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C u r r e n t  S c e n a r i o  w i t h  $ 3 4 / b b l  O i l

Revenues vs Expenses
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C u r r e n t  S c e n a r i o  w i t h  $ 3 4 / b b l  O i l

Alaska’s Savings Accounts
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C u r r e n t  S c e n a r i o  w i t h  $ 3 4 / b b l  O i l

Projected Savings Account Balance vs Inflation Adjusted Balance
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C u r r e n t  S c e n a r i o  w i t h  $ 3 4 / b b l  O i l
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C u r r e n t  S c e n a r i o  w i t h  $ 3 4 / b b l  O i l
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What Does this all mean?

T h e  m o d e l  s h o w s  t h a t  t h e  p r o b l e m  i s  n o t  a  

c y c l i c a l  p r o b l e m ,  b u t  r a t h e r  i t  i s  a  s t r u c t u r a l  

p r o b l e m .

S t r u c t u r a l  P r o b l e m s  c a n n o t  b e  o v e r c o m e  b y  

r i d i n g  i t  o u t .
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Issues Facing the Legislature

■  P i v o t a l  m o m e n t  i n  A l a s k a ’ s  H i s t o r y

■  N o t  a  s h o r t  t e r m / c y c l i c a l  p r o b l e m ,  b u t  r a t h e r  

a  l o n g  t e r m / s t r u c t u r a l  p r o b l e m

A p r i l 16, 1999 H o u s e F in a n c e 23



Choices

■  C u t  C o s t s

■  R a i s e  R e v e n u e s

■  B e g i n  t o  s y s t e m a t i c a l l y  u s e  t h e  S t a t e ’ s  

S a v i n g s  A c c o u n t s

■  A  C o m b i n a t i o n  o f  t h e  a b o v e

A p r i l 16, 1999 H o u s e  F in a n c e



FI

t)
3VI
0

P o t e n t i a l  M e a s u r a b l e  G o a l s  o f  a  L o n g  

R a n g e  P l a n

■  S u s t a i n a b i l i t y

♦  I n t e r g e n e r a t i o n a l  E q u i t y

■  S t a b i l i t y  

P r e d i c t a b i l i t y

A b i l i t y  t o  f u n d  P e r m a n e n t  F u n d  D i v i d e n d s  

A b i l i t y  t o  f u n d  t h e  D e f i c i t
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Sustainability

P r o t e c t  t h e  P r i n c i p a l  ( T r a d i t i o n a l )

I n f l a t i o n  P r o o f i n g

I s  t h e  g o a l  t o  p r o t e c t  t h e  p u r c h a s i n g  p o w e r  o f  

t h e  A l a s k a ’ s  S a v i n g s  A c c o u n t s ?

W h a t  t i m e  h o r i z o n  i s  a p p r o p r i a t e ?

A p r i l 16, 199? H o u s e  F in a n c e  2 6



I Intergenerational Equity

■  C l o s e l y  r e l a t e d  t o  S u s t a i n a b i l i t y

■  A l l  g e n e r a t i o n s  a r e  h e l d  e q u a l .

«

A p r i l 16, 1999 H o u s e  F in a n c e



Decision Tree

D o  y o u  w i s h  t o  

m a i n t a i n  t h e  p u r c h a s i n g  p o w e r  

o f  t h e  S t a t e ’ s  F i n a n c i a l  A s s e t s ?

Y e s

O v e r  w h a t  t i m e  f r a m e  

d o  y o u  w a n t  t o  s p e n d  

d o w n  y o u r  a s s e t s ?

H o w  m u c h  c a n  w e  

s p e n d  e a c h  y e a r ?

A p r i l 16, 1999 H o u s e F in a n c e
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Decision Tree

O v e r  w h a t  t i m e  f r a m e  

d o  y o u  w a n t  t o  s p e n d  

d o w n  y o u r  a s s e t s ?

O v e r  w h a t  t i m e  f r a m e  d o  y o u  w a n t  t o  s p e n d  

d o w n  t h e  S t a t e ’ s  f i n a n c i a l  a s s e t s ?

W h a t  a r e  y o u  g o i n g  t o  d o  w h e n  t h e  a s s e t s  r u n  

o u t ?
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H o w  m u c h  c a n  w e  

s p e n d  e a c h  y e a r ?

A p p r o x i m a t e l y  $ 1 . 4  B i l l i o n  i n  T o d a y ’ s  $ .  

C a n  w e  l i v e  w i t h i n  t h a t  c o n s t r a i n t ?

H o w  d o  w e  h a n d l e  m a r k e t  v o l a t i l i t y ?

A p r i l 16, 1999 H o u s e  F in a n c e 3 0



I Stability
iLv

■  P l a n ’ s  a b i l i t y  t o  w e a t h e r  w o r s t  c a s e  s c e n a r i o s

■  P l a n ’ s  a b i l i t y  t o  r e d u c e  t h e  S t a t e ’ s  r e v e n u e  

v o l a t i l i t y .

'f
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Predictability

■  W h a t  l e v e l  o f  p r e d i c t a b i l i t y  d o  w e  w a n t  t o  

a s s u m e  f o r :

♦  R e v e n u e  A s s u m p t i o n s

♦  E x p e n d i t u r e  A s s u m p t i o n s

♦  M a r k e t  A s s u m p t i o n s

■  I m p l i c a t i o n s  f o r  R i s k  &  A s s e t  A l l o c a t i o n

A p r i l 16, 1999 H o u s e F in a n c e
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A l a s k a  M i d d l e  S e r i e s  P o p u l a t i o n  

P r o j e c t i o n  b y  A g e  a n d  M a l e / F e m a l e ,  

2005

■  B a b y  B o o m  i n  t h e i r  

m o s t  p r o d u c t i v e  y e a r s  

o f  e m p l o y m e n t

■  E c h o  B o o m  i n  H i g h  

S c h o o l

■  F e w e r  E l e m e n t a r y  a g e  

c h i l d r e n

Alaska Middle Series Population Projection 
By Age and Male/Female, 2005

7 6 5 4 3 2 1 0 1 2 3 4 5 6 7  
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m m  1998 Estimate i — i 2005 Projection
AJaika Department of labor, Rttearch A AnaJyiii Section, Deinographica Unit

Alaska Department o f Labor, Research and Analysis Section, Demographics Unit.



A l a s k a  M i d d l e  S e r i e s  P o p u l a t i o n  
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L e a d i n g  e d g e  o f  B a b y  

B o o m  b e g i n s  r e a c h i n g  

r e t i r e m e n t  a g e

E c h o  B o o m  e n t e r s  t h e  

l a b o r  f o r c e

E c h o  B o o m  b e g i n s  t o  

h a v e  f a m i l i e s

Alaska Middle Series Population Projection 
By Age and Male/Female, 2010
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zz 2010 Projection
AJub D«f«/Vr*'4 of Labor. R*«««rcn A t S*coon. Dorograpftita Urrt

Alaska Department o f Labor, Research and Analysis Section, Demographics Unit.



A l a s k a  M i d d l e  S e r i e s  P o p u l a t i o n  

P r o j e c t i o n  b y  A g e  a n d  M a l e / F e m a l e ,

2015
1

S e n i o r  p o p u l a t i o n  

b e g i n s  t o  i n c r e a s e  

s i g n i f i c a n t l y  

C h i l d r e n  o f  E c h o  

B o o m  i m p a c t i n g  

s c h o o l s

Alaska Middle Series Population Projection 
By Age and Male/Female, 2015
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5 6 7

1998 Estimate 2015 Projection
Alaika Oopa/*iw4 of Labor, Raa«artft A Arwl/aJa 5«ctor\ DomograpNca Urrt.

Alaska Department ofLabor, Research and Analysis Section, Demographics Unit.



A l a s k a  M i d d l e  S e r i e s  P o p u l a t i o n  

P r o j e c t i o n  b y  A g e  a n d  M a l e / F e m a l e ,

2 0 2 0

B a b y  B o o m  r e a c h e s  

t h e i r  G o l d e n  Y e a r s

N a t u r a l  i n c r e a s e  

c o n t i n u e s  t o  d r i v e  

s c h o o l  a g e  p o p u l a t i o n  

g r o w t h

Alaska Middle Series Population Projection 
By Age and Male/Female, 2020
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1998 Estimate 2020 Projection
iVnb O#p«r»mn»of Libor, RimkiA A Sacoon, D*wgn̂ *M UfW

Alaska Department o f Labor, Research and Analysis Section, Demographics Unit.
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Projected Population by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

Labor Market Area

July 1 
1998 

Estimate

July 1 
2003 

Middle

(%) 
Change 

1998- 
- 2003

July 1 
2008 

Middle

(%)
Change

1998-
2008

July 1 
2013 

Middle

(%)
Change
1998-
2013

July 1 
2018 

Middle

(%) 
Change 
1998 - 
2010

<%)
State
Share
1998

(%)
Stale
Share
2018

ALASKA 621,400 656,150 5.6 1 , 693,018 11.5 733,852 18.1 776,480 25.0 100.0 100.0

Anchorage/Matanuska-Susitna Region 313.308 333,042 6.3 353,770 12.9 376,779 20.3 401,631 28.2 50.4 51.7
Municipality o( Anchorage 258.782 269,567 4.2 279,707 8.1 289,528 11.9 298,875 15.5 41.6 38.5
Matanuska-Susitna Borough 54,526 63,475 16.4 74,063 35.8 87,251 60.0 102,756 88.5 8.8 13.2

