc: s>374 In?

| of |

Subject: Re: sb374 fn?
Date: Wed, 07 Apr 2004 10:35:33 -0800
From: Randy Ruaro <randy_ruaro@ gov.state.ak.us>
Organization: Alaska Office of the Governor
To: Robin Paul <Robin_Paul@ Legis.state.ak.us>

Hi Robin:

Actually, the fiscal information for SB 374 w ill be prepared seperate
from the fiscal note. Paul at the DOR is working on it, but apparently
is out of the office this week.

Thanks

Randy

Robin Paul wrote:

> Morning Randy,

> Just checking in with you re status of fn for SB 374. Our notes say
> that a new DOR/Permanent Fund one was requested on 3/31. Any update?
> this bill is on our calendar for today.

> Appreciate it!

> Thanks!

> Robin

4/7/2004 12:111'M
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FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Fiscal Note Number:

Bill Version: SB 374
{) Publish Date:
Dept. Affected; Revenue

RDU

Component

Title Permanent Fund Income
Distribution
Sponsor Finance by Request

AK Permanent Fund Corporation
AK Permanent Fund Corporation

Requester Senate Finance

Component No. 109

Expenditures/Revenues

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES Fy 2005

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE

Fy 2006

Fy 2007 Fy 2003 Fy 2009

0.0 0.0 0.0 0.0

(Thousands of Dollars)

1002 Federal Receipts
1003 G F Match
1004 cF
10056F/Program Receipts
1037 G F/Mental Health
Other (Specify Type--Do not abbreviate)
TOTAL 0.0

Estimate of any currentyear (FY2004)cost:

0.0 00 0.0 0.0

0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2005budget proposal: !

POSITIONS
Full-time
Part-time

Temporary

(Attach a separate page if necessary)

ANALYSIS:

ry 2010

0.0

0.0

sB 374 would use incoming mineral revenues to offset a portion of the inflation proofing transfers from the

unreserved to the reserved portion of the Permanent Fund. The bill also directs a portion of the realized

earnings to be transferred to the Constitutional Budget Reserve on an annual basis.

sB 374 would not affect the management of the Fund and would have no effect on the APFC's operating

budget.

Prepared by; Robert D. Storer, Executive Director

Phone 465-2047

Division Alaska Permanent Fund Corporation

Steve Porter, Deputy Commissioner

Date/Time 3/26/04 12:00 am
Date 2/6/2004

Approved by:

Agency Department of Revenue

(Rovnod 1W7M3 OMU)
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Mockl WHTHHSZ ]) Consider Dedicated Revenue to Hie Permanent Fund Principal as Inflation proofing. Appropriate any additional amount necessary to moot
Inflation In lull from the ERA if the dedicated revenue Is insufficient. 1 | |
2 Pay dividends according to current formula. 1 j
3 Transfer any remaining balance In tile ERA, less mmillion, to the CBR. i

i f
Assunmptions: %FYCBGF budgot Is at the FYQ4 Enacted level P L r !
GF Revonue provided by the Dopt. of Revenue’s Fall B Forecast t !
2Formulas built Into the Pormanont Fund are based on APFC Financla Projections 1 1
Under Status Quo «the ERA Is used to fill the fiscal gap afterthe CBR Is drained and Ihoro aro ro other options !
! [ ; i
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Permanent Fund Market Value
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Chart-CBRFisgap

CBR Balance and the Fiscal Gap
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Permanent Fund Principal
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Dividend Checks

Projected Status Quo Dividends sB 374 Dividends
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Fiscal Gap After CBR Draw - Status Quo vs. Model
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1 Model ConcaptlParametors:

BRRBRNRBNEEREEREEREB ocg~wourwn

Inflation In full fromtho ERAIf tho dediicated revenue Is Insufﬁclent
2) Pay dividends according to current formula.
3 Transfcr any remaining balance Intho BRA less 5250m|||on, totho CBR

Assumptions: 1) FY06 G-budget Is at the FYO4 Enacted lovol
G Revenue comes from tho Dept, of Rovonuo's Fall 2003 Forocast
3 Formulas buiilt Into the Permanent Fund are based on APFC Financial Projections

(millions) FYO03 FY04 FYO05 FYO06
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% 3B
112 1235
, |
68% 7.5%
080 0.06%
7.62% 740%

cCQuv\.

