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A s s e t  a l l o c a t i o n  o f  t h e  M a s s a c h u s e t t s  P e n s i o n  
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W h a t  h a s  t h e  P R I T  F u n d  d o n e ?

1 .  I n c r e a s e d  a s s e t  c l a s s e s  f r o m  5  t o  1 0 .

2 .  I n c r e a s e d  s u b - a s s e t  c l a s s e s  t o  1 5 .

3 .  I n c r e a s e d  l e s s  l i q u i d  i n v e s t m e n t s .

4 .  I n c r e a s e d  n o n - c o r r e l a t i o n  o f  a s s e t  c l a s s e s .

5 .  E s t .  r e t u r n  8 . 3 % ,  e s t .  r i s k  1 1 . 5 %

G o a l s

1 .  M e e t  8  1A  %  a c t u a r i a l  r e t u r n  t a r g e t .

2 .  R e d u c e  r i s k  b y  i n c r e a s i n g  n o n - c o r r e l a t i o n .

3 .  C o n t i n u e  t o  d i v e r s i f y .

4 .  B e n e f i t  f r o m  l e s s  l i q u i d ,  h i g h e r  r e t u r n  a s s e t  c l a s s e s .

5 .  U s e  i n d e x i n g  i n  p u b l i c  m a r k e t s  w h e r e  a p p r o p r i a t e .
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T h e  C u r re n t  E c o n o m ic  E n v i ro n m e n t
S te a d y  G ro w th  B u t U n s te a d y  S en tim en t

• U.S. economy nil o f  the sudden looked hot in 2004, but the expansion has 
been underway Cor several years, and growth has actually continued at an 
orderly, i f  unspectacular pace.

• Jobs data finally turned around, and unemployment finally fell below 6%.
• Business spending was weak until recently, as many industries are still 

plagued with overcapacity.
• Inflation remains a low level threat, despite what we read in the headlines. 

Absent oil price pressures, core rate is around 2%.
• Interest rates are still extraordinarily low:

Treasury bonds yields arc not that far from their 40-year lows, 
l ed policy still seems to work, at least on consumers...

• Consumers have been tireless, and the federal government has been spending 
to boost the economy and lor the war in Iraq. However....

r

I

L e a d e rs h ip  Passes  F ro m  C o n s u m e r s  to 
B u s in es se s

• With interest rates rising and tax cuts finished, the consumer spending boom 
is over. Moderate gains in employment and income will drive consumer 
spending.

• I lousing markets have peaked but remain strong.
• Business equipment investment is surging in response to strong profits, 

glowing markets, and technological advances.
• Nonresidential construction is beginning a slow recovery, restrained by 

excess capacity.
• Budget pressures on state and local government are easing as lax revenues 

rise, but federal stimulus is ending.
• lixports are rebounding in response to the do l la r ’ s depreciation and renewed 

growth in foreign markets.
• Outlook for 2005 is "good but not great"

Oil
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T h e  U.S. E x p a n s io n  is S t re n g th e n in g
2004 S a w  Best G ro w th  S in c e  the  L a te  1990s

(Real G D P . annual percent change)

U.S. E c o n o m ic  G ro w th  by  S e c to r  kiM

(Annual percent change)

2002 2003 2004 Direction of Change

Real G DP 1.9 3.0 4.4 Strengthening

Consumption 3.1 3.3 3.7 Moderating

Residential Investment 4 .8 8.8 9 .5 Peaking

Bus. Fixed Investment -8.9 3.3 10.4 Surging

Federal Government 7.5 6.C 4.8 Winding Down

State & Local Govt. 2.8 0.7 0 .5 Budget Pressures Easing

Exports -2.3 1.9 8 .9 Rebounding

Imports 3.4 4.4 9 .8 Oil Prices



E m p lo y m e n t  S lo w ly  R eco v e rs

December 2004 employment remiiins 240,000 below its M arch 2001 peak.