Gulf Coast Region 73,028 76,771 5.1 80,553 10.3 84,737 16.0 88,837 21.6 11.8 11.4
Kenal Peninsula Borough 48,815 52,382 7.3 56,110 14.9 60,234 23.4 64,305 31.7 7.9 8.3
Kodiak Island Borough 13,848 14,030 1.3 14,159 2.2 14,277 3.1 14,416 4.1 2.2 1.9
Valdez-Cordova Census Area 10,365 10,359 -0.1 10,284 -0.8 10,226 -1.3 10,116 -2.4 1.7 1.3

Interior Region 98,647 102,931 4.3 106,963 8.4 110,915 12,4 114,459 16.0 15.9 14.7
Denali Borough 1,864 1,993 6.9 2,129 14.2 2,303 23.6 2,495 33.9 0.3 0.3
Fairbanks North Star Borough 83,928 88,012 4.9 91,773 9.3 95,367 13.6 98,585 17.5 13.5 12.7
Southeast Fairbanks Census Area 6,402 6,814 6.4 7,270 13.6 7,753 21.1 8,203 28,1 1.0 1.1
Yukon-Koyukuk Census Area 6,453 6,112 -5.3 5,791 -10.3 5,492 -14.9 5,176 -19.8 1.0 0.7

Northern Region 23,649 25,627 8.4 28,098 10.8 31,027 31.2 34,236 44.8 3.8 4.4
Nome Census Area 9,402 9,986 6.2 10,725 14.1 11,591 23.3 12,527 33.2 1,5 1.6
North Slope Borough 7,403 8,301 12.1 9,421 27.3 10,741 45.1 12,211 64.9 1.2 1.6
Northwest Arctic Borough 6,844 7,340 7.2 7,952 16.2 8,695 27.0 9,498 38.8 1.1 1.2

Southeast Region 74,285 76,298 2.7 78,687 5.9 81,462 9.7 83,076 13.0 12.0 10.8
Haines Borough 2,476 2,606 5.3 2,776 12.1 2,961 19.6 3,146 27.1 0.4 0.4
Juneau Borough 30,236 31,388 3.8 32,413 7.2 33.475 10.7 34,447 13.9 4.9 4.4
Ketchikan Gateway Borough 14,231 15,119 6.2 16,428 15.4 18,075 27.0 19,774 39.0 2.3 2.5
Prince Of Wales-Outer Ketchikan O.A. 6,884 7,067 2.7 7,281 5.8 7,485 8.7 7,611 10.6 1.1 1.0
Sitka Borough 8,779 8,590 -2.2 8,409 -4.2 8,226 -6.3 7,978 •9.1 1.4 1.0
Skagway-Hoonah-Angoon C. A. 3,664 3,563 -2.8 3,459 -5.6 3,328 -9.2 3,140 -14.3 0.6 0.4
Wrangell-Petersburg Census Area 7,205 7,045 -2.2 6,866 -4.7 6,706 -6.9 6,502 -9.8 1.2 0.8
Yakutat Borough 810 920 13.6 1,055 .30.2 1,206 48.9 1,378 70.1 0.1 - 0.2

Southwest Region 38,483 41,481 7.8 44,947 16.8 48,932 27.2 53,349 38.6 6.2 6.9
Aleutians East Borough 2,177 2,040 -6.3 1,918 -11.9 1,784 -10.1 1,738 -20.2 0.4 0.2
Aleutian West Census Area 5,389 5,665 5.1 5,908 9.6 6,097 13.1 6,242 15.8 0.9 0.8
Bethel Census Area 15,997 17,438 9.0 19,092 19.3 .. 21,043 31.5 23,192 45.0 2.6 3.0
Bristol Bay Borough 1.297 1,405 8.3 1,506 16.1 1,621 25.0 1,734 33.7 0.2 0.2
Dillingham Census Area 4,708 5,027 6.8 5,394 14.6 5,842 24.1 6,327 34.4 0.8 0.8
Lake & Peninsula Borough 1,852 1,962 5.9 2,128 14.9 2,282 23.2 2,439 31.7 0.3 0.3
Wade Hampton Census Area 7,063 7,944 12.5 9,000 27.4 10,263 45.3 11,677 65.3 1.1 1.5

Source: Alaska Department of Labor, Research and Analysis Section, Demographics Unit.



Projected Population 65+ Years o f Age by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

Labor Market Area

July 1 
1998 

Middle

July 1 
2003 

Middle-

(%)
Change
1998-
2003

July 1 
2008 

Middle

(%) 
Change 
1998 - 
2008

July 1 
2013 

Middle

(%> 
Change 

1998 - 
2013

July 1 
2018 

Middle

(% 
Changt 

1998 
201 £

(%)
State
Share
1998

(%)
State
Share
2018

ALASKA 32,729 40,379 23.4 52,298 59.8 69,555 112.5 92,356 182.2 100.0 100.0

Anchorage/Matanuska-Susitna Region 15,692 19,953 27.2 26,279 67.5 35,210 124.4 46,602 197.0 47.9 50.5
Municipality of Anchorage 12,703 16,146 27-. 1 21,134 66.4 28,056 120.9 36,115 184.3 38.8 39.1
Matanuska-Susitna Borough 2,989 3,807 27.4 5,145 72.1 7,154 139.3 10,487 250.9 9.1 11.4

Gulf Coast Region 4.447 5,362 20.6 6,913 55.5 9,347 110.2 12,685 185.2 13.6 13.7
Kenal Peninsula Borough 3,229 3,904 20.9 5,022 55.5 6,707 110.5 9,318 188.6 9.9 10.1
Kodiak Island Borough 609 723 18.7 913 49.9 1,215 99.5 1,615 165.2 1.9 1.7
Valdez-Cordova Census Area 609 735 20.7 978 60.6 1.335 119.2 1,752 187.7 1.9 1.9

Interior Region 4,400 5,305 20.6 6 914 57.1 9,074 106.2 12,337 180.4 13.4 13.4
Denali Borough 57 100 75.4 184 222.8 281 393.0 501 778.9 0.2 0.5
Fairbanks North Star Borough 3,520 4,224 20.0 5,472 55.5 7,195 104.4 9,766 177.4 10.8 10.6
Southeast Fairbanks Census Area 365 471 29.0 675 84.9 880 141.1 1,157 217.0 1.1 1.3
Yukon-Koyukuk Census Area 458 510 11.4 583 27.3 718 56.8 913 99.3 1.4 1.0

Northern Region 1,211 1,424 17.6 1,680 38.7 2,118 74.9 2,639 117.9 3.7 2.9
Nome Census Area 544 617 13.4 696 27.9 851 56.4 1,040 91.2 1.7 1.1
North Slope Borough 299 408 36.5 540 80.6 711 137.8 917 206.7 0.9 1.0
Northwest Arctic Borough 368 399 8.4 444 20.7 556 51.1 682 85.3 1.1 0.7

Southeast Region 5,189 6,201 19.5 7,930 52.8 10.59B 104.2 13,869 167.3 15.9 15.0
Haines Borough 246 277 12.6 328 33.3 436 77.2 610 148.0 0.8 0.7
Juneau Borough 1,821 2,167 19.0 2,802 53.9 3,903 114.3 5,140 182.3 5.6 5.6
Ketchikan Gateway Borough 1,134 1,316 16.0 1,735 53.0 2,338 111.5 3,211 183.2 3.5 3.5
Prince Of Wales-Outer Ketchikan C. 354 501 41.5 715 102.0 919 159.6 1,242 250.8 1.1 1.3
Sitka Borough 700 868 24.0 1,053 50.4 1,295 85.0 1,609 129.9 2.1 1.7
Skagway-Hoonah-Angoon C. A. 238 311 30.7 404 69.7 511 114.7 629 164.3 0.7 0.7
Wrangell-Petersburg Census Area 652 703 7.8 811 24.4 1,019 56.3 1.251 91,9 2.0 1.4
Yakutal Borough 44 58 31.8 62 80.4 117 165.9 177 302,3 0.1 0.2

Southwest Region 1,790 2,134 19.2 2,582 44.2 3,208 79.2 4,224 136.0 5.5 4.6
Aleutians East Borough 92 142 54.3 180 95.7 223 142.4 345 275.0 0.3 0.4
Aleutian West Census Area 108 160 48.1 266 146.3 451 317.6 665 515.7 0.3 0.7
Bethel Census Area 835 946 13.3 1,129 35.2 1,348 61.4 1,726 106.7 2.6 1.9
Bristol Bay Borough 46 56 21.7 84 82.6 104 126.1 144 213.0 0.1 0.2
Dillingham Census Area 247 282 14.2 343 38.9 424 71.7 575 132.8 0.8 0.6
Lake & Peninsula Borough 107 116 8.4 140 30.8 157 46.7 202 88.8 0.3 0.2
Wade Hampton Census Area 35i 432 21.7 440 23.9 501 41.1 567 59.7 1.1 0.6

Source: Alaska Department of Labor, Research and Analysis Section, Demographics Unit.



