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O P E R A T IN G  E X P E N D IT U R E S FY 2 0 0 6 FY 2 0 0 7 FY 2 00 8 FY 2 0 0 9 FY 2 0 1 0 FY 2011
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E q u i p m e n t
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T O TA L O P E R A T IN G 0.0 0 .0 0 .0 0 .0 0 .0 0 .0

IC A PIT A L  E X P E N D IT U R E ?  

IC H A N G E  IN R E V E N U E S  ~

FU N D  S O U R C E ______________________________________________________________________________________________________( T h o u s a n d s  o f  D o l l a r s )

1 0 0 2  F e d e r a l  R e c e i p t s

1 0 0 3  G F  M a t c h

1 0 0 4  G F

1 0 0 5  G F / P r o g r a m  R e c e i p t s  

1 0 3 7  G F / M e n t a l  H e a l t h

O t h e r  ( S p e c i f y  F y p e - - D o  n o t  a b b r e v i a t e )

T O TA L 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

E s t im a te  o f  a n y  c u r r e n t  y e a r  (FY 2005) c o s t :  0 0

M ark  t h i s  b o x  (X) if f u n d in g  fo r  t h i s  bill is  in c lu d e d  in th e  G o v e r n o r 's  FY 2 0 0 6  b u d g e t  p r o p o s a l :  

P O S IT IO N S
F u l l - t i m e

P a r t - t i m e

T e m p o r a r y

A N A L Y SIS: (Attach a separate page if necessary)

SJR 8 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 preceding five years.

SJR 8 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.
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Financial projection comparison of the A laska Permanent Fund (median case) 
under status quo versus POMV spending limit beginning in FY05. Under each 
scenario only the dividend (under current statutory calculation) is paid out.
All $ values in millions except the per person dividend

Alaska Permanent Fund Corporation

Current Statutes
FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 F Y 0 5 -F Y 1 5

T o ta ls

C o n tr ib u tio n s  & a p p ro p r ia t io n s  (a fte r  p a y o u ts )  
U n rea lize d  g a in s  ( lo s s e s )  o n  in v e s te d  a s s e t s  

R e a liz e d  e a r n in g s  a c c o u n t  (a f te r  p a y o u ts )  
T ota l m a rk e t v a lu e  e n d  o f  y e a r  (after p a y o u ts )

24 ,65 4
2 ,5 48
2 ,1 1 3

2 9 .31 6

2 5 ,680
2 ,7 17
2 ,7 72

31.169

26 ,69 0
2 ,895
3 ,337

32.923

27 ,6 5 8
3.084
3 ,7 99

34.541

28 ,640
3,282
4 ,258

36.180

29 ,647
3 ,489
4 ,8 06

37.942

30 ,684
3 ,707
5 ,387

39 .77 7

3 1 ,74 2
3,934
6 ,006

4 1 .682

32,821
4 .173
6 ,664

4 3 .659

33,921
4 ,4 23
7,366

45 .710

35,040
4 ,6 85
8,111

4 7 .83 6 4 7 .83 6

T ota l lu m p  s u m  d iv id e n d  a p p ro p r ia t io n  
P e r  p e r s o n  d iv id e n d  u n d e r  c u r r e n t  s ta tu te

607
$950

691
$ 1 ,080

8 86
$ 1 ,380

1,082
$1,680

1,170
$ 1 ,800

1,168
$1 ,780

1,229
$ 1 ,86 0

1,290
$ 1 ,930

1,352
$2 ,000

1,417
$2,070

1,484
$ 2 ,150

12.378
$ 18 ,680

T ransfer s ta tu s  quo  inflation proofing 
(realized ea rn in gs to  Principal) 624 650 676 700 725 751 777 804 831 859 887 8 ,2 83

POM V s p e n d in g  lim it in fo rm a tio n
POM V 5%  s p e n d in g  lim it 

l e s s  A FPC  m a n a g e m e n t  c o s t s  
Net 5% POMV lim it a v a ila b le  fo r  a p p ro p r ia t io n

1,309
48

1,261

1,332
50

1,282

1.384
51

1,333

1,464
53

1,411

1,551
55

1,497

1,620
56

1,564

1,682
58

1,624

1,743
60

1,684

1,805
61

1,744

1,867
63

1,804

1,930
65

1,865

17,689
6 2 0

17,068

Total lu m p  s u m  d iv id e n d  p a y o u t  (c u r re n t fo rm u la ) 

% o f d iv id e n d  to  th e  POMV p a y o u t limit

607

46%

691

52%

886

64%

1,082

74%

1,170

75%

1,168

72%

1,229

73%

1,290

74%

1,352

75%

1,417

76%

1,484

77%

12,378

69%

P e r  p e r s o n  d iv id e n d  u n d e r  c u r r e n t  s ta tu te $950 $1,080 $1,380 $1 ,680 $1,800 $1 ,780 $1,860 $1 ,930 $2,000 $2,070 $2,150 $ 18 ,680