(Em ploym ent - percent change, annual rate)
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A  T h i rd  G o o d  Y e a r  fo r  C o rp o ra te  Profits

(percent change) 2004 estimate- Global Insight

1990 1992 1994 1996 1998 2000 2002 2004
B Profits w ith IVA  & CCA

«)

P ro d u c t iv i ty  G ro w th  H as  B o o s ted  
C o rp o ra te  Profi ts ,  B u t  N ot  W a g e s

(Percent o f  G D P ) 
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T h e  C o n s u m e r  Is S t re tched

• I louschold net worth has recovered from its 2000-02 drop, thanks to rising 

home prices and the last two years’ stock market rally. I lowever. a low 
saving rate is lim iting asset accumulation.

• federal tax cuts have boosted disposable income growth for three years. 
N ow  tax burdens are likely to rise.

• Debt service burdens and the household financial obligations ratio peaked in 

late 2001. But rising interest rates w ill forestall further improvement.

« Net result w ill be a slowdown, but not a retreat.

• Rising employment and income w ill drive the next phase o f  the expansion in 

consumer spending.

• Credit card delinquencies w ill decrease slightly as ' ' improves.

Home Prices Have Risen Sharply ...A lthough  Low Interest 

Rates Mean That Homes Are S till "Affordable”

\ higher index means homes are more affordable.
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In f la t io n ’s (T e m p o ra ry )  R e su rg e n c e

• Soaring energy costs, dollar depreciation, a synchronized ( i f  modest) global 
expansion, and lean inventories have revived inflation.

• Global commodity prices also reached peaks at times in 2004.
• Consumer prices surged at a 4 .1%  annual rale in the lirst seven months o f  

2004. while core inflation reached 2.4%. I'or the full year, inflation was 
closer to 3%.

• Despite the headlines, this recent burs* o f  inflation is temporary.
• Slack labor markets and rising productivity will keep unit labor cost 

increases in the 2%  range.
• Oil prices in the S40s (or the S50s> don't mean the same now as in the early 

1980s.
■ Supply responses will eventually bring down energy prices.
• Bottom line: core inflation will settle in the 2 .0 -2 .5%  range after 2004.

it
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T h e  Fed is M o v in g  T o w a rd  N eu tra l
In te re s t H a te  In c re a se s  S h o u ld  S ta y  G ra d u a l  

(Percent)

1994 1996 1998 2000 2002 2004

—  Federal Funds Rate — 10-Year Treasury Bond Yield



F edera l  G o v e r n m e n t  S p e n d in g  S t im u lu s  
W in d s  D o w n

(Year-over-year percent change)

1990 1992 1994 1996 1998 2000 2002 2004

—  Federal — Slate & Local

S u rp lu s  R ev er ts  to a M a ss iv e  F edera l  
B u d g e t  Deficit
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T h e  U.S. C u r re n t  A c c o u n t  Deficit:  O v e r  
$ 6 0 0  Bill ion  as  F a r  as  the  E ye  C an  S ee

* 2005+ forecast - (.tubal tnslclil

(Billions ofdollars) (Percent o f GDP)
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2 00 5  C ap i ta l  M arke t  P rev iew : 
K e e p in g  T h o s e  E x p ec ta t io n s  L o w

• I he economic recovery w ill continue, blit growth w ill remain 
modest. Capital spending w ill ultimately IbiJow ( i l ) l ’ .

• l ed has already shifted to tightening monetary policy.

• I he slock market recovery w ill lie slow. Profits cannot outpace 
GDI*, share prices cannot nut pace earnings.

• < 'allan’s outlook in a nutshell expect a low inflation, low interest 
tale. low return cm  ironment

• l ow return expectations mean K'\. nominal return assumptions 
may be dif ficult to achieve. ( allan’s 2005 assumptions won't 
like ly generate an expected return lor a 00"« slock/40"n bond 
allocation greater than 7,4".. over the next live years. I o the extent 
possible, investors may need to shift their focus to real return 
expectations.



D o m e s t ic  E q u i ty  vs. B o n d  Y ie lds
S&l’ 500 Earn ing  Meld \s. 10-Year I reasur> Meld
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B o n d  M arke t  F ace s  a C h a l l e n g in g  * 
E n v i ro n m e n t

With inllation in chock, investors poured money into bonds 
follow ing the bursting o f  the stock market bubble, driving prices 
up and yields to 40-year lows.