Projected Population Ages 5-17 by Labor Market Region and Borough/Census Area
Middle Case Scenario, Ju ly 1,1998 - 2018

(%) (%) <%) (%) (%) (%>
July 1 Change July 1 Change July 1 Change July 1 Change State State
2003 1998- 2008 1998- 2013 1998 - 2018 1998- Share Share

Labor Market Area 1998 Middle 2003 Middle 200G Middle 2013 Middle 2018 1998 2018

ALASKA 144,767 149,307 3.1 147,811 2.1 151,044 4.3 163,411 12.9 100.0 100.0

Anchorage/Matanuska-Susitna Region 70,900 74,948 5.7 73,698 3.9 74,066 4.5 79,328 11.9 49.0 48.5
Municipality of Anchorage 56,621 60,261 6.4 57,465 1.5 54,651 -3.5 55,017 -2.8 39.1 33.7
Matanuska-Susitna Borough 14,279 14,687 2.9 16,231 13.7 19,415 36.0 24,311 70.3 9.9 14.9

Gulf Coast Region 17,322 16,786 -3.1 16,795 -3.0 17,802 2.8 19,683 13.6 12.0 12.0
Kenal Peninsula Borough 11,729 11,307 -3.6 11,691 -0.3 12,876 9.8 14,642 24.8 8.1 9.0
Kodiak Island Borough 3,264 3,376 3.4 3,261 -0.1 3,164 -3.1 3,223 -1.3 2.3 2.0
Valdez-Cordova Census Area 2,329 2,103 -9.7 1,843 -20.9 1,762 -24.3 1,818 -21.9 1,6 1.1

Interior Region 22,703 23,376 3.0 23,116 1.8 23,030 1.4 23,631 4.1 15.7 14.5
Denali Borough 393 348 -11.5 353 -10.2 357 -9.2 395 0.5 '0.3 0.2
Fairbanks North Star Borough 10,840 19,822 5,2 19,676 4.4 19,630 4.2 20,031 6.3 13.0 12.3
Southeast Fairbanks Census Area 1,593 1,599 0.4 1,702 6.8 1,828 14.8 1.S99 25.5 1.1 1.2
Yukon-Koyukuk Census Area 1,877 1,607 -14.4 1,385 -26.2 1,215 -35.3 1,206 -35.7 1.3 0.7

Northern Region 7,163 7,422 3.6 7,742 8.1 8,542 19.3 10,152 41.7 4.9 6.2
Nome Census Area 2,731 2,858 4.7 3,021 10.6 3.311 21.2 3,865 41.5 1.9 2.4
North Slope Borough 2,232 2,306 3.3 2,399 7.5 2,715 21.6 3,338 49.6 1.5 2.0
Northwest Arctic Borough 2,200 2,250 2.6 2,322 5,5 2,516 14.4 2,949 34.0 1.5 1.8

Southeast Region 16,022 15,051 •6.1 14,287 -10.8 14,620 -6.8 15,023 -1.2 11.1 9.7
Haines Borough 503 451 -10.3 452 -10.1 403 -4.0 518 3.0 0.3 0.3
Juneau Borough 6,313 6,040 -4.3 5,881 -6.8 6,111 -3.2 6,578 4.2 4.4 4.0
Ketchikan Gateway Borough 2,998 3,100 3.4 3,144 4.9 3,447 15.0 4,060 35.4 2.1 2.5
Prince Of Wales-Outer Ketchikan C.A. 1,637 1,495 •8.7 1,389 -15.1 1,415 -13.6 1,494 •8.7 1.1 0.9
Sitka Borough 1.853 1,639 -11.5 1,444 -22.1 1,334 -28.0 1,320 -28.8 1.3 0.8
Skagway-Hoonah-Angoon C. A. 839 659 -21.5 544 -35.2 481 -42.7 462 -44.9 0.6 0.3
Wrangell-Petersbuig Census Area 1,682 1,467 -12.8 1,239 -26.3 1,156 -31.3 1,170 -30.4 1.2 0.7
Yakulat Borough 197 200 1.5 194 -1.5 193 -2.0 221 12.2 0.1 0.1

Southwest Region 10,657 11,724 10.0 12,175 14.2 12,984 21.8 14,794 38.8 7.4 9.1
Aleutians East Borough 500 429 •14.2 315 -37.0 257 -48.6 244 -51.2 0.3 0.1
Aleutian West Census Area 876 1,031 17,7 870 -0.7 603 -24.3 815 •29.8 0.6 0.4
Bethel Census Area 4,693 5,215 11.1 5,585 19.0 6,083 29.6 6,934 47.8 3.2 4.2
Bristol Bay Borough 325 360 10.8 366 12.6 386 18.8 439 35.1 0.2 0.3
Dillingham Census Area 1,302 1,404 7.6 1,396 7.2 1,442 10.8 1,629 25.1 0.9 1.0
Lako & Peninsula Borough 542 517 -4.6 537 -0.9 605 11.6 702 29.5 0.4 0.4
Wade Hampton Census Area 2,419 2,768 14.4 3.106 28.4 3,548 46.7 4,231 74.9 1.7 2.6

Source: Alaska Department ol Labor, Research and Analysis Section, Demographics Unit.
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H OU SE FINANCE COMM ITTEE
LOG NOTES

T h e  f o l l o w i n g  o v e r v i e w  w a s  t a k e n  i n  l o g  n o t e  f o r m a t .  T a p e s  a n d  
h a n d o u t s  w i l l  b e  o n  f i l e  w i t h  t h e  H o u s e  F in a n c e  C o m m i t t e e  t h r o u g h  t h e  
2 1 s t  L e g i s l a t i v e  S e s s i o n ,  c o n t a c t  4 6 5 - 2 1 5 6 . A f t e r  t h e  2 1 s t  L e g i s l a t i v e  
S e s s i o n  t h e y  w i l l  b e  a v a i l a b l e  t h r o u g h  t h e  L e g i s l a t i v e  L i b r a r y  a t  4 6 5 -  
3 8 0 8 .

T im e  M e e t i n g  C o n v e n e d : 1 : 4 5  P .M .

GENERAL SUBJECT(S): LONG TERM FISCAL GAP DISCUSSION

T a p e  HFC 99 -  8 3 , S id e  1 .
T a p e  HFC 99 -  8 3 , S id e  2 .
T a p e  HFC 99 -  8 4 , S id e  1 .

PR ESEN T : X R e p r e s e n t a t i v e  G . D a v i s
C o - C h a i r  T h e r r i a u l t R e p r e s e n t a t i v e  F o s t e r

X C o - C h a i r  M u ld e r X R e p r e s e n t a t i v e  G r u s s e n d o r f
X R e p r e s e n t a t i v e  A u s t e r m a n X R e p r e s e n t a t i v e  K o h r i n g
X R e p r e s e n t a t i v e  B u n d e R e p r e s e n t a t i v e  M o s e s

R e p r e s e n t a t i v e  J .  D a v ie s R e p r e s e n t a t i v e  W i l l i a m s

ALSO PR ESEN T : D A V ID  T E A L , D IR EC TO R , D IV IS IO N  OF L E G IS L A T IV E  F IN A N C E ; 
R E PR E SEN TA T IV E ETHAN BER KOW ITZ ; R EPRESEN TAT IVE SHARON C IS S N A ; P H IL  
OKESON , L E G IS L A T IV E  A N A LY S T , D IV IS IO N  OF L E G IS L A T IV E  F IN A N C E ; W ILSON 
CONDON, (T E S T IF IE D  V IA  TE LEC O N FER ENC E ), COMM ISS IO NER , DEPARTMENT OF 
REVENUE ; CHARLES LOGSDON, (T E S T IF IE D  V IA  TE LECO N FER ENC E ), C H IE F  
PETROLEUM ECONOM IST , O IL  AND GAS D IV IS IO N , DEPARTMENT OF REVENUE ; 
GREG W IL L IA M S , DEPARTMENT OF LABOR .__________________________________________________

LOG SPEAKER D IS C U S S IO N
TAPE CHANGE 8 3 - 1

0 0 0 C o - C h a i r  M u ld e r C o n v e n e d  t h e  HFC m e e t i n g  a t  1 : 4 5  p .m .
0 7 9 P H IL  OKESON, 

L E G IS L A T IV E  
A N A LY S T , D IV IS IO N  
OF L E G IS L A T IV E  
F IN A N C E

S p o k e  t o  t h e  m e a s u r a b le  g o a l s  o f  a l o n g ­
t e r m  p l a n .  T h e  i n t e n t  w o u ld  b e  t o  
i d e n t i f y  t h e  g o a l s .  He d i s t r i b u t e d  a 
h a n d o u t f o r  t h e  C o m m i t t e e . ( c o p y  o n  f i l e ]

1 4 9 P h i l  O k e s o n H i g h l i g h t e d  l o n g  t e r m  i s s u e s  a n d  t h e  
c u r r e n t  s i t u a t i o n  a n d  h o w  t h a t  w o u ld  
a f f e c t  l o n g  t e r m  b u d g e t i n g  i n  t h e  S t a t e .