A s s u m p tio n s :
1 POMV assum es a 5% payout limit, which is first used to fund APF administrative costs; and then only the dividrnd (current statutory calculation) Is paid out
2 Additional POMV monies above the dividend to the 57. limit is not spent, but loft In the Fund to earn additional income,
3 POMV payout assum es calculation methodology is 57. of the ending market value (pre payout) for the first five of the last six fiscal years.
4 Callan Associates 2004 Capital Market Assumptions, APFC 2004 asset allocation. Fall 2004 revenue forecast and APF financial statements through 6/30/04. All 
payouts are assumed to happen at fiscal year end, all dollar values in millions except the per person dividend.
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A l a 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  

“ The need for change”

1969: The boom begins ■■■■

Sep tember 1969— Alaska receives $900 million from the 
Prudhoe Bay oil lease sale.

The Operating Budget fo r th a t fiscal year (FY70) was 
$173 million.

Using the in fo rma tion and tes t im ony ga thered during meetings held across the 
state, the Legis lature decided to invest in Alaska, th rough capital pro jec ts and 
state programs.

By 1975 people were asking, "W ha t happened to the $900 m ill ion?" The 
implication was tha t the money had been wasted, and Alaskan's began to accept 
the idea o f saving fo r the fu tu re .

« - | I - • , y . - H fly • I A f  1/jfK ’• "f* I J34|̂ GU~ _ '■ » ■ I . |  $ . •

1974: Start of pipeline construction
With the promise of more oil money on the horizon, Alaska's 
leaders b rough t a plan before the people o f Alaska to save a 
portion of the Sta te 's oil wealth .

" J u s t  a s  a  w i s e  a n d  p r u d e n t  f a m i l y  s e t s  a s i d e  m o n e y  in  a  

s a v i n g s  a c c o u n t  f o r  t h e  f u t u r e ,  s o  s h o u l d  A l a s k a ' s  s t a t e  

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

f u t u r e  g e n e r a t i o n s  o f  A l a s k a n s . "
1976 Voter's Guide

Statement in favor of the proposed constitutional amendment

1976— 1980: What should we do with the Fund?

o r
I n v e s t m e n t  

F u n d

Alaska!Permanent Kund Growth and Stability



"... to benefit ail generations. H

A S  3 7 . 1 3 . 0 2 0 ( 1 )

. . .  t h e  F u n d  s h o u l d  p r o v i d e  a  m e a n s  o f  
c o n s e r v i n g  a  p o r t i o n  o f  t h e  s t a t e ' s  r e v e n u e  

f r o m  m i n e r a l  r e s o u r c e s  t o  b e n e f i t  a l l  

g e n e r a t i o n s  o f  A l a s k a n s .

As the Trustees manage the Fund, they must balance the righ ts o f cu rren t 
genera tions aga ins t those o f fu tu re generations. Neither the pro tec tion of the 
Fund fo r the fu tu re nor the payouts to curren t genera tions should take 
precedence.

The Fund, then and now

100%

80%

60%

40%

20%

0%

&  &  <6** S?3 <$> cp op' <P

In v e s tm e n ts :  

P a y o u t  m e th o d : 

In f la t io n  p ro o f in g :

1980
B o n d s

B a s e d  o n  re a liz e d  
in c o m e

S ta tu to ry  c a lc u la t io n  
a n d  t r a n s fe r  to  p r in c ip a l

2005
B o n d s ,  s to c k s ,  re a l e s ta te , 
a n d  a lte rn a t iv e  in v e s tm e n ts

S t i l l  b a s e d  o n  re a liz e d  in c o m e

S t i l l  u s e  s ta tu to r y  c a lc u la t io n  
a n d  b o o k k e e p in g  t r a n s fe r

Alaska PermanenTfund GrcnvthrandStabillty fi-Wck'



Return and income caicutations

R e c o g n i z e d  m e t h o d A l a s k a  m e t h o d

T o t a l  r e t u r n  

-  I n f l a t i o n

T o t a l  R e t u r n  

- U n r e a l i z e d  g a i n s / l o s s e s

R e a l  r e t u r n R e a l i z e d  i n c o m e

-  A m e r a d a  H e s s  i n c o m e

S t a t u t o r y  i n c o m e

The need for change

As the marke ts have changed over the last 25 years, so have the Fund's 
investments . As a resu lt, the payou t s truc tu re th a t worked in 1980 no longer fits 
with how the Fund is managed today.

I t made sense to base payouts on realized income when the fund was invested 
entire ly in bonds. But now tha t a s ign if ican t portion o f the Fund's assets 
accumula te unrea 'ized gains, th is cu rren t oayou t s truc tu re does not allow cu rren t 
genera tions of A laskans to take full advan tage o f the Fund's grow th .

At the same tim e , the Legis la ture may expend all of the Fund's accumula ted 
earnings. In some years th is has left the Fund vu lne rab le to overspend ing . As the 
Legis lature con temp la tes the use o f earn ings foi gove rnm en t services, the Fund's 
Board o f T i  js te e s believe tha t it is im po r ta n t to lim it spending w ith in susta inab le 
yield to preserve the Fund's value ove r time.

