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CS FOR SENATE JOINT RESOLUTION NO. 18( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BV

Offered:
Referred:

Soosx(S): SENATE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET ANT)
AUDIT COMMITTEE BY REQUEST

A RESOLUTION
Proposing amendments to the Constitution of the State of Alaska relating to the Alaska
permanent fund, establishing the earnings reserve account, and permitting distribution

from the account only for permanent fund dividends and public education.
1JE IT RESOLVED BY THE LEGISLATURE OF THE STATE O  YASKA:

*Section 1 Article IX. sec. 15, Constitution of the State of Alaska, is amended to read:

Section 15. Alaska Permanent Fund, (a) Atl'.st twenty-five per cent of all
mineral lease rentals, royalties, royalty sale proceeds, .ederal mineral revenue sharing
payments and bonuses received by the State shall be placed in a permanent fund, the
principal of which shall be used only for those income-producing investments
Specifically designated by law as eligible for permanent fund investments. The
earnings reserve account is established as a separate account in the fund. All
income from the permanent fund shall be deposited in the earnings reserve account
as soon as it is received. Appropriations mav only he made from the earnings
reserve account as provided in (h) of this section [GENERAL FUND UNLESS
OTHERWISE PROVIDED BY LAW].
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* Sec. 2. Article IX, sec. 15, Constitution of the State of Alaska, is amended by adding a
new subsection to read:

(b) Appropriations from the earnings reserve account for a fiscal year may not
exceed five percent of the average of the market values of the fund on June 30 for the
first five of the six fiscal years immediately preceding that fiscal year. Appropriations
from the earnings reserve accouni may be made only for the following purposes:

(1) aprogram of dividend payments for State residents established by
law; and
(2) public education.
* Sec. 3. Article XV, Constitution of the Slate of Alaska, is amended by adding a new
section to read:

Section 30. Transition, (a) On the effective date of the 2004 amendments
relating to the Alaska Permanent Fund (art. 1X, sec. 15), the unencumbered,
unappropriated balance of the earnings reserve account established under
AS 37.13.145(a) is added to the earnings reserve account established in the Alaska
Permanent Fund.

(b) Section 15(b) of Article IX first applies to appropriations for fiscal year
2006. Appropriations from the permanent fund for iscal year 2005 are subject to
Section 15 of Article 1X as that section read on June 30, 2004.

* Sec. 4. The amendments proposed by this resolution shall be placed before the voters of
the state at the next general election in conformity with art. XIU, sec. 1, Constitution of the

Slate of Alaska, and the election laws of the state.
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2003 LEGISLATIVE SESSION Bill Version: CSSIRL8(STA)
() Publish Date:
Revision Date/Time (Note if correction): Dept. Affected Revenue
Title Constitutional Amendment: BRU AK PermanentTund Corporation
Permanent Fund Appropnations Component AK PermanenlFund Corporation
Sponsor Senate Rules Committee
Requester Senate Finance Committee Component No. 109
EXpenditurES/RevenueS (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING CD OO CD CD (D 00

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)

TOTAL Qo Qo Qo Qo 0.0) 0.0)
Estimate of any current year (FY2003) cost: 00
Check this box (X) If funding for this bill Is included In tho Governor's FY 2004 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a soparato pago ifnecossary)

SJR 18 would ask voters in the next general election whether to approve a constitutional amendment that
would limit annual appropriations to no more than 5% of the average year-end market value of the Fund
for the preceeding five years.

SJR 18 would not affect the budgeted costs to manage and invest the Permanent Fund, nor would it
change the amount of income earned by Permanent Fund investments.

See the attached schedule for financial projections of the Fund comparing the "Status Quo" to a 5%
POMYV spending limit.

Prepared by: Robert D Storor Phone (907)465-20*17
Division Alaska Permanent Fund Corporation Date/Time  4/13/200-1
Approved by. William Corbus. Commissioner Dato 4]3Z'D4
Agency Department ol Rovnue

ii*/«mivjoc: ¢« o Page lof2



Alaska

SJR 10-Financial projection comparison of the Alaska Permanent
Fund under status quo versus POMV spending limit beginning in

Status Quo

Total Return

Contributions & appropriations (after payouts)
Unrealized appreciation/depreciation on invested assets
Realized earnings account (after payouts)

Total market value end ofyear (after payouts)

Annual realized income

Dividend (lump sum) - status quo

Transfer status quo Inflation-proofing (ER to principal)

POMV . 5% (beginning in FY0S)

Total Return

Total Market Value End of Year (after payouts)