2 0 1 P h i l  O k e s o n T h e  s e c o n d  s i t u a t i o n  i l l u m i n a t e s  h i g h  o i l  
p r i c e s . H e s p o k e  t o  t h e  g r a p h  
i l l u s t r a t i n g  h i s t o r i c a l  s t a t e  r e v e n u e s .
H e p o i n t e d  o u t  t h e  v o l a t i l i t y  o f  o i l  
p r i c e s  a n d  p r o b le m s  w i t h  p r o d u c t i o n .

2 8 3 P h i l  O k e s o n F u t u r e  p r o j e c t i o n s  d o  n o t  c h a n g e . T h e s e  
l i n e s  a r e  s l o p p i n g  d o w n w a rd . T h e  
d i f f e r e n c e  b e tw e e n  t h e  l i n e s  c o n t i n u e  t o  
g r o w  c l o s e r  t o g e t h e r .

3 4 8 P h i l  O k e s o n S t r e s s e d  t h a t  a s s u m p t io n s  w o u ld  b e  t h e  k e y

H.F.C. 1 4/16/99 p.m.



HOUSE FINANCE COM M ITTEE
LOG NOTES

t o  t h e  p r o b l e m . T h e  f i r s t  a s s u m p t i o n  i s  a 
3% i n f l a t i o n .  T h a t i s  a b o u t  t h e  sam e a s  
t h e  C P I . He q u e s t i o n e d  t h e  g r o w t h  r a t e  i n  
g o v e r n m e n t .  T h e  s e c o n d  i t e m  i s  p o p u l a t i o n  
g r o w t h  w h i c h  i s  p r o j e c t e d  t o  b e  1 .5 % . A 
2% p r o j e c t e d  p o p u l a t i o n  g r o w t h  w o u ld  b e  
u s e d  f o r  t h e  d i v i d e n d  o n l y .

4 7 9 P h i l  O k e s o n C o n t i n u e d ,  a n o t h e r  s c e n a r i o  w o u l d  i n d i c a t e  
a  p e rm a n e n t f u n d  t o t a l  r e t u r n  o f  7 .7 5 % .

5 3 9 P h i l  O k e s o n C o n s t i t u t i o n a l  B u d g e t R e s e r v e  t o t a l  r e t u r n  
o f  5% . 5% i f  l e s s  t h a n  $ 3 B  a n d  8 .1 %  i f  
g r e a t e r  t h a n  $ 3 B .

5 9 4 R E PR E SEN TA T IV E
BERKOW ITZ

H e a s k e d  t h e  d i f f e r e n c e  b e tw e e n  t h e  PFD 
a n d  r e v e n u e  s t r e a m . A r e  r e s t r i c t i o n s  
p l a c e d  o n  t h e  PFD 3 /1 0 % .

6 53 P h i l  O k e s o n R e f e r e n c e d  t h e  c u r r e n t  s i t u a t i o n  r e v e n u e s  
a n d  e x p e n d i t u r e s  ( g r a p h )  . T h e  d e f i c i t  
w i l l  g r o w  s i g n i f i c a n t l y  i n  t h e  y e a r s  t o  
c o m e .

7 1 6 R e p r e s e n t a t i v e
G r u s s e n d o r f

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

7 4 2 P h i l  O k e s o n S t a t e d  t h a t  h e  l o o k s  f o r  s p i k e s  w h i c h  : 
i n d i c a t e s  t h a t  t h i n g s  a r e  g o i n g  b a d  f o r  
t h e  u n r e a l i z e d  g a i n s .  U n d e r  t h i s  
a s s u m p t i o n ,  t h e r e  w i l l  c o n t i n u e  t o  b e  
r e v e n u e s  b e i n g  p l a c e d  i n t o  t h a t  f u n d .

8 0 4 P h i l  O k e s o n S p o k e  t o  t h e  g r a p h ,  w h i c h  i n d i c a t e s  
v a r i o u s  s a v i n g s  a c c o u n t s  v h i c h  t h e  S t a t e  
o w n s . T h e  P e rm a n e n t F u n d  c o r p u s  c o n t i n u e s  
t o  g r o w . T h e  f i r s t  t h i n g  t h a t  w i l l  g o  
w i l l  b e  t h e  C o n s t i t u t i o n a l  B u d g e t R e s e r v e . 
H ow t o  f u n d  t h e  d e f i c i t  w i l l  b e g i n  w i t h  
s p e n d in g  t h e  C o n s t i t u t i o n a l  B u d g e t 
R e s e r v e . T h e  S t a t e  c a n  n o t  t o u c h  t h e  
P e rm a n e n t f u n d  c o r p u s  b y  c o n s t i t u t i o n a l  
la w .  H e p r o j e c t e d  t h a t  b y  2 0 0 5 , t h e  
e a r n i n g s  r e s e r v e  w i l l  b e  g o n e . T h e n  t h e  
S t a t e  w i l l  h i t  a w a l l

9 0 7 P h i l  O k e s o n R e f e r e n c e d  t h a t  t h e  g r a p h  s h o w in g  t h e  
p u r c h a s i n g  p o w e r o f  t h e  c u r r e n t  a s s e t s .  
T o s t a y  e v e n  w i t h  t h e  r a t e  o f  i n f l a t i o n ,  
t h e  p u r c h a s i n g  p o w e r m u s t s t a y  t h e  s a m e . 
D e f i c i t  i s  g r o w in g  e a c h  y e a r .  H e a s k e d  
h o w  m u c h  c o u l d  b e  f u n d e d  t h r o u g h  t h e  
s a v i n g s  a c c o u n t .  A t  som e p o i n t  a l l  t h a t  
w i l l  b e  l e f t  i s  P e rm a n e n t f u n d  d i v i d e n d  
c o r p u s .

1 0 1 2 P h i l  O k e s o n I n  o u t  y e a r s ,  t h e  S t a t e  w i l l  c o n t i n u e  t o  
b e  p a y i n g  o u t  f r o m  t h e  d i v i d e n d .

1 0 3 5 P h i l  O k e s o n S t a t e d  t h a t  t h e  t e c h n i c a l  g r a p h  w a r n s  o f  
c o m in g  p r o b l e m s . T h i s  g r a p h  i n d i c a t e s  t h e

H.F.C. 2 4/16/99 p.m.



HOUSE FINANCE COM M ITTEE
LOG NOTES

u n r e a l i z e d  g a i n s  r e a l i z e d .  T h e  d i v i d e n d  
s t r u c t u r e  e x a s p e r a t e s  t h e  p r o b l e m s . T h e  
r e a l i z a t i o n  o f  g a i n s  c a u s e s  t h e  d i v i d e n d  
t o  r i s e .

1 1 2 1 C o - C h a i r  M u ld e r A s k e d  a b o u t t h e  21% o f  r e a l i z e d  g a i n s  o f  
t h e  u n r e a l i z e d  s t r u c t u r e .

1 1 4 0 P h i l  O k e s o n S t a t e d  t h a t  i t  w o u ld  v a r y  a c c o r d i n g  t o  
w h a t t h e  m a r k e t  w a s d o i n g .  H e re c o m m e n d e d  
a p r u d e n t  i n v e s t o r  r u l e .

1 1 6 3 P h i l  O k e s o n S p o k e  t o  h i g h  o i l  p r i c e s .  W h a t o i l  p r i c e  
w o u ld  i t  t a k e  t o  b a i l  u s  o u t  o f  t h e  
s i t u a t i o n ?  I f  o i l  w e n t t o  $ 3 4 / b b l  a n d  i n  
f a c t  r o s e  t o  $ 6 1 / b b l ,  a l t h o u g h  t h a t  w o u ld  
n o t  b e  t o o  p o s s i b l e .  H e b e l i e v e d  t h a t  i f  
o i l  r e v e n u e  d i d  ju m p , t h e  d e f i c i t  w o u ld  
s t a r t  t o  com e b a c k .  I t  i s  d i f f i c u l t  t o  
r e a c h  t h e  p r o d u c t i o n  c u r v e .

1 2 5 9 1 P h i l  O k e s o n He o u t l i n e d  a  g r a p h  a t  $ 3 4 / b b l .  A  s a v i n g s  
f u n d  w o u ld  b e  r e a s o n a b l e ,  h o w e v e r  t h e  
C o n s t i t u t i o n a l  B u d g e t R e s e r v e  w o u ld  a l s o  
s t a r t  t o  g o  a w a y . T h e r e  i s  a  p r o d u c t i o n  
p r o b l e m .

12 21 P h i l  O k e s o n I n  o r d e r  t o  m a i n t a i n  c o n s t a n t  p u r c h a s i n g  
p o w e r , t h e  a c t u a l  p r o j e c t e d  s a v i n g s  b e g i n s  
t o  s l o o p  d o w n w a rd .

1 3 9 0 P h i l  O k e s o n T h i s  s h o w s  t h a t  t h e  m o d e l i s  a s t r u c t u r a l  
p r o b le m . I t  w i l l  h a u n t  t h e  s t a t e  y e a r  i n  
a n d  y e a r  o u t .  T h e r e  n e e d s  t o  b e  a  l o n g ­
t e r m  p l a n .  T h e r e  n o  l o n g e r  w i l l  b e  a  b i g  
s a v i n g s  a n d  t h e  S t a t e  m u s t t a c k l e  h o w  t h e  
d e f i c i t  c a n  b e  a t t a c k e d .