FY12 FY13
20% 20%
3% 30%
716 ™
4% 4%

2662 281
42490 24458
6,107 6434

173 j(e7s

29 2

1306 1377
6.6% 6.6%
085% 0.7/%
741% 7.41%

5/29|c4

FY14
20%
30%

[e%
4%

7.6%
-015%
740%

0-WAvII<2. WA.c3



(millions) FYO03 FYO04 FYO05 FYO06 FYO07 FYO08 FYO09 FY10 ! FY11 FY12 FY13 FY14

-.sum;*quo ~:h Jyyr: o.c-s... -
2 General Fund Unrestricted GF Revenue 2046 2023 1736 . 1492 1436 1442 1424 1347 1,201 1231 1187 1,108
3 GFBudet (4%  (2300) @A) (237 (23 (241) (240 (250 22591 §26431 Ezggg)) 22749
4 Fscd Gpfsupss 49 @@ G 2 @& 20 @ 2 @ 1) (19 O 141 (L 164
5 Draw(romCBR 49 278 56 8% o7 0 0 0 0 0 0 0
6 Fiscal Gap After CBR Draw 0 0 0 0 (.5%) (99 (106 (1193 (1300 (1412 (1509 (1647
7 CBR Fund
8 Beginning CBRbelance Fd»3 Itf.. % ee® 2,380 2,097 1,899 1,434 667 0 0 0 0 0 0 0
9- Mt Setflerrents 2 20 20 19 9 0 0 0 0 0 0 0
10 Eamings um ) 30} (3] 2 0 0 0 0 0 0 0
n CBR (DranwyPsyback (449 2™ (559 (:59) (707 0 0 0 0 0 0 0
12 Ending CBRbalance 2037 1,899 1,434 667 0 0 0 0 0 0 0 0
13 Permanent Fund
14 Market Value - Begin Bal 23,545 24,194 27,626 29,443 31,29 32,848 33,-83 34,214 35,093 36,180 37,617 39,062
15 Principal - BegnBd - n n o 21,84 2,983 23469 24,448 25419 26414 27437 28490 20566 0674 3,803 32009
16 Dedicated ReverLe 38 30 x2 213 26 0% 190 12 173 (&7 iuO
7 Qther/Spedial Apprgpriations 4 2 15 18 20 2 24 %6 2 2 &Y K
18 Infliation Prociing 2 130 712 740 769 709 80 &l 83 926 R0 23
19 Principal -Ending Bal 4 Z?t(@ 23469 24448 25419 26414 27437 28490 20566 0674 3,88 2950 176
Accumuiated Unrelized i
20 Gain(Loss) »K- 3451 388 4285 4636 4959 5252 5527 5506 5814 6104 6,046
21 Resenved - Ending Bl 24,04 .6,920 28346 2074 31,080 3R3% 3B,742 3033 36,180 37,617 002 4022
2
3 ERABegnBd 7L ' 113% 10 706 108 152 1,79 1,187 Vivy) 0 0 0 0
24 Redlized Galn(Loss) 3H 136 1608 17% 190 2112 2197 2331 2617 2,373 2497 290
5 ncome Available (or Distntaution QX7 1123 142 1861 2032 2185 2357 2442 2523 2632
% Transfer Io Dvicerd Furd @) @m0 @ B (A) (@9 (10 (@1 @) 12) (12 (134
z Infiation Proofing/Spoct/Other m o @ @ (W (& <« @ (@ (@ @
28 subtotal 100 7% 108 152 2,060 2186 1538 849 5 226 276 614
2 _ Drawfor Fiscal Gap 0 0 0 0 @ (@ @e ©9 65 @ @
D ERA-Ending Bdl ok 10 %6 1,08 1592 179 1,187 472 0 0 0 0 0
31 Market Value - Ending Bal 24,14 27,626 29,443 31,29 32,848 33,583 34,214 35,093 36,180 37,617 39,062 40,222
K2 Fiscal Gap After BRA Draw 0 0 0 0 0 0 0 (319 (75 (1185 az) ([Noco)