5year average market value laggod one year

POMYV Payout available! for appropriation In lump sum

Assumptions:
1. Both scenarios show payouts net ol inflation.

i millios

FYO04

15.25%

23,300
3.451
850

1,311

FYO04

2101

Permanent Fund

FYO05

7.60%

24,179
3,898
1,341

1.602

FYO05

7.60%

26,224

1.311

Corporation

FY10

7.60%

28,688
5,546
4,180

2,430

1.113

FY10

760%

313

32,061

1.603

FYO06 FYO07 FYO08 FYO09
7.60% 7.60% 7.60% 7.60%
25,042 25,922 26,824 27,748
4,284 4,634 4.958 5,262
1,943 2.516 3,041 3.591
1,796 1,969 2,129 2,280
560 739 925 1.027
635 657 680 703
-promoted 5% POMYV beginning in FYQ05----—--
FY06 FYO07 FYO08 FYO09
7.60% 7.60% 7.60% 7.60%
mm 3)%4 31.686 32.710
26.669 27,674 29,191 30,843
1.333 1,384 1.460 1.542

2. POMV payout assumes calculation methodology is 5% of tho onding market value (pro payout) for tho first flvo of tho last six fiscal years.
3 Callan Associates 2003 Capital Market Assumptions, APFC 2003 asset allocation, Fall 2003 revenue forocast. financial statements through

12/31/03. All payouts arc assumed to happen at fiscal year end, all dollar values in millions.
4 Per SB 100, curronlly thoro Is no FY04 inflation-proofing appropriation, and J354 million ol FYO04'j projected Inflation-proofing ol S523 was pro-funded In FY03.

-»r'h
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FY11

7.60%

29,652
5,524

5.069

10213
2,866

1,226

FY11

7 60%

31

33,146

1.657

FY12

7.60%

30,628
5,865
5.640

2,643

1,297

FY12

7.60%

380

34,243

1,712

FY13

7.60%

31.623
6,191
6.270

11081
2,799
1,367

801

FY13

7.60%

36.912

35,346

1.767

HIl>M

FY14

7.60%

32,668
6,125
7,294

15017
3,329
1,477

828

FY14

7.60%

38.025

36,453

1.823

Imlli

FY15

7.60%

33,725

6,498

7,942

3,044

1,542

855

FY15

7.60%

39,153

37,572

1.879



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number.

2003 LEGISLATIVE SESSION Bill Version: CSSJR18(STA)
() Publish Date:

Revision Date/Time (Note if correction). Dept. Affected. Revenue

Title Constitutional Amendment: BRU AK Permanenl Fund Corporalion
Permanent Fund Appropriations Componenl AK Permanent Fund Corporation

Sponsor Senate Rules Committee

Requester Senate Finance Committee Component No 109

Expenditures/Revenues (Thousands of Dollars)

Note' Amounts do not include inflation unless otherwise noted below

OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING Qo Qo Qo (0.0] Q0 (0.0]

CAPITAL EXPENDITURES |
CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mantal Health

Other (Specify Type--Do not abbreviate)

TOTAL Qo (0.0] Qo Q0 Qo (0.0]

Estimate of any current year (FY2003) cost: 00
Check this box (X) If funding for this bill Is Included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attacf’ a sopormepage i'neceaary)
SJR 18 would ask voters In the next general election whether to approve a constitutional amendment that

would limit annual appropriations to no more than 5% of the average year-end market value of the Fund
for the preceedmg five years.

SJR 18 would not affect the budgeted costs to manage and invest the Permanent Fund, nor would it
change the amount of income earned by Permanent Fund investments.

See the attached schedule for financial projections of the Fund comparing the "Status Quo" to a 5%
POMV spending limit,

Prepared by Robert D Storer Phone (907)455-2047
Division Alaska Permanent Fund Corporafion Dato/Time  4/13/2004
Approved by. William Corbus. Commissioner Date 4«]3’1])4
Agency Department ol Ruvnue

uin'wawctx* ovn) Page lof2



Alaska Permanent Fund Corporation
SJR 18 - Financial projection companion of the Alaska Permanent
f#]ﬂgsunder status quo versus POMV spending limit beginning in