1 4 5 6 P h i l  O k e s o n C u t c o s t s ;  r a i s e  r e v e n u e s ;  s y s t e m a t i c a l l y  
u s e  t h e  S t a t e ' s  s a v i n g s  a c c o u n t s .

1 4 8 1 P h i l  O k e s o n G o a ls  o f  l o n g  t e r m  p l a n  w o u ld  b e  
s u s t a i n a b i l i t y .  S t a t e  m u s t s o l v e  t h e  
p r o b le m  f o r  a  l o n g  t im e .  M u s t d e c i d e  w h a t 
i s  f a i r  t o d a y  a n d  w o u ld  c o n t i n u e  t o  w o r k  
to m o r r o w . T h e r e  n e e d s  t o  b e  s t a b i l i t y .
We n e e d  a p l a n  t h a t  p r o v i d e s  m o re  
s t a b i l i t y .

1 5 5 0 P h i l  O k e s o n P r e d i c t a b i l i t y  o f  a s s u m p t i o n s  t h a t  c a n  b e  
u s e d . W i l l  t h e  p l a n  b e  a b l e  t o  f u n d  t h e  
p f d ' s  a n d  t h e  d e f i c i t ?  T h e s e  a r e  t h e  
g o a l s  t o  b e  a d d r e s s e d .

1 5 8 0 P h i l  O k e s o n S u s t a i n a b i l i t y  h a s  b e e n  a d d r e s s e d  i n  t h e  
p a s t  h a s  b e e n  i n f l a t i o n  p r o o f e d .  A 
c a l c u l a t i o n  h a s  c a u s e d  o v e r  i n f l a t i o n  
p r o o f i n g .  W h a t t h e  S t a t e  i s  t r y i n g  t o  d o  
i s  t o  p r o t e c t  t h e  p u r c h a s i n g  p o w e r  o f  t h e  
a s s e t s .  He a s k e d  w h a t t h e  t im e  w o u ld  b e
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f o r  s u s t a i n a b i l i t y .  N o o t h e r  s t a t e  i n  t h e  
u n i o n  h a s  a s s e t s  l i k e  A l a s k a .  T h e r e  a r e  
o t h e r  m o d e ls  t h a t  A l a s k a  m i g h t  c o n s i d e r .

1 6 9 0 P h i l  O k e s o n T h e  k e y  i s  e s t a b l i s h i n g  a  s y s t e m  t h a t  w i l l  
a l l o w  t h e  r i d e  d u r i n g  t h e  d o w n  t im e .  
I n t e r g e n e r a t i o n a l  e q u i t y  i s  c l o s e l y  
r e l a t e d  t o  s u s t a i n a b i l i t y .  A l l  
g e n e r a t i o n s  a r e  h e l d  e q u a l . M a n y w a y s  t o  
p r o v i d e  i n t e r g e n e r a t i o n a l  e q u i t y .  i . e .  
i n f r a s t r u c t u r e  w i l l  l e a v e  t h e  n e x t  
g e n e r a t i o n  a  s e n s e  o f  e c o n o m y . A la s k a  h a s  
t h e  a b i l i t y  t o  w ip e  o u t  t h e  s a lm o n  r u n s .  
U n iq u e  a b o u t  AK i s  t a k i n g  a  n o n - r e n e w a l 
r e s o u r c e  a n d  t u r n  i t  i n t o  r e n e w a l 
r e s o u r c e s .

1 8 6 5 P h i l  O k e s o n D e c i s i o n  t r e e .  D o e s t h e  S t a t e  w i s h  t o  
m a i n t a i n  t h e  p u r c h a s i n g  p o w e r o f  t h e  S t a t e  
f i n a n c i a l  a s s e t s .  H ow m u c h  c a n  b e  s p e n t  
e a c h  y e a r ?  W h a t w i l l  t h e  s t a t e  d o  w h e n  t h e  
a s s e t s  r u n  o u t ?  T o  i n v e s t  i n  
i n f r a s t r u c t u r e .  T h e r e  i s  t h e  p o t e n t i a l  o f  
m e s s in g  i t  u p . I t  i s  d i f f i c u l t  t o  p i c k  a n  
i n f r a s t r u c t u r e  t o  d o . T h a t  w o u ld  b e  a 
p o l i c y  c a l l .  T h e  a m o u n t t h a t  c a n  b e  s p e n t  
e a c h  y e a r  i s  a b o u t  $ 1 . 4  b i l l i o n  d o l l a r s  i n  
t o d a y  $ $ .___________________________________________________

2 0 0 0 P h i l  O k e s o n I t  i s  im p o r t a n t  t o  re m e m b e r t h a t  A la s k a  
h a s  l i v e d  i n  a  g r e a t  b u l l  m a r k e t .  N ow i t  
i s  t im e  t o  c r e a t e  a r e s p o n s i b l e  p o r t f o l i o  
r e a l i z i n g  t h a t  i t  i s  im p o r t a n t  t o  s a v e  
d u r i n g  t h e  g o o d  y e a r s .  C o n s i d e r  t h e  
i n f l a t i o n  r a t e .  I t  i s  im p o r t a n t  t o  
i n f l a t i o n  p r o o f  t h e  a s s e t s . ______________________

2 0 7 8 P h i l  O k e s o n T h e  q u e s t i o n  i s  w h a t a r e  w e g o i n g  t o  d o  i n  
t h e  f u t u r e .  A  r e a s o n a b l e  a m o u n t t o  p u l l  
o u t  o f  t h e  f u n d  w o u ld  b e  5% e a c h  y e a r .
C a n t h e  s t a t e  l i v e  w i t h i n  t h a t  c o n s t r a i n t .  
A t  t h i s  t im e ,  t h e  s t a t e  i s  s h o r t .  How t o  
m a k e  i t  w o r k  i f  i t  i s  s u s t a i n a b l e .

2 1 2 8 P h i l  O k e s o n M a r k e t  v o l a t i l i t y :  T h e r e  a r e  m e c h a n is m s
t h a t  w i l l  h e l p  s m o o th  t h a t  o u t  a n d  b r i n g  
s t a b i l i t y .  I m p o r t a n t  t o  m a k e  w o r s e  c a s e  
s c e n a r i o s .  H ow d o e s  t h e  p l a n  s t a c k  u p  i n  
t h e  w o r s e  c a s e  s c e n a r i o ?  Some p l a n s  w i l l  
d o  b e t t e r  i n  a  r e v e n u e  f l o w .

2180 P h i l Okeson V o l a t i l i t y  o f  t h e  m a r k e t .  A p l a n  w o u ld  
p r o v i d e  t h e  a b i l i t y  t o  r e d u c e  t h e  S t a t e ' s  
r e v e n u e .

2207 P h i l Okeson S p o k e  t o  t h e  p r e d i c t a b i l i t y  o f  t h e  m a r k e t .  
S t a n d a r d  r e v e n u e  a s s u m p t i o n s .
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2 2 6 8 P h i l  O k e s o n W h a t i s  t h e  r e a l i s t i c  r a t e  o f  g r o w t h  i n  
t h e  e x p e n d i t u r e  a s s u m p t i o n ?

TAPE CHANGE 8 3 - 2
0 5 6 C o - C h a i r  M u ld e r I n t e n t  i s  h a v e  t h e  C o m m i t t e e  c o n s i d e r  t h e  

a s s u m p t i o n s  i n  o r d e r  t o  d e v e l o p  a  com m on 
s e t  o f  a s s u m p t i o n s .  V o i c e d  a p p r e c i a t i o n  
o n  t h e  w o r k  d o n e  r e g a r d i n g  t h e  m o d e l i n g  
a n d  k e y  a s s u m p t i o n  d e v e l o p m e n t .

2 1 3 W ILS O N  CONDON, 
( T E S T IF IE D  V IA  
TELECONFERENCE ) , 
COM M IS S IO N ER , 
DEPARTMENT OF 
REVENUE

P r o v i d e d  h a n d o u t s  t o  t h e  C o m m i t t e e . He 
p r o v i d e d  a n  o v e r v i e w  o f  t h a t  h a n d o u t ,  
[ c o p y  o n  f i l e ]

3 4 9 C o - C h a i r  M u ld e r A s s u m p t io n s  i n  a n y  m o d e l a r e  p r o d u c t i o n  
a n d  p r i c e .  C a n  t h e  L e g i s l a t u r e  c o n s i d e r  
r e a s o n a b l e  e x p e c t a t i o n  o f  t h e s e  tw o  
a s s u m p t io n s ?  H e s t r e s s e d  t h e  im p o r t a n c e  
o f  t h e s e  p o i n t s .

4 1 7 C o m m is s io n e r
C o n d o n

S p o k e  t o  p a g e s  2 a n d  3 o f  t h e  h a n d o u t . H e 
a d d r e s s e d  t h e  b i g  p i c t u r e  a n d  t h e  S t a t e ' s  
r e v e n u e  c-nd t h e  u n r e s t r i c t e d  r e v e n u e s .
T h e  S t a t e  c a n  a s s u m e  t h a t  i t  w i l l  h a v e  
a v a i l a b l e  $ 3 . 4  b i l l i o n  a  y e a r .  T h a t  w i l l  
com e f r o m  o i l  a n d  m o n e y  i n  p f d  a n d  t a x e s  
a n d  f e e s .  R o u g h l y  $ 3 . 4  b i l l i o n  d o ? . l a r s  
w i l l  b e  p a i d  f o r  o p e r a t i n g  b u d g e t a n d  f o r  
i n f l a t i o n  p r o o f i n g  t h e  p f d .