P O M V  i s  a  s p e n d i n g  l i m i t  f o r  t h e  P e r m a n e n t  F u n d  t h a t  i s  c o m p a t i b l e  

w i t h  t h e  F u n d ' s  i n v e s t m e n t s .  I t  i s  n o t  a  f i s c a l  p l a n  f o r  t h e  s t a t e  

U n d e r  P O M V ,  n o  m o r e  t h a n  5  p e r c e n t  o f  t h e  F u n d ' s  m a r k e t  v a l u e ,  

a v e r a g e d  o v e r  f i v e  y e a r s ,  m a y  b e  w i t h d r a w n  e a c h  y e a r .  

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

s p e n d i n g  f r o m  t h e  F u n d .

What is POMV?



POMV v Status quo in FY2004 •

POMV pro tec ts more o f the Fund from overspend ing than is pro tec ted under the 
curren t s truc tu re .

*6% re a l iz e d  e a r n in g s  

$1 .6  b i l l io n

11%  u n re a l iz e d  n e t g a in s  

$3 .0  b i l l io n  ________ — "  $ 2 0

*83% c o n s t i t u t io n a l!  

d e f in e d  p r in c ip a l 

$23 .4  b i l l io n

□  U npro tected

□  Partially p ro tected 
■  P rotected

Current 
method

P O M V

5%  o f  a v e ra g e  

m a rk e t  v a lu e  fo r  

p r e v io u s  f iv e  y e a r s

$1 .4  b i l l io n

95%  c o n s t i t u t io n a l ly  

p ro te c te d  u n d e r  P O M V  

$26 .6  b i l l io n

* Va lues as o f June  30, 2004 and do not reflect $581 m illion  PFD  paym ent or $170 m illion  
in flation proo fing  transfer from  rea lized earn ings to princ ipa l.

What about inflation proofing?
Curren tly a trans fe r is made each year to offset the effec t o f in fla tion on the Fund's 
principal. The earn ings of the Fund (17% of the Fund on June 30, 2004) are not 
in f la t ion -p roo fed .

F Y 9 4  t o  F Y 0 3  F Y 0 5  t o  F Y 1 4
a c t u a l  p r o j e c t e d

T o t a l  r e t u r n  7 . 8 %  7 . 6 %

I n f l a t i o n  r a t e  2 . 5 %  2 . 6 %

R e a l  r a t e  o f  r e t u r n  5 . 3 %  5 . 0 %

I f no more than 5% is w ithd rawn from the Fund each year, the gains tha t resu lt 
from in fla tion will remain in the Fund. This will in fla tion proo f the en t ire Fund, and 
preserve its purchas ing power fo r fu tu re generations.



• Anchorage, Fairbanks, North Slope Borough and Sitka residents voted 
to use POMV fo r munic ipa l tru s t accounts.

. Private founda tions such as the Rasmuson Foundation and the Ford 
Foundation are requ ired by the IRS to pay ou t at least 5% of the ir 
m a rke t value.

• 83% o f colleges and univers ities polled by the National Association of 
College and Un ive rs ity Business Officers use some fo rm o f a POMV 
payou t m e thod .

What are Alaskans asking?

• W i l l  t h i s  c h a n g e  l e a v e  t h e  p r i n c i p a l  u n p r o t e c t e d ?

I f the marke ts were to perfo rm poorly fo r several years in a row, it is possible tha t 
a small part o f wha t js e d to be known as principal would be ava ilab le fo r 
approp r ia t ion by the Legis la ture. However, the Legis la ture is not ob liga ted to 
w ithd raw the full 5 percen t availab le under POMV. In add ition , POMV would prov ide 
be tte r pro tec tion when the Fund rises in value, as it has for 25 o f the last 28 years.

• H o w  w i l l  P O M V  a f f e c t  m y  d i v i d e n d ?

I t is up to the Leg is la ture to de te rm ine whe the r a new div idend ca lcu la tion is 
app rop r ia te unde r POMV, and if so wha t tha t d iv idend am oun t would be.

• I s  P O M V  a  r a i d  o n  t h e  P e r m a n e n t  F u n d ?

No. The Legis la ture a lready has the au tho r i ty to spend the Fund's realized 
earn ings, and does spend a portion of the earn ings each year when fo r Permanent 
Fund Div idends. POMV would change how the am oun t availab le fo r spending is 
de te rm ined .

• W h y  f i x  t h e  P e r m a n e n t  F u n d  i f  i t  i s n ' t  b r o k e n ?

The Trustees believe th a t the cu rren t s truc tu re is broken. Earnings are not 
in f la t ion -p roo fed , the Fund is vu lnerab le to overspend ing and the payou t s truc tu re 
is not compa tib le w ith the standard asset allocation fo r an ins t itu t iona l fund . POMV 
would address all o f these issues.