SlovensViodel v2_Pnge Rroakout Xis YK 'Quiiio* 9:32 AM - 3/22/2004



1 MODEL

o o b w

© o

21
22
23
24
25
26
27
28
29
30
31
32

StovensModel_v2 Pnge Breakoul.xls

General Fund

CBR Fund
Beginning CBR balanco

Ending CBRbalanco

Permanent Fund

Market Value - Begin Bal
Principal « Bogin Bal

Principal * Ending Bdl

Reserved * Ending Bal
ERABogin Bl

Informational only

ERA- Ending Bdl
Market Value - Ending Bal

(millions)

Urrestricted G- Reverue
GFBudgt
Fiscal (Gap)/Surptus
Draw (romCBR
Fisca Gap Afler CBR Draw

Setlerents

Eamings

Transfer romERA
CBR (Draw)fPayback

Dedicated Revenue
Cther/Spedia Appropriations
Infliation Prodfing

Aocumuiated Unredlized
Gan(Loss)

Redlized Gain(Loss)
Transfer to Dividend Fund
Inflation procfing calouation
Infliation Proofing Trarsfes'[h

Transfer lo CBR

FYO03

2,046
(2.49G)
(449)

449

2,380
22
144
0
(449)
2,097

23,525
21,884
398

354

352
22,988

1,106
24,094

1,136
355
(691)
R
(700)
100
R
100
24,194

FY04

2,023
(23011
(278)
278
0

2,097
20
59
0
(278)
1,899

24,194
22,983
300

12

169
23,469

3,451
26,920

100
1,336
(561)
na
(169)
706
i
706
27,626

FY05 1 FYO06
1,736 1,492
12.301) (2.347)
(565) (855)
565 855
0 0
1,899 2,534
20 19
80 120
1,100 655
(565) (855)
2,534 2,473
27,626 28,344
23,469 24,196
252 213
15 18
460 520
24,196 24,947
3,898 4,270
28,094 29,217
706 250
1,603 1,729
(499) (554)
712 733
(460) (520)
1,350 905
(1.100) (655)
250 250
28,344 29,467
‘ofti- o AMHe

FYO07

1,435

(2.394)
(959)
959

2,473

116
582

(959)
2,221

29,467
24,947
205

550
25,722

4,601
30,323

250
1,854
(122)
755
(550)
832
(582)
250
30,573

FYO08

1,442

(2,441)

(999)
999

2,221

104
499
(999)

1,825

30,573
25,722
202

22

576
26,522

4,902
31,424

250
1,966
(891)
778
(570)
749
(499)
250
31,674

FY09

1,424

(2,490)

(1,066)
1,066

1,825
0

86
500

(1.066)
1,344

31,674
26,522
199

24

603
27,349

5,178
32,527

250
2,072
(968)
802
(603)
750
(500)
250
32,777

FY10 |

1,347

(2.540)

(1.193)
1,193
0

1,344

63
561

(1.193)
775

32,777
27,349
189

26

638
28,202

5,441
33,643

250
2,233
(1,035)
827
(638)
811
(561)
250
33,893

FY11l

1,291

(2.591)

(1,300)
1,300

775
0
36
739
(1.300)
251

33,893
28,202
182

33

671
29,087

5,421
34,508

250
2,528
(1.119)
853
(671)
989
(739)
250
34,758

FY12

1,231

(2,643)

(1,412)
673
(738)

251

12
411
(673)