5 7 9 C o m m is s io n e r
C o n d o n

P a g e  3 a n n u a l i z e s  t h e  $ 1 p e r  b a r r e l  im p a c t  
o n  t h e  g e n e r a l ,  f u n d  u n r e s t r i c t e d  r e v e n u e .  
He p o i n t e d  o u t  t h a t  $1 d o l l a r  c h a n g e  m e a n s 
$ 1 4 0  m i l l i o n  d o l l a r s .  I n  t h e  n e x t  d e c a d e , 
i t  w i l l  m e a n a  d i f f e r e n t  a m o u n t g i v e n  t h e  
s i t u a t i o n  t h a t  t h e  S t a t e  f a c e s .

6 9 8 DR . CHUCK LOGSDON, 
( T E S T IF IE D  V IA  
T E LEC O N FER EN C E ), 
C H IE F  PETROLEUM 
ECONOM IST , 
DEPARTMENT OF 
REVENUE

P r o v i d e d  i n f o r m a t i o n  a c c e s s a b l e  o n  t h e  w e b  
s i t e  f o r e c a s t .  P a g e  4 i n d i c a t e s  t h e  ANS 
o i l  p r i c e s  w i l l  a v e r a g e  t h e i r  l o w e s t  s i n c e  
F Y 7 9 . ANS p r o d u c t i o n  i s  l o w e s t  s i n c e  F Y 1 9  
a n d  t h e  S t a t e  r e v e n u e s  a r e  t h e  l o w e s t  
s i n c e  F Y 7 9 . H e a c k n o w le d g e d  t h a t  t h i s  i s  a 
b a d  y e a r .

8 4 7 D r . L o g s d o n O i l  p r i c e s  r e m a i n  lo w  b u t  w i l l  r e c o v e r  t o  
$ 1 6 / b b l i n  F Y 2 0 0 3 . N ew f i e l d s  o n - l i n e  i n  
F Y 2 0 0 1  a n d  2 0 0 3  k e e p  p r o d u c t i o n  a b o v e  1 . 0 3  
m i l l i o n  b a r r e l s  p e r  d a y  t h r o u g h  FY 2 0 0 5 .

9 1 6 D r . L o g s d o n P r o j e c t s  n e e d i n g  t o  g o  i n t o  t h e  
C o n s t i t u t i o n a l  B u d g e t R e s e r v e  w i t h  t h e  
c u r r e n t  s i t u a t i o n .  He p r o v i d e d  a 
h i s t o r i c a l  p e r s p e c t i v e  s p e a k i n g  t o  a c h a r t  
w h i c h  s h o w s  p r i c e s  s i n c e  1 9 8 5 . T h e  c h a r t  
d r a m a t i c a l l y  i l l u s t r a t e s  h o w  f a r  t h e
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p r i c e s  h a v e  f e l l .
9 9 6 D r . L o g s d o n T h i n k s  t h a t  OPEC w i l l  s t a y  t h e  c o u r s e  

m a k in g  m o d e s t c u t s ;  h o w e v e r , OPEC 
p r o d u c t i o n  c r e e p s  u p ; h e  p r o v i d e d  t h e  l o w -  
p r i c e  s c e n a r i o .  H e d i d  n o t  a d d r e s s  t h a t  
s c e n a r i o .

1 0 5 8 D r . L o g s d o n S p o k e  t o  w h a t i s  h a p p e n in g  i n  OPEC a t  t h i s  
t im e .  R e c e n t n e w s h a s  s t r e s s e d  t h a t  I r a n  
w i l l  b e  p r o r a t i n g .  T o t a l  OPEC h a s  a g r e e d  
t o  c u t  b a r r e l s  p e r  d a y .  T h e s e  
a n n o u n c e m e n t s  s h o w  p r i c e s  a r e  m o v in g  u p . 
A l a s k a  f o r e c a s t  i s  a d j u s t e d  t o  t h e  r i s k  
t h a t  t h e y  a r e  n o t  c u t .  H e s p o k e  i n  m o re  
d e t a i l  b e tw e e n  t h e  a r r a n g e m e n t b e tw e e n  
S a u d i A r a b i a  a n d  I r a n .  T h e  c u t s  l e f t  a l l  
c o u n t r i e s  w i t h  a 7 .3 % . T h e  k e y  n o n -O P E C  
c o u n t r i e s  h a v e  a g r e e d  t o  a l s o  t a k e  a  c u t .

1 2 3 4 D r . L o g s d o n R e f e r e n c e  c a s e  a n d  p r o d u c t i o n  f o r e c a s t  
p r o v i d i n g  t h e  lo w  o i l  p r i c e s  i n  F Y 9 9  d e l a y  
c o m p a n y  d e v e lo p m e n t p l a n s ;  A l p i n e  
p r o d u c t i o n  s t a r t s  i n  FY 2 0 0 1 ; N o r t h s t a r  
a n d  L i b e r t y  c om e o n  l i n e  i n  F Y 2 0 0 3 - 2 0 0 4 .

1 3 4 4 D r .  L o g s d o n FY 2 0 0 0 - 2 0 0 5  s u m m a ry  g e n e r a l  f u n d  
u n r e s t r i c t e d  r e v e n u e s .  O i l  r e v e n u e s  a r e  
p r o j e c t e d  t o  a v e r a g e  a b o u t  $ 9 0 0  m i l l i o n  
d o l l a r s  p e r  y e a r .  O i l  p r i c e s  w i l l  a v e r a g e  
$ 1 5 . 4 0 / b b l .  N o n  o i l  r e v e n u e s  w i l l  a v e r a g e  
a b o u t  $ 4 7 5  m i l l i o n  p e r  y e a r .  I n v e s t m e n t  
e a r n i n g s  w i l l  b e  a b o u t  $ 2 0 0 0  m i l l i o n  
d o l l a r s  p e r  y e a r .  T o t a l  u n r e s t r i c t e d  
r e v e n u e  w i l l  a v e r a g e  a b o u t  $ 3 7 5  m i l l i o n  
d o l l a r s  p e r  y e a r .

1 4 4 0 C o - C h a i r  M u ld e r A s k e d  i f  t h e  D e p a r tm e n t h a d  f o c u s e d  o n  t h e  
p r o d u c t i o n  s i d e .  A n y  o t h e r  t h a n  N o r t h s t a r  
a n d  A l p i n e ?

1 4 6 6 D r .  L o g s d o n T h e r e  i s  h o p e  t h a t  b y  F Y 2 0 0 4  -  05 t h e  
S t a t e  w i l l  b e  p r o d u c i n g  o u t  o f  W e s t S a c k  
a n d  s a t e l l i t e  f i e l d s  w i l l  b e g i n  p r o d u c i n g  
n o w  3 , 0 0 0  b a r r e l  p e r  d a y  a n d  w i l l  i n c r e a s e  
t o  5 0 t h o u s a n d  b a r r e l s  p e r  d a y  b y  2 0 0 5 . 
T h e r e  a r e  o t h e r  s o u r c e s  o f  n e w  o i l .

1 5 2 3 C o - C h a i r  M u ld e r C o o k  i n l e t ?
1 5 2 9 D r .  L o g s d o n A b s o l u t e l y .  1 6 0 0 0  b a r r e l s  p e r  d a y  b y  

2 0 0 5  .
1 5 4 9 C o - C h a i r  M u ld e r 2 0 0 6  -  2 0 1 0  d r o p s  i n  p r o d u c t i o n ?
1 5 6 4 D r . L o g s d o n 2 0 1 0  -  7 0 , 0 0 0  b a r r e l s  p e r  d a y .  L e s s  t h a n  

w h a t i s  p r o d u c e d  i n  2 0 0 5 . N o s p e c u l a t i v e  
d i s c o v e r i e s  a t  t h i s  t im e  f i g u r e d  i n t o  t h e  
p r i c e .

1 6 2 0 V i c e - C h a i r  B u n d e NPRA s p e c u l a t i o n ?
1 6 4 2 D r . L o g s d o n N o t u n t i l  d i s c o v e r e d .

H.F.C. 6 4/16/99 p.m.
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p r i c e s  h a v e  f e l l .
9 9 6 D r . L o g s d o n T h i n k s  t h a t  OPEC w i l l  s t a y  t h e  c o u r s e  

m a k in g  m o d e s t c u t s ;  h o w e v e r , OPEC 
p r o d u c t i o n  c r e e p s  u p ; h e  p r o v i d e d  t h e  l o w -  
p r i c e  s c e n a r i o .  H e d i d  n o t  a d d r e s s  t h a t  
s c e n a r i o .