Corporate (and particularly high yield) spreads widened through 
2002. then staged a remarkable comeback in 2004 and 2004.

I ong-term secular decline in inllation since early SOs fueled bond 
market returns that may not be seen again fo ra  long time, 

l ooking forward, current yields and expectations for inllation and 
interest rates drive evnected future returns. W ith low current yields 
and the potential for rising interest rales as the economy expands, 
prospects for future bond market gains may have faded. I he best 
case for bonds is a faltering economy.



D o m e s t ic  F ix ed  In c o m e
I rhmm tgcrrgjlr InJn - I) jiU  ̂irlil In \\ nr«l from I I.'01 to I2MMH
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2 00 5  C ap i ta l  M ark e t  P ro jec t ions
• Ilsscntially n« changes from last year’s projections!

• lunation is held at 2.(>"», depicting inllation rising from current low levels,

• Cash returns re lie d  rising short-term yields, hut Mil. low real return ofO.-P’.i.

• Hond returns held at 4 .7 5 %  :

reflects current yield-lo-vvorsi. phi', small adjustment

build m moderate increase in short intcs, relatively stable long rales, Ingliei
realized yields on mortgages and shorter term debt is rolled

• liquity returns built front fundamentals; 3-4".. real ( i l ) l ’ growth which 

means 5.5‘V 6 .5 %  nominal earnings growth. 2".. iliv ideml ielil, 0 . 5 " 1 "<• 
"buyback" yield.

• Real estate return held at 7.6"... reflecting income expectations as high as 7"<■ 

hut acknow ledging potential valuation limits.

• Private equity return held at 12” .». a V’„ premium over public markets.

• Premiums o f  international equity over domestic and small cap over large cap 
have been narrowed, reflecting recent performance and relative valuations.

’ 4



2 00 5  C ap i ta l  M ark e t  P ro jec t ions
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T h e  C u rren t  E c o n o m ic  E n v i ro n m e n t  E l
S tead y G ro w th  B u t U n s te a d y  S en tim en t

• U.S. economy all o f  the sudden looked hot in 200-', but the expansion has 
been underway for several years, and growth has actually continued at an 
orderly, i f  unspectacular pace.

• Jobs data finally turned around, and unemployment finally fell below tV'.i.
• Business spending was weak until recently, as many industries are still 

plagued with overcapacity.
• Inllation remains a low level threat, despite what we read in the headlines. 

Absent oil price pressures, core rate is around 2% .
• Interest rates are still extraordinarily low:

Treasury bonds yields are not that far from their 40-year lows, 
l-'ed policy still seems to work, at least on consumers...

• Consumers have been tireless, and the federal government has been spending 
lo boost the economy and for the war in Iraq, 1 lowevcr. ...

L ead ersh ip  P asses  F rom  C o n s u m e rs  to L 
B us inesses

• With interest rates rising and tax cuts linished. the consumer spending boom 
is over. Moderate gains in employment and income will drive consumer 
spending.

• I lousing markets have peaked but remain strong.
• Business equipment investment is surging in response to strong profits, 

growing markets, and technological advances,
• Nonrcsidentiiil construction is beginning a slow recovery, restrained by 

excess capacity.
• Budget pressures on stale and local government are easing as tax revenues 

rise, hut federal stimulus is ending.
• I .xpous are rebounding in response to the dollar's depreciation and renewed 

growth in foreign markets.
• l hil look for 2(1115 is "good hut not great"



T h e  U.S. E x p a n s io n  is S t ren g th en in g
2004 S o w  Best G ro w th  S in ce  the L a te  1900s

Oil

(Real G D P , annual percent change)

5

U .S .  E c o n o m ic  G ro w th  by Sec to r

(Anim al percent change)

2002 2003 2004 Direction of Cl inge
Real G DP 1.9 3.0 4.4 Strengthening
Consumption 3.1 3.3 3.7 Moderating
Residential Investment 4 .8 8.8 9.5 Peaking
Bus. Fixed Investment -8.9 3.3 10.4 Surging
Federal Government 7.5 6.6 4.8 Winding Down
Slate & Local Govt. 2 8 0.7 0.5 Budget Pressures Easing
Exports -2.3 1.9 8.9 Rebounding
Imports 3.4 4.4 9.8 Oil Prices



E m p lo y m e n t  S lo w ly  R e c o v e rs

Decem ber 2004 em ploym ent rem ains 240,000 below its M arch  2001 peak.