FYO04 FYO05 FYOG FYO7 FYO08 FYO09 FY10 FY11 FY12 FY13 FY14 FY15
Status Quo

Total Return 15.25% 7.60% 7.607. 7.60% 7.60% 7.60% 7.60% 7.60% 7.60% 7.607, 7.607,, 7.607,
Contributions & appropriations (after payouts) 23.300 24.179 25,042 25,922 20,024 27,748 20,688 29.652 30,628 31,623 32,660 33,725
Unrealized appreciation/depreciation on invested assots 3,451 3,098 4,284 4,634 4,958 5.262 5,546 5,524 5,865 6,191 6,125 6,498
Realized earnings account (after payouts) 850 1.341 1.943 2.516 3.041 3.591 4.180 5.069 5.640 6,270 7,294 7,942
Total market value end of year (after payouts) 21621 29117 31255 31022 31623, 36660 ss.«1s 10215 12112 11051 15051 18165
Annual realizod Income 1,311 1.602 1,796 1.969 2,129 2,280 2.430 2,866 2,643 2.799 3,329 3,044
Dividond (lump sum) - status quo 561 499 560 739 925 1.027 1.113 1,226 1,297 1,367 1.477 1,542
Transfer status quo Inllatlon-prooling (ER to principal) 0 613 635 657 680 703 727 751 776 801 820 855

—projected 570 POMYV beginning in FY05------

FY04 FYO05 FYO06 FYO07 FY08 FYO09 FY10 FY11 FY12 FY13 FY14 FY15

POMV - 5% (beginning in FY05)

Total Return 7.607. 7.60% 7.60% 7.607c 7.60% 7.60% 7.607- 7.607, 7.60% 7.60% 7.607-

Total Market Value End of Year (after payouts) 27.601 20.6.05 21321 30,654 31556 32.710 33120 24182 35.840 26912 ZSJJZS 22152

5year average market value lagged one yoar 26,224 26,669 27,674 29,191 30,843 32.061 33,140 34,243 35,346 36,453 37,572

POMYV Payout available forappropriation In lump sum 1.311 1,333 1.384 1,460 1.542 1,603 1.65/ 1.712 1,767 1,823 1.879

Assumptions:

1. Both scenarios show payouts not ol Inflation.

2. POMV payout assumes calculation methodology is >% ol tho ending market value (pro payout) lor the first Ilvn of tho Inst six fiscal years.

3 Callan Associates 2001 Capital Market Assumptions, APFC 2003 asset allocation, Fall 2003 revonuo loracast, financial statements through

12/31/03. All payouts are assuinod to happen at liscal year end, all dollar values In millions,

4 Por SB 100. currently (hero Is no FYO04 Inflation-proofing appropriation, and $354 rr.lllon of FY04's projector! Inflation-proofing of $523 was pto-funded 11FYO03
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FISCAL NOTE

STATE OF ALASKA Fisal Note Nunber:

200-4 LEGISLATIVE SESSION Bill Version: CSSJR18(STA)
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected; Revenue

Title Constitutional Amendment RDU Permanent Fund Corporation
Permanent Fund Appropriations Component Permanent Fund Corporation

Sponsor Senate Rules

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 FY 2006 : FY 2007 | FY 2008 FY 2009 | FY 2010

Qo Qo

|
Personal Services | | | |
Travel | | | |
Contractual OOI OOI
Supplies | | | |
Equipment |
Land & Structures | | | |
Grants & Claims | | | |
|

|

Miscellaneous 700.0 | | |
TOTAL OPERATING 700.0 (00)] QO Q0

CAPITAL EXPENDITURES | | |

iICHANGE IN REVENUES ( y 7

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts ! | |
1003 GF Match | | |
1004 GF

1005 GF/Program Receipts | | |
1037 GF/Mental Health

Other 1105 PF Receipts 700.0 OO| OO 00 OO
TOTAL 700.0 Qo Qo 00 00 Q0
Estimate of any current year (FV2004) cost: 00

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

P O S IT 1O N S
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separata page it necessary) . o
SJR 18 would ask voters in the next general election whether to approve a constitutional amendment that

would limit annual appropriations to no more than 5% of the average year-end market value of the Fund for
the preceeding five years.

IfSJR 18 passes, APFC will need to conduct an public education program on how the Fund is structured
and how it would change under POMV.

See the attached schedule for financial projections of the Fund comparing the "Status Quo" toa 5% POMV
spending limit.