1 0 5 8 D r . L o g s d o n S p o k e  t o  w h a t i s  h a p p e n in g  i n  OPEC a t  t h i s  
t im e .  R e c e n t n e w s h a s  s t r e s s e d  t h a t  I r a n  
w i l l  b e  p r o r a t i n g .  T o t a l  OPEC h a s  a g r e e d  
t o  c u t  b a r r e l s  p e r  d a y . T h e s e  
a n n o u n c e m e n t s  s h o w  p r i c e s  a r e  m o v in g  u p . 
A la s k a  f o r e c a s t  i s  a d j u s t e d  t o  t h e  r i s k  
t h a t  t h e y  a r e  n o t  c u t .  He s p o k e  i n  m o re  
d e t a i l  b e tw e e n  t h e  a r r a n g e m e n t b e tw e e n  
S a u d i A r a b i a  a n d  I r a n .  T h e  c u t s  l e f t  a l l  
c o u n t r i e s  w i t h  a 7 .3 % . T h e  k e y  n o n -O P E C  
c o u n t r i e s  h a v e  a g r e e d  t o  a l s o  t a k e  a  c u t .

1 2 3 4 D r . L o g s d o n R e f e r e n c e  c a s e  a n d  p r o d u c t i o n  f o r e c a s t  
p r o v i d i n g  t h e  lo w  o i l  p r i c e s  i n  F Y 9 9 d e l a y  
c o m p a n y  d e v e lo p m e n t p l a n s ;  A l p i n e  
p r o d u c t i o n  s t a r t s  i n  FY 2 0 0 1 ; N o r t h s t a r  
a n d  L i b e r t y  com e o n  l i n e  i n  F Y 2 0 0 3 - 2 0 0 4 .

1 3 4 4 D r . L o g s d o n FY 2 0 0 0 - 2 0 0 5  s u m m a ry  g e n e r a l  f u n d  
u n r e s t r i c t e d  r e v e n u e s .  O i l  r e v e n u e s  a r e  
p r o j e c t e d  t o  a v e r a g e  a b o u t $ 9 0 0  m i l l i o n  
d o l l a r s  p e r  y e a r .  O i l  p r i c e s  w i l l  a v e r a g e  
$ 1 5 . 4 0 / b b l .  N o n o i l  r e v e n u e s  w i l l  a v e r a g e  
a b o u t  $ 4 7 5  m i l l i o n  p e r  y e a r .  I n v e s t m e n t  
e a r n i n g s  w i l l  b e  a b o u t  $ 2 0 0 0  m i l l i o n  
d o l l a r s  p e r  y e a r .  T o t a l  u n r e s t r i c t e d  
r e v e n u e  w i l l  a v e r a g e  a b o u t  $ 3 7 5  m i l l i o n  
d o l l a r s  p e r  y e a r .

1 4 4 0 C o - C h a i r  M u ld e r A s k e d  i f  t h e  D e p a r tm e n t h a d  f o c u s e d  o n  t h e  
p r o d u c t i o n  s i d e .  A n y  o t h e r  t h a n  N o r t h s t a r  
a n d  A l p i n e ?

1 4 6 6 D r . L o g s d o n T h e r e  i s  h o p e  t h a t  b y  F Y 2 0 0 4  -  05 t h e  
S t a t e  w i l l  b e  p r o d u c i n g  o u t  o f  W e s t S a c k  
a n d  s a t e l l i t e  f i e l d s  w i l l  b e g i n  p r o d u c i n g  
n o w  3 , 0 0 0  b a r r e l  p e r  d a y  a n d  w i l l  i n c r e a s e  
t o  50 t h o u s a n d  b a r r e l s  p e r  d a y  b y  2 0 0 5 . 
T h e r e  a r e  o t h e r  s o u r c e s  o f  n e w  o i l .

1 5 2 3 C o - C h a i r  M u ld e r C o o k  i n l e t ?
1 5 2 9 D r . L o g s d o n A b s o l u t e l y . 1 6 0 0 0  b a r r e l s  p e r  d a y  b y  

2 0 0 5 .
1 5 4 9 C o - C h a i r  M u ld e r 2 0 0 6  -  2 0 1 0  d r o p s  i n  p r o d u c t i o n ?
1 5 6 4 D r . L o g s d o n 2 0 1 0  -  7 0 , 0 0 0  b a r r e l s  p e r  d a y .  L e s s  t h a n  

w h a t i s  p r o d u c e d  i n  2 0 0 5 . N o s p e c u l a t i v e  
d i s c o v e r i e s  a t  t h i s  t im e  f i g u r e d  i n t o  t h e  
p r i c e .

1 6 2 0 V i c e - C h a i r  B u n d e NPRA s p e c u l a t i o n ?
1 6 4 2 D r . L o g s d o n N o t u n t i l  d i s c o v e r e d .

H.F.C. 6 4/16/99 p.m.
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1 6 5 7 C o - C h a i r  M u ld e r W hy?
1 6 6 2 D r . L o g s d o n H a b i t a t  s i t u a t i o n .
1 6 7 4 V i c e - C h a i r  B u n d e F e d e r a l r e g u l a t i o n s .
1 6 8 2 R e p r e s e n t a t i v e  G . 

D a v i s
A s s e s s m e n t o f  i n f r a s t r u c t u r e  f o r  NPRA?

1 6 9 4 D r . L o g s d o n H a v e  n o t  h o w e v e r , f i e l d  o p e n in g  i n  2 0 0 1
1 7 3 1 C o - C h a i r  M u ld e r NPRA h o l d  o p p o r t u n i t y  f o r  t h e  S t a t e .  

W o u ld  t h e  S t a t e  r e c e i v e  5 0 - 5 0  s h a r e ?
1 7 5 2 D r . L o g s d o n 50% f e d e r a l  r e v e n u e  a n d  t h e  S t a t e  c o u l d  

s e v e r a n c e  t a x  t h e  r e v e n u e .  T h o s e  n u m b e r s  
a r e  n o t  a v a i l a b l e  a t  t h i s  t i m e .  C o u ld  
g e n e r a t e  2 0 -  30 m i l l i o n  b a r r e l s  a  y e a r .  
N o t a g i a n t  r e v e n u e  s o u r c e  f o r  t h e  S t a t e .

1 8 0 4 C o - C h a i r  M u ld e r A s k e d  f o r  m o re  i n f o  o n  t h e  NPRA f u n d .
1 8 1 9 D r . L o g d s o n T h a t  f u n d  w a s c r e a t e d  a s  a c o m p r o m is e d  

w i t h  t h e  f e d  g o v t ,  t o  a s s u r e  t h a t  l o c a l  
c o m m u n i t i e s  r e c e i v e  som e o f  t h e  m o n ie s . 
T h a t i s  a f e d e r a l  s t a t u t e .  I t  w o u l d  b e  
s u b j e c t  t o  L e g i s l a t i v e  a p p r o p r i a t i o n .

1 8 5 8 R e p r e s e n t a t i v e
A u s t e rm a n

A s s um e  w h e n  p r i c e  d r o p s  d o w n , i s  t h e r e  
i n c r e a s e d  p r o d u c t i o n .  I s  t h a t  c a l c u l a t e d ?

1 8 7 8 D r . L o g s d o n R e p l i e d  a b o u t  h e a v y  o i l  d e v e l o p m e n t .  A l s o  
m ad e s t r a t e g i c  d e c i s i o n s  a n d  t h a t  a r e  
t a k e n  i n t o  c o n s i d e r a t i o n .

1 9 2 7 R e p r e s e n t a t i v e
A u s t e rm a n

I s  t h e r e  a s lo w  d o w n  i n  t h e  a m o u n t o f  o i l  
b e i n g  p um p e d ?

1 9 4 1 D r . L o g s d o n T h e  o i l  c o m p a n ie s  n e e d  c a s h  f l o w  a n d  t h e y  
pum p a s  m u c h  a s  t h e y  c a n . T h e r e  h a s  n o t  
b e e n  a  c l o s e  c o r r e l a t i o n  b e tw e e n  t o d a y ' s  ! 
c a p s .

1 9 8 5 C o - C h a i r  M u ld e r F o r e c a s t  i s  c o n s e r v a t i v e  b a s e d  o n  n o  
r e s e r v e s  a n d  p r o b a b i l i t y  o f  n o  n e w  
r e s e r v e s  s o o n .

2 0 0 8 C o m m is s io n e r
C o n d o n

U n l i k e l y  t h a t  t h e  S t a t e  w i l l  s e e  m o re  t h a n  
w h a t i s  p r o p o s e d  i n  t h e  f o r e c a s t .

2 0 5 8 GREG W IL L IA M S , 
DEPARTMENT OF 
LABOR

P r o v i d e d  a  h a n d o u t t h a t  i n d i c a t e s  t h e  
p o p u l a t i o n  p r o j e c t i o n s .  D i s t i n g u i s h  
b e tw e e n  e c o n o m ic  m i g r a t i o n s . S e r i e s  
r e f l e c t s  b a s e  l i n e  t e r m s  f o r  m o r t a l i t y  a n d  
f l u c t u a t i o n s  t h a t  o c c u r  o v e r  t im e .  
I n d i c a t e s  t h e  m id  s e r i e s  p r o j e c t i o n .