34,758
29,087
173

29

706
29,995

5717
35,712

250
2,280
(1.163)
879
(700)
661
(411)
250
35,962

FY13 FY1l4
1,187 1,103
(2.69G) (2.749)
(1,509) (1.647)
438 769
(1,071) (878)
0 0
0
0 0
438 769
(438) (769)
0 0
35,962 37,177
29,995 30,933
164 180
32 42
742 755
30,933 31,909
5,994 5,939
36,927 37,848
250 250
2,308 2,808
(1.203) (1,285)
906 935
(742) (755)
688 1,019
(138) (769)
250 250
37,177 38,098

9:32 AM - 3/22/2004



OUTPUT - Status Quo vs Mmodel J

(millions) FYO03 FY04 FYO5  FY06 FYO7 FYO08 FY09 FY10 FY11 FY12 FY13 FY14
1 Total Paid Applicarts (thousands) 587 53 600 607 613 620 635 642 619 656 63
2 Por Capita Dividends
3 Status Qo e JD S 8128 S 955 $12B24 S1420 S161907 $ 172100 $ 18658 S18R01 $19316 $ 202150
4 Mocd e na S 8128 S 91391 S1177.06 $ 143644 S1532 $ 1608 $ 174274 $ 17272 S184063 $ 1B7.2
5 dil S S (u6) $ (BL1Y S (HBE) S (BB S (@OLIYS BH) $ PV S @48 S A3
6 ! ! |
7 Permenent Fund Ending Markot Valuo ( [ !
8 Status Qo | na 29443 31,2% 32848 3B5B! H24 3508 36180 37,617 39062 40222
9 Mod h21 na 2834 29467 0573 31674 R777 3R38B 34,78 B2 37177 3308
%10 dill (L9 (&9 (22Z/ (199 (48 (20 (142 (16D (18 __ (21
1 Permanent Fund Principal
13 Status Qo n 12} 24.4/8 25419 26414 274371 28490 2056 061 31,813 3299 34.176
14 MocH R | 24.19% 2447 572 2652 27.349 2822 20.087 203% 30933 31909
% d"i (=2 @n 2 @149 LMy (13 (@158) (18y (209 (227)
7 Permanent Fund ERA ! *
18 Status Qo g2 g2 1038 152 179 1187 472 0 0 0 0 0
19 e na 20 20 20 20 20 0 20 20 0 20
2 dill (&9 1342 1519 (@) (222 20 20 0 20 0
2
2 Accunmulated Unrealized Gain
3 Status Qo na n 388 4285 4636 4959 5252 5527 5506 5814 6104 6,046
24 Mo | na 388 4270 4601 4902 5178 5441 541 5717 5994 5939
> dil , 0 @ @ &) ) © &) @ @y @
27 "Effoctivo Inflation Proofing” ) j
2 Satus Qo n p2 4.2% 40% 3% 3% 38% 38% 3™ 3 36% 3™
) Moce n p21 3% 30% 30% 30% 3% 30% 3% 3% 3% 3%
D dill -11% 0% 0% 08% 08% 08% 0% 076 06% 0™
a 1 1 1
K% Fiscal Gap "After CBR Draw' : i i
B Status Qo n n 0 T X (99 (1069) (113 (1,300 (l(% (150 1e4n
A Mood | p2 0 0 0 0 0 0 0 (1,071 (0]
b 0 0 2 99 1086 1193 130 673 438 769

SteversModel V2 Pago BreakoutXs AT 9:32 AM - 3/22/2004



ALAwWMA PERMANENT FUNO

FINANCIAL PROJECTIONS 2004 -2014

as of December 31,2003
| agtemprgediars il edendtai years, besedanbest aailetle Infamvation (inmillias)