(Em ploym ent - percent change, annual rate)
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A  T h ird  G o o d  Y e a r  fo r  C o rp o ra te  Profi ts

-10
1990 1992 1994 1996 1998 2000 2002 2004

( I  Profits w ith IVA & CCA

(percent change)

20

* 2004 estim ate - G lobal Insight

P ro d u c t iv i ty  G ro w th  H as  B o o s ted  
C o rp o ra te  Profits,  But N o t  W a g e s

(Percent o f  G D P )
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T h e  C o n s u m e r  Is S t re tched

• I lousehold net worth lias recovered I'rom its 2000-02 drop, thanks to rising 

home prices and the last two years' stock market rally. I lowcvcr, a low  
saving rate is lim iting asset accumulation.

• Federal tax cuts have boosted disposable income growth for three years. 
N ow  tax burdens are likely to rise.

• Debt service burdens and the household financial obligations ratio peaked in 

late 2001. Hut rising interest rates w ill forestall further improvement

• Net result w ill be a slowdown, but not a retreat.

• Rising employment and income w ill drive the next phase o f  the expansion in 

consumer spending.

• Credit card delinquencies w ill decrease slightly as the jo b  market improves.

i i

a\\

Home Prices Have Risen Sharply ...A lthough Low  Interest 

Rates Mean That Homes Are Still “ Affordable”

A higher index m eans homes a re  m ore nlTnrduble.
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In f la t io n ’s (T e m p o ra ry )  R e s u rg e n c e

• Soaring energy cosls, dollar depreciation, a synchronized ( i f  modest) global 
expansion, and lean inventories have revived inllation.

• Global commodity prices also reached peaks at times in 2004.
• Consumer prices surged at a 4 .1%  annual rate in the first seven months o f  

2004. while core inflation reached 2.4%. For the full year, inllation was 
closer to 3% .

• Despite the headlines, this recent burst o f  inllation is temporary.
• Slack labor markets and rising productivity will keep unit labor cost 

increases in the 2%  range.
• Oil prices in the S4()s (o r  the S5()s) don’ t mean the same now as in the early 

1980s.
• Supply responses will eventually bring down energy prices.
• Bottom line: core inllation will settle in the 2 .0 -2 .5%  range after 2004.

n

Oil

In l la t ion  H as  T ick ed  Up...
YcaM her-Your ( 'lunge in Consumer Prices

?t'u:
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T h e  Fed is M o v in g  T o w a rd  N eutra l
In te re s t R a te  In c re ase s  S h o u ld  S ta y  G ra d u a l

( Percent)

1994 1996 1998 2000 2002 2004

—  Federal Funds Rate — 10-Year Treasury Bond Yield
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Federa l  G o v e r n m e n t  S p e n d in g  S t im u lu s  “  
W in d s  D o w n

(Year-over-ycar percent change)
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T h e  U.S. C u r re n t  A c c o u n t  Deficit:  O v e r  “  
$ 6 00  B il l ion  as  F a r  as the E ye  C an  See

* 2005+ force*}' - Glottal InUghl
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2 00 5  C ap i ta l  M arke t  P rev iew :  
K e e p in g  T h o s e  E x p e c ta t io n s  L o w

• I lie economic recovery w ill continue, but growth w ill remain 
modest. Capital spending w ill ultimately follow ( i l ) I \

• l ed has already shilled to tightening monetary policy.