Prepared by ~RiertD Stoer Phorne 466-2047
Division Alada Permanent Fund Gaporatian Date/Tine ¥/16/048 1BAM
Approved by  WilllianCortus. Commissioner Date J1/204

Agency Departrent ofRevernue
Page 10f 2



Alaska Permanent Fund Corporation

SJR 18 - Financial projection comparison of the Alaska Pcrmanont
Fund under status quo versus POMV spending limit beginning in

projected —

FYO04 FY05 FY06 FYO07 FY08 FY09 FYIO FY11 FY12 FY13 FY14 FY15
Status Quo

Total Return 15.25% 7.60% 7.60% 7.60% 7.60% 7.60% 7.60% 7.607» 7.60% 7.60% 7.G0% 7.60%
Contributions & appropriations (after payouts) 23,300 24,179 25,042 25,922 26.824 27,748 28,688 29,652 30,628 31,623 32,668

33,725
Unrealized appreciation/depreciation on invested assets 3,451 3,898 4,284 4,634 4,958 5,262 5,546 5,524 5,865 6,191 6,125 6.498
Realized earnings account (alter payouts) 850 1,341 1,943 2,516 3.041 3,591 4.180 5,069 5,640 6,270 7,294 7,942

Total market value end ot year (alter payouts)  27.601  29.417  3.1,268 33,072  3.4.823 36600 38414 40.245 42133 44,084 4.6,087 48,165

Annual realized income 1,311 1,602 1,795 1969 2129 2280 2430 230 2643 2799 3329 3,044

Dividend (lump sum) - status quo 561 499 560 739 925 1,027 1,113 1,225 1,297 1,367 1,477 1,542

Transfer status quo Inflation-proofing (ER to principal) O 613 G35 657 660 703 727 751 776 801 828 855

sprojecteds% POMYV beginning iri FYOb »

FYo4 FYO05 FY06 FYO07 FY08 FY09 FY10 FY1l1 FY12 FY13 FY14 FY15
POMYV - 5% (beginning in FVO05)
Total Return 7.60% 7.60% 7.60% 7.60% 7.60% 7.60Vo 760% 7.60% 7.60Vi 7.60% 7.60%
Total Market Value End ot Year (after payouts) U .W 28,605 29,621 30.654 3.1,686 32.710 3.3,139 34.782 35,840. 3.6,912 3.8,025 39.153
5 year average market value lagged one year 26.224 26,669 27,674 29,191 30,843 32,061 33,146 34,243 35,346 36,453 37,572
POMV Payout available lor appropriation in lump sum 1,311 V333 1.384 1.460 1,542 1,603 1,657 1,712 1,767 1,823 1,879

Assumptions:
1. Both scenarios show payouts net ot inflation.
2. POMV payout assumes calculation methodology Is SV. ol the ending market value Iprc payout) lor the lirsl five ot the lost six fiscal years.

3. Callan Associolcs 7003 Capital Market Assumptions, APf C 2003 assot allocation. Fall 2003 revenue forecast, financial statements through
12/3P03. All payouts are assumed to happen at hscal year end, all dollar values in millions.

4. Per Sti 100, currently there is no FYO04 Inflation-proofing appropriation, and $354 million ol FY04's projected Inflation-proofing of $523 was pro-funded In FY03



Alaska Permanent Fund Corporation
Analysis of Senate Joint Resolution (SIR) 18
March 200-1

Overview

The Resolution proposes changes to the Alaska Constitution Article IX Section 15, which
governs the Alaska Permanent Fund. The latest version of the Resolution is CSSJR 18

(STA).

Summary of cilanuks

1) Page 1, line 10. Adds a reference to the new subparagraph (b) being added to the

2)

3)

4)

5

6)

constitution.

Page I, line 11. Removes the words "the principal of which" from the constitution.
This change removes the distinction between the principal and the earnings reserve.
Ihe Fund becomes one pool of money versus two.

Page 1 lines 13 & 14. Deletes the guidance for where income of the Fund should be
deposited. The intent is for all income to remain in the Fund until appropriated by
the Legislature.

Page 2, lines 2-6. Adds a new subparagraph (b) that establishes an annual payout
limit of 5% of the total market value of tin* Fund. The market value will be based on
a five-year average. This is to protect the Fund from inflation and preserve the real
value over the long term. Additionally, this provision allows the legislature and the
administration to know one year in advance the amount available for appropriation.

Page 2, line v- 12. Adds a transitional provision that makes clear the balance in the
Fund's earnings reserve remains in the Permanent Fund. Some have argued that the
earnings reserve belongs in the General Fund.

Page 2, lines 13- 15. Stales that the amendments will be placet! before the voters at
the next general election.



S enate Finance C om m itte e

A Fund overview and discussion of POMV

ACCOUNTABILITY
Ladadiav\ria

(*) "T o benefit all generations..."

AS 37.13.020 (1)

..the Fund should provide
a means of conserving a portion
of the state's revenue from mineral resources
to benefit all generations of Alaskans.