Reserved Fund Balance Unreserved Fund Balanee TOTAL
Unrealized Distributions of FUNI)
FY Begin Dedicated FY End Gain (Loss) FY End Acct.  Statutory Statutory Net Income Realized Earninas Acct
Conlrib. Appro- B Slate Inflation Contribulions Net FYEnd Reserved Net Net Inflation Genera Net FY End FY End
FY Balance priations Revenues Proofing Balance Change Balance  Balance income I Income  Dividends ~ Proofi ng Fund Change Balance FY Balance
77-% 0 5870 5711 4,624 16,205 2084 2,084 18,289 14134 14054 5993 4,624 223 104 04 7% 18,33
97 16,205 38 486 17,828 1,085 3,169 20997 3149 2,036 47 48 1 3 107 97 21,104
B 17,828 > 20 423 18516 802 3971 2487 3435 2595 83 423 1 1282 1,389 %8 23876
e] 18516 il 155 288 19,000 i43G 3541 251 2148 2544 1,045 288 3 1200 2590 9 25131
(00] 19,000 21 310 423 20014 = 3529 23543 2249 222 1172 423 3 3R 2972 00 26,515
aL 20014 7 39 686 21,046  (2.Uel 1383 2429 (2] 119 1,113 636 4 (5981 2334 01 24,813
(024 21,046 ) 3 8 603 21,834 (373 506 22,389 617 27 926 602 4 (1243 1136 (024 23525
® 21,834 3 & 3% 32 22988 601 1,106 24094 %3 35 m w 352 0 110851 100 (o} 2419
04 22,988 12 300 0 23301 m m 3451 26,752 0 0 i P5C1~ 0 0 750 m 04 27,602
(05} 23301 15 2 613 24180 450 3902 28,082 2,067 1600 4% 613 0 43 1,343 03] 20424
06 24,180 18 213 635 25,045 3 4,292 29,337 2203 174 558 635 0 602 194 06 31,282
o7 25,045 20 26 657 25,927 36 4,648 30575 2343 1%7 738 657 0 572 2516 o7 33,001
B 25,927 2 Y07 680 26,831 39 4977 31,808 2479 2128 94 680 0 524 3,040 (0} 34,848
(0¢] 26,831 24 19 703 21,757 38 5,285 33,042 2611 2219 1,026 703 0 549 3589 (02} 36,632
10 21,757 % 13 727 28,700 20 5576 34,275 2,745 2428 1113 727 0 588 4177 10 33453
n 28,700 3B 1’ 752 29667 fra 55657 35223 2831 2867 1225 72 0 890 5,067 n 40201
1 29,667 2 13 T 30,646 37 5904 36,550 3019 2643 1,296 I 0 570 5,637 © 42,187
3 30,646 2 14 802 31,644 39 6233 37,877 3161 2800 1,367 82 0 631 6,268 33 44,146
u 3,644 L2 180 326%4 (3] 6,167 38,861 3309 334 1478 828 0 1,028 7,29 14 46,157
Cumulative Totals
Projected for 2004-2014 2,259 7,174 30,486 25,152 10,782 7,174 0
Assumptions: Total Return « Inflation = Total Real Return Smillions
FY 2004 15.16% 228% 12.88% 65.000 Volatility of Forecast Fund Market Value 16
FY 20052014 <4 7.60% 260% 5.00% 60.000 Probability
55.000
I'l' Accounting net income is statutory net income plus the net 50,000 I 1 1 u10%
change in unrealized gains (losses) and settlement earmnings. ) 250
P Eamings reserve appropriated to principal and 45.000
settlerment eamings transferred to principal per AS 37.13.145(0). 40.000 m Projected
P Final reconciliation on Stale ol AK royalty case. ) 25%
P Based on 2003 Callan capital market assumptions and median 35.000
expected returns. Actual resuits will vary from projections. 30,000 a m10%
P Total Fund equals reserved fund balance plus the realized earnings accourt. ) B "38
pi The MOMA volatility graph shows Ihe range of possible outcomes 25.000
with theextremesql Irebgrs i.rdcatjng Ihe less likely probakility. ' 20,000 , £ r i L i i 1 I P
Ih* $354 of FYD4 s projected irfiation proofing of 531 was prefunded in FYC3, 2004 2005 2006 2007 2008 2000 2010 2011 2012 2013 2014

Currently there Is no FYO4 appropriation for the remaining $177 balance