• I he stock market recovery w ill be slow. Profits cannot outpace 
(»DP. share prices cannot outpace earnings

• ( a l lan 's  ou t lo o k  in a nutshe ll , expect a low in l la t ion . low interest 
rale, low return cm  ironmeiil

• I ow return expectations mean S",, nominal return assumptions 
may be d ifficu lt to achieve. < allan's 21)05 assumptions won't 
likely generate an expected return for a r>f>".. stock Id"., bond 
allocation greater than 7.4".. over the next live years. In  the extent 
possible, investors mas need to shift their locus to real return 
expectations,

III



D o m e s t ic  E qu i ty  vs. B ond  Y ie lds
S&P 500 Earning* Yield \s. 10-Year Treasury Meld
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B ond  M a rk e t  Faces  a C h a l le n g in g  
E n v i ro n m e n t

• W ill inflation in chock, investors poured money into bonds 
fo llow ing the bursting o fth e  slock market bubble, d m  mg prices 
up and yields to -JO-ycar lows.

• Corporate (and particularly high yield) spreads widened through 
2002, then staged a remarkable comeback in 2004 and 2004.

• l.ong-tcm i secular decline in inllation since early NOs fueled bond 
market returns that may not be seen again for a long lime.

• lo o k in g  forward, current yields and expectations Ibr inllation and 
interest rates drive expected future returns. W ith low current yields 
and the potential for rising interest rates as the economy expands, 
prospects for future bond market gains may h aw  faded. I he best 
ease for bonds is a faltering economy.



2005  C ap i ta l  M a rke t  P ro je c t ion s
• Isscntiu lly no changes from Iasi year's projections!

• Inllation is held at 2 .0% , depicting inllation rising from current low levels

• Cash returns re lie d  rising short-term yields, hut still low real return o f 0  4%
• Hone' returns held at 4.75% :

ict'eets current >ioUhto*worst. plus small adjustment
huii j  in moderate increase in short tales, iclativelv stable long rates, Inglici
realized yields on mortgages and slioitcr temi d< ot is rolled

• l-quity returns built from fundamentals. 3-4%  real ( i l ) P  growth which 

means 5 .5% -h .5%  nominal eainmgs growth. 2".. d i\id en d  yield. 0 .5 " .,-1"., 
"buyback" yield,

• Kcal estate return held at 7 . rel leclmg income expectations as high as 7%  

hut acknowledging potential valuation limits.

• Private equity return held at 12%. a 3%  premium over public markets.

• Premiums o f  international equity over domestic and small cap over large cap 
have been narrowed, relleclm g recent performance and relative valuations

Oil



2 0 05  C ap i ta l  M arke t  P ro jec t ions
S u m n u n  o f 5*VriirC»|»a«il M a ilc t  Projection! (201)5*200'))
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Alaska State Senate
S e n a t e  F i n a n c e  C o m m i t t e e

M a il Stop 3100 
State Capitol 

Juneau, Alaska 99801-1182

AGENDA

F eb ru a ry  17, 2 0 0 5  

10:00 a .m .

P re sen ta t io n  by  th e  A la sk a  P e rm a n e n t  F u n d  B o a r d  &  
A d v is o r s

Jo in t  M e e t in g  w ith  H o u s e  F in an ce  C o m m i t t e e



S e n a t e  Bi l l  8 8

A  B r i d g e  t o  D e v e l o p m e n t

A  P o l i c y  o n  G e n e r a l  F u n d  

R e v e n u e  S h o r t f a l l

F e b r u a r y  15, 2005



'It is the policy of the State of 
Alaska that the amounts necessary 

to cover a projected shortfall in 
general fund revenue during a 

fiscal year be appropriated equally 
from the Constitutional Budget 
Reserve fund and the Earnings 

Reserve Account."
AS 37.07.010 Executive ISuJget Act y

Why? Where’s the problem?
FY06 Operat ing & Capital Budgets - $7.6 Billion

iiE'un€ ic-jut t 'if'ir

u  I 'w t iiu in fn l 
I in ill % 1 •!.» 11 |«I«M

s M 4  M lO ’l
• Oil llnii’i 1011

l« rr I I r u l r i i  IM i n  ;

I rd^Mi I t«fiilt I
tJ *»i »» i »"*» I



. . . What’s the problem?