ACCOUNTABILITY i



Four-year change in realized and reserved accounts

m Realized Income account

6-30-00 6-30-01 6-30-02 6-30-03
$26.5 billion $24.8 billion $23.5 billion $24.2 billion

ACCOUNTABILITY

(S ) Fund's historical asset allocation

100%
80%
60%
40%

20%

Mo

7B 80 8 84 86 88 90 92 94 9% 98 00 02
Fiscal yoart

ACCOUNIABIIITY



The APFC Board of Trustees propose
a constitutional amendment
to limit annual fund spending
to five percent
of the Fund's total market value.

POMV

ACCOUNTABILITY
IL AAUM 9 M«

POMV, or "Percent of Market Value," isa formula that
limits spending to a set percent of a fund's total market value.

The set percent is based on the exoected difference between
total annual return on investments and the rate of inflation.

8 % projected average annual return

[/ -3% projected average annual inflation

Y
5% maximum annual sustainable payout

vj

retained in th e F und for inflation proofing

ACCOUNTABIIIIY
[ oogf



Historically, Fund
returns would have hit
their long-term real rate
of return target.

Fund returns going
forward, after adjusting
for inflation, are
expected to meet the
target payout rate over
time.

M
8%
7%

6%
%
4%

3%
2%
1%

0%

7.8% 8.0%

2.5% 3.n%

V’'W

5.3%

I 5.0%
O Inflation

0 Real return
FY 94-03 historical Long-term projected
Ruiatadrgived
ACCOUNTABILITY b
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Volatility
Realized income vs. markot valuo A nmnwW k.i.ol«
(percent chango in value from year lo year) m ttoi.rcd uvnmn matui quo
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ACCOUNTABIIL ITY
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(A) W hy do we need POMYV?
S

For the present
*Ensure the option of an annual payout
*Make payout amounts more stable from year to year

*Make payout method compatible with investment strategy

For the future
*Prevent overspending in the good years
*Maintain purchasing power for the entire Fund

ACCOUNTABILITY
*eo »fe o || till'



Wi ll this change leave the principal
unprotected?

How will POMV affect my dividend?

Is POMV a raid on the Permanent
Fund?

Why fix the Permanent Fund if it isn't
broken?

ACCOUNTABILITY



SENATE COMMITTEE REPORI
DATE: 5/7/03 FURTHER: Finance

DATE TURNED
INTO OFFICE tjin Jo

Judiciary Committee considered SENATE JOINT RESOLUTION NO. 18
JR 18 CONST. AM: PF APPROPS/INFLATION-PROOFIMG

Proposing amendments to the Constitution of the State of Alaska relating to limiting appropriations from and
inflation-proofing the Alaska permanent fund by establishing a percent of market value spending limit

and recommends: Senate Bill:
[ 1 same title

[ 1 be replaced with CS (_ ) [ new title
House Bill:

[v/f adopt previous _ CS ( si—>A ) [ ] same title
[ J technical title

[ 1] attached amendment(s) [ J new: SCR # _

[ 1] adopt Letter of Intent by Committee

[ 1 further referral to Committee

NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):

Department Date Fiscal Zero FN# Department Date Fiscal Zero FN#

CrOov /]G </ 4

[ 1 APPROPRIATION - no fiscal note

DO Do Not

SIGNATURES AND RECOMMENDATIONS: No Rec Amend

C ) A Pass Pass
B.l I<C
Kerch A

/ . y / 7>tfo7~8&Crz*

X

C 1/

Chair:?

'-eld (ASSHAA A *



SENATE COMMITTEE REPORI
First Committee of Referral

DATE: 4/17/03 FURTHER: Judiciary
Finance
Date of 5-Day Notice: DATE TURNED
*
(in accordance with Uniform Rule 23) INTO OFFICE ? A/y los

State Affairs Committee considered SENATE JOINT RESOLUTION NO. 18
SJR 18 CONST. AM: PF APPROPS/INFLATION-PROOFING

Proposing amendments to the Constitution of the State of Alaska relating to limiting appropriations from and
inflation-proofing the Alaska permanent fund by establishing a percent of market value spending limit.

and recommends: Senate Bill:
\J I /L % v Qy-IL [1 title
[\ be replaced with (oF] 0 S' ) [ new title
House Bill:
( ] adopt previous _ CS ( ) [] same ttle
[ J technical title
( ] attached amendment(s) [ ] new: SCR # _
[ 1 adopt Letter of Intent by Committee
[ 1 further referral to Committee

NEW FISCAL NOTE(S):

Department Date Fiscal Zero nT I

[ 1 APPROPRIATION ¢ no flscnl nolo

Do Do Nor
SIGNATURES AND RECOMMENDATIONS: No Rec Amend
Pass Pass
1S
[SLyT Tt  —
1 A
fa 1/
- J _ 7 «
o/
[m— " e
Chair: W'

r-Stos <