J2 .3  B. General Tuna base budQet FYOG & FY07 T tR S  unfunded liability adjustments.
Source: legislative Finance

G e n e ra l Fund  re v e n u e  can  be le s s  th a n  
G e n e ra l Fund  e x p e n d itu re s .

. . .  and things can change quickly
"F o r th e  c^ood o r f o r  th e  1l*n d "

FY06 Proposed General Fund Budget *

• «u~«wi M . c ^ i p - c p  w J t,+a,9\ |iv*» H IM  ***•! |M N* +i » r*'**•• I'VtwMt IK fW tl r-1' t*, bt DO* »#« ;  X  tf »).* P****t ♦ » M’ 0«»
Source, legislative finance



. and they have
ALASKA CONSTITUTION 

A RTIC LE  IX

S o c lio n  17. B u d g e t R e se rv e  Fu n d  (a)
T here is established a s a  separate lund in the 
Stale  treasury the budget reserve lund.
Except tor m oney deposited into the 
permanent lund under Section 15 o! this 
an.cle, all m oney received by the state alter 
Ju ly  1.1 99 0 , a s  a  result ol the termnation, 
through settlement or otherwise, ol an 
administrative proceeding or ot litigation in a 
State o r federal court invotving m neral lease 
b onu ses, rentals, royalties, royalty sato 
p roceeds, tedorat minora! revenue shanng 
paym ents ol bonu ses, or involving taxes 
im posed on nvneral incom e, production, or 
properly, shall bo dopos.tod In the budget 
reserve lund. . Money m ay bo appropnated 
Irom the tund only a s  authonred under (b) or 
(c) ot i n s  section

J
voters approved amendment in 1990.

The CBR has been used 
to fill the fiscal gap 8 
out of 12 years.
Approximately $5.5 
billion has been 
withdrawn.
The state has deposited 
into the CBR $5.6 billion 
and earned $1.6 billion 
in interest.

. . .  for example
CBR B a lance and D raw s fo r  FY94 -  FY05

• 4,000

•  J.ftOO
£ 11,000
oQ •a.so o 
o
£ 11,000
o

• 1.500

• 1.000

• CUN t HilMiu BSimnC# *-■ .. I Orjwa__ Avmt+ijB limv

E
yuw

L :fc C  k . a j . k j  . l ] . k  . i l  a  j  k

Source LegiMJtive h n «n tf

• 4,000

• 4.500

• 3,000 ?
O

• 2,500
O

• 2.000 
ô

• 1,500 Sj

• 1,000

Draw 8 out of 12 years ■ Average draw $318 M 
Current balance $2.1 B 7



. . . Alaska is a resource state
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. .  a bridge is needed
From Tod C\ij to r>Svel0pm.eiA.t
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Potential Future Oil and Gas Revenue
Fall 2004 Revenue Forecast, FYOG Proposed General Fund Budget
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_ r.nneral Fund Budget-

Unfilled F isc a l G a p

G e n e ra l fu n d  R e v e n u e  
Fall 2 0 0 4  R e v e n u e  fo r e c a s t

20GG 3007 7000 7000 7010 7011 7017 7013 2014 701% 701C>
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Several Pots of Money
Reduce State Spending 
(Save a $, Earn a $)

Income Tax 
($600 M) (T i

Corporation Tax 
($50-$100 M)

f t

&

Permanent  Fund 
Earnings

$2.1 B realized 
earnings

\
(After PFDt and Inflation 

Proofing)

Sales Tax 
($200-$300 M)

Alaska Perm FunJ Financial Projections December, 2004

Other Revenue
(Tobacco Tax, Alcohol Tax, 
Fisheries Ta». Car Rental 

Tax, Studded Tire Fee, etc.)

CBR 
($2.1 B)

(Const tubonai Budget Reserve)

. . .  why not just the CBR?

4.000 

1,400
1.000

Co
= 2,011(1 2 v% I.40P

1.000

400

200ft 2007 2009 JOO't J 0 ! 0  2011 2012 2011 2014 2014 2016
i? 3 D G#n«ial fund ha\e budget w.th tv Ot ft f >07 PIR5 unfunded liability Adjustment*. Da** is inhaled by ?v.

Sovce legislative finance ana OM'l (Bi»ed on fan 2004 Revenue forecast)
11

Potential Future Oil and Gas Revenue
Fall 200*4 Revenue Forecast, FYOG Proposed General Fund Budget

,c irv»of •ifMA t>r*r4»ei_iwih_Stop* dix»« i it* ■ r»Htoi if «o» t»»ecw

G e n e ra l Fun j  R e v e n u e  
Fall 2 0 0 4  R e v e n u e  F o fc c a s t



. . . so what if. . .

12

. . . and we build a bridge
Potential Future Oil and Gas Revenue

Fall ;?004 Revenue Forecast, FYOG Proposed General Fund Budget
4.000 

J/.UU

2.000

c 2.W0 o
2t 3,000 
v%
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1.000 
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T h e  L e g i s l a t u r e  s p l i t s  t h e  
f u t u r e  f i s c a l  g a p s  w i th  
e q u a l  c o n t r i b u t i o n s  f r o m  
t h e  C o n s t i t u t i o n a l  Bud< 
R e s e r v e  a n d  t h e  E a rn in g ;  
R e s e r v e  A c c o u n t ?

( S B  8 8 )
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. . . but can we?
ye s , w e  ccn /u rn\

The Earnings Reserve 
Account, a result of 
wise investment of our 
Permanent Fund, has 
been and still is 
available to the 
legislature by a simple 
majority vote of 21-11.

AiasH Permanent fund Ccrpo-alion 
9“ CClton. 1998. Pages I ft 2

14

An Alaskan's 
Guide to the Permanent Pund

T h e  Fu n d  w o uld  h e lp  c r e a t e  an  
In v e s tm e n t  b a s e  to  co n tin u a lly  g e n e r a t e  
fu tu re  In c o m e . W h e n  oil ra n  o u t, A la sk a  
w o u ld  still h a v e  a  m a jo r  s o u rc e  o f sta te  
r e v e n u e s . A la s k a n s  co u ld  u s e  th e se  
r e v e n u e s  to p a y  th e c o s t s  o f b a s ic  
g o v e r n m e n t  s e r v ic e s , o r  fo r w h a t e v e r  
p u rp o s e s  fu tu re  g e n e r a t io n s  o f A la s k a n s  
d e cid e d .

jE a c h  y e a r , th e  F u n d  w o u ld  ch a n n e l a 
s ig n ific a n t p o rtio n  o f  th e  oil r e v e n u e s  J 
a w a y  frntn th e le g is la t u re . L e s s  sta te  
in c o m e  re d u c e s  th e o p p o rtu n ity  for 
e x c e s s iv e  s t a t e  sp e n d in g .
T h e  F u n d  w o u ld  tra n s fo r m  n o n -re n e w a b le  
o il w e a lth  Into a  re n e w a b le  s o u rc e  of 
w e a lth  fo r fu tu re  g e n e r a t io n s  o f A la s k a n s .

PF financial projections say . . .

31, 3004



Our Permanent Fund and our

Alaska’s Crown Jewels
, . .  The Con.sti.tutiowval T&udgjt R£S£>v£ fim d  an.d 

tks E a rn i^ s  R£S£rV£ Ac.c.ou^t. . .

• Only legislature in America deciding 
to manage $31 billion for 650,000 people

- Every minute, every hour, every day, the 
world helps build Alaska by
•  I n v e s t i n g  in  c o r p o r a t e  A m e r i c a
•  I n v e s t i n g  in  A m e r i c a ' s  s o c i e t y
•  I n v e s t i n g  in  A m e r i c a ' s  f u t u r e

■ The CBR and the ERA form the abutment 
to our Bridge to Development



. . . but what about my check
How watch Less Ls n ty  p f d  i f  the L e g is la tu re  d raw s 

4 2 5C> M  fro w t the E R A  each year?

Fiscal
Cop

(millions)

ERA Fiscal Years Ahead
(millions) 1 2 i '

4 5 6 7 9 SO
200 100 50 52 54 512 518 520 531 538 544

300 iro $0 52 55 511 518 527 537 547 556 566

400 200 JO 53 57 514 524 536 549 562 575 568

000 230 50 53 59 ‘ 518 530 545 561 577 593 5110

600 300 10 54 5)1 521 536 554 573 593 5112 5132

700 330 50 54 512 525 542 563 585 5108 5131 5154

too 400 50 50 514 528 548 572 598 5123 5149 5176

900 430 50 56 516 532 554 581 5110 5139 5168 5199

1,000 300 50 56 518 535 560 590 5122 5154 5187 5221
Source- Legislative Finance (Based on 7.6% rate of return, Perm Fund Financial Projections. Dec. 31. 2004)

. . .  how does this compare to 
status quo?

Ho iv much less is m y PFD i f  the Legislature draws 
$250 M from the ERA every year fo r 10 years?

MOft rv 0 7  r v c B  r v o 9  r v | 0  r v i t  r v | j  r v u  r r  n  rv » 5
Source: legislative Finance

Answer: In five years, it's 30 less. In ten years, it's $110 less, is



. .  . let’s compare alternative 
revenue sources.

Income Tax 
Raise $250 Million 

Marred. Two Children COSt $1,000
($57,000 Adj. Gross Income) 

Source Department of Revenue_____________

Sales Tax
& 82S Raise $250 Million

Married, Two Children Cost $950
($57,000 Adj. Gross Income)

Source: Department of Revenue (2.75% Sales Taw)

$ tkMamed, Two Children

Source: Legislative F.ronce

Earnings Reserve 
Raise $250 Million 

Cost $12
(Slide IB)

Under the Bridge to Development Plan (SB 88), 
all Alaskans share in the Power of Earnings.

Information is based on the second year of implementation

. . .  but does this help the CBR?

3.500.0

3.000.0

2.500.0 

|  2,000.0 
I  1,500,0IA

1.000.0 

500.0

0.0
-500.0

•1,000.0

G cncr.il Fund Revenue General Fund Spending

I FY05 FYOG FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14
•  '•  CBR Oiiante. Not Shared ♦ ♦ CHR Balance, Shared
~  ~   >

Sojrte. ley*v»afive fuiaxe • enerted CBR return C « 7% pus e t e d  s*tUem*nts



. . . let’s use only when needed

Senate Bill 88 demands spending 
accountability because . . .

(1) the Earnings Reserve Account is 
the people's money and

(2) each legislator must answer to the 
public on how much was spent 
from the Earnings Reserve to funa 
state services.

. .  . and to summarize

The t o BeveUrpi'we^t p lan ,
> 4 *  B r i d g e s  t h e  S t a t e  o f  A l a s k a  r e v e n u e  n e e d s  

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

^  R e c o g n i z e s  A l a s k a ' s  n a t u r a l  r e s o u r c e  
p o t e n t i a l  a n d  o p p o r t u n i t y  f o r  j o b s

A - R e c o g n i z e s  t h e  p o v y e r  o f  t h e  E a r n i n g s  
R e s e r v e  -  th e  c row w jew e l of a f i s c a l  p l a w

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



. and ..
W h e n  n e e d e d ,  m i n i m i z e s  t h e  f i n a n c i a l  i m p a c t  
o n  A l a s k a  f a m i l i e s

D o u b l e s  t h e  l i f e  o f  t h e  C B R

A  S t r e n g t h e n s  t h e  A l a s k a ' s  b o n d  r a t i n g  a n d  
s a v e s  m i l l i o n s  o f  d o l l a r s

P r o v i d e s  A l a s k a  w i t h  a  s t a b l e  a n d  d e p e n d a b l e  
l o n g  t e r m  f i s c a l  p l a n

T h a n k  You!
G a ry  W ilK en, P rim e  S p o n s o r ; «

S e n a t e  Bui B8