2 1 6 1 M r . W i l l i a m s S p o k e  t o  t h e  h a n d o u t a n d  t h e  A l a s k a  m id d l e  
s e r i e s  p o p u l a t i o n  p r o j e c t i o n  b y  a g e  a n d  
m a l e / f e m a l e ,  2 0 0 5 . T h e  b a b y  b o om  i n  t h e i r  
m o s t p r o d u c t i v e  y e a r s  o f  e m p lo y m e n t . T h e  
e c h o  b o om  i n  h i g h  s c h o o l ;  f e w e r  e l e m e n t a r y  
a g e  c h i l d r e n .

2 2 3 6 M r . W i l l i a m s T h e  tw o  k e y  t r e n d s  a r e  t h a t  t h e  p o p u l a t i o n  
o v e r  65 w i l l  b e  a  l a r g e  i n c r e a s e  o v e r  t h e  
n e x t  2 0 y e a r s .  T h e  s e c o n d  t r e n d  w i l l  l o o k  
a t  f l a t  s c h o o l a g e  g r o w t h  i n  t h e  n e x t  10

H.F.C. 7 4/16/99 p.m.
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i y e a r s .
2 3 1 4 M r . W i l l i a m s W i l l  c o n t i n u e  t o  s e e  t h e  s p i l l  o v e r  e f f e c t  

i n  A n c h o r a g e  w h i c h  w i l l  n o t  s t o p .  T h a t 
t r e n d  i s  m o re  v o l a t i l e  d e p e n d in g  o n  t h e  u p  
a n d  d o w n s  i n  t h e  y e a r .

2 3 7 2 V i c e - C h a i r  B u n d e R e f e r e n c e d  t h e  c h a r t  a n d  M a t v a l l e y  t r e n d .
T A P E CHANGE 8 4 - 1

0 4 3 M r . W i l l i a m s C o n t i n u e d  a d d r e s s i n g  t h e  im p a c t s  o f  t h e  
t r e n d s .  P r o j e c t i o n s  c o u l d  b e  a l i t t l e  
o p t i m i s t i c .

0 9 6 R e p r e s e n t a t i v e
A u s t e r m a n

1% g r o w t h  f o r  t h e  n e x t  1 0 y e a r s .  W h a t 
w e r e  t h e  l a s t  1 0 y e a r s ?

1 3 6 M r . W i l l i a m s A p p r o x im a t e l y  t h e  sam e a s  w h a t i s  
p r o j e c t e d  t o  c o m e .

1 6 8 C o - C h a i r  M u ld e r R e f e r e n c e d  t h e  g r a p h  r e g a r d i n g  t h e  65 
y e a r s  a n d  o l d e r  w i l l  b e  i n c r e a s e d  b y  1 8 2% . 
5 - 7  y e a r  o l d s  1 2 .9 %  g r o w t h .  T h e r e  i s  a 
d e c r e a s e  i n  t h e  3 0 - 4 5 - a g e  b r a c k e t .

2 7 4 M r . W i l l i a m s I n  p o p u l a t i o n  o v e r v i e w  o f t e n  i n d i c a t e s  t h e  
a g e s  a n d  t h e  n u m b e r o f  t h o s e  t h a t  w i l l  
n e e d  t o  b e  s u p p o r t e d .

3 2 9 V i c e - C h a i r  B u n d e A l a s k a  h a s  t h e  h i g h e s t  p e r c e n t a g e  o f  
g r o w t h  o f  t h o s e  o v e r  8 5 . H e r e f e r e n c e d  
t h e  l a s t  c h a r t  i n  t h e  h a n d o u t .

3 8 1 M r . W i l l i a m s T h o s e  p e o p l e  a r e  n o t  a  s i g n i f i c a n t  p a r t  o f  
t h a t  t r o t .

4 1 5 R e p r e s e n t a t i v e
A u s t e r m a n

I s  t h e  a g e  65 a n d  o l d e r  p o p u l a t i o n  
g r o w in g ?

M r . W i l l i a m s H e n o t e d  t h a t  A l a s k a  h a s  b e e n  a y o u n g  
s t a t e .  T h e  s t a t e ' s  p o p u l a t i o n  i s  a g i n g .

5 3 5 C o - C h a i r  M u l d e r D i s c u s s e d  g r o w t h  i n  t h e  65 a n d  o l d e r  
c a t e g o r y .  He o b s e r v e d  t h a t  t h e r e  w o u ld  b e  
a c o n t i n u e d  t r e n d  o f  i n c r e a s i n g  M e d i c a r e  
e x p e n d i t u r e s  .

6 03 V i c e - C h a i r  B u n d e N o t e d  t h a t  t h e  l e g i s l a t u r e  h a s  e n c o u r a g e d  
t h e  e l d e r l y  p o p u l a t i o n  t o  s t a y  i n  t h e  
s t a t e .

7 3 7 C o - C h a i r  M u ld e r ADJOURNMENT

T h e  m e e t i n g  a d j o u r n e d  a t  3 : 4 2  p .m .

H.F.C. 8 4/16/99 p.m.







A l a s k a  P e r m a n e n t  F u n d :  

L o n g - T e r m  

I n v e s t m e n t  C o n s i d e r a t i o n s

ALASKA'S'
1‘fcRMANENT;

laysui
ALASKA'S
F U T U l lL

APFC Presentation to House Finance 
April 2 0 , 1 9 9 9

• APFC focus: investment management 
and structures, not public policy

• Key assumptions

• How the Fund works

• A look at a distribution based on % of 
market value rather than % of income

MOMA - correlated Monte Carlo 
simulation computer modeling j'AlASKAM

F U T U K L



Hole of the APFC

A P F C  m i s s i o n

Maximize the value of Alaska's oil 
revenues through prudent long­

term investment and protection of 
principal to produce income to 

benefit all current and future 
generations of Alaskans.

; Keyessumptions

• Alaskans made a series of 
decisions 2 0  years ago about the 
Permanent Fund which have 
served us well.

A Al ASKA S
I UTUfffl



H is t o r i c a l p e r s p e c t i v e

Growth of Fund since inception

H is t o r i c a l p e r s p e c t i v e

Distribution of Fund income 
since inception

Paid Out 
Id  Current 
Generation 

41%

Saved for Future 
Generations 59%

(AIANKAM
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* In the Trustees’ view, it is not 
likely that the existing investment 
and distribution structures will 
work as well for Alaska in the 
next 2 0  years... and here’s why...

K e y  a s s u m p t io n s

Increased volatility in capital markets

Asset Class Index
Kxpreted Itelnrn 

1998 ‘.m  Change 1998
Kspeclcd Iflsk

1999 Change
Kqlllllts
Large Cap SAP 500 9.10 9.00 -0.10 13.50 15.00 1.70
Small Cap CAI Small 10.10 11.20 1.10 19.10 25.30 6.20
Iniemaiional MSCII-AI'I: 9.60 10.00 0.40 18.50 21.50 3.00

Hsctl Income
Domestic i.n Agg 6.60 5.60 -1.00 5.50 5.30 -0.20
Inlciiialional SB Non-US 6.55 5.60 •0.95 11.20 11.00 •0.20

Other
Real Estate CRIiS 8.25 8.00 -II.2S 14.50 I6.SII 2.00
Alternatives Veco 100 12.50 12.80 0.00 35.00 36.00 1.00
Cash Hquiv. 90-day T-bill •1.80 •M0 -0.40 1.00 0.70 -0.30

Inflation CPI-ll 3.-I0 

1 . 1 1c-i

5.00 -0.40 0.95 1.75 0.80

!♦
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Long-term total returns
15 years ended December 31,1998

20

15

10

Percent

12.16

17.69

Total Fu n d  Fixed Incom e U .S . Stocks N o n -U .S . Stocks Real Estate
* Last 5 Years

:K e y  a s s u m p t io n s

• GASB 3 1 , the new financial 
accounting standard, changes the  
Vi/ay the APFC reports income in 
the earnings reserve account...
S ta te m e n ts  o f A s se ts , ( la b i l i t ie s , P r in c ip a l anP E a rn in p s R o s e n *

rnaudllcd February 28, June 30.
(Millions oTDollars) 1999 1998

Principa l and learnings Reserve
«■>

Principal 18565.2 18.479.0

f jminps reserve
I 'nrcnliA'il caminps reserv e 3,211.6 3.971.5
Oilier comings reserv e 3.056.6 1.388.9

Total caminps reserve 6,268.2 5.360.4

TOTAL PRINCIPAL AND EAKNINO* KI5IKVE 24,875.5_____________________ 2.L87(>.}

IU

TOTAL IMBIUTII5. PKINCII’AI. 
AND LAKNINCTi RtSEKVL S 25.I2S.T IS.OIS.S



K e y  a s s u m p t io n s

• ... and that causes an 
inconsistency between current 
Generally Accepted Accounting  
Principles (GAAP) and state law, 
according to Morrison & Foerster 
and KPMG.

• The conflict arises in regards to  
the definition of “income available  
for distribution” ... more on that 
later.n

^ f  K 6 y  a s s u m p t i o n s

“Crossing of the lines in 1 9 9 8 ”
Oil Revenue

Actual Projet ted



y: K e y  a s s u m p t io n s

At the heart of APFC investment 
planning for the future will be the 
attempt to mediate among these 
conflicting objectives::

1 . M a x im iz e  lo n g - t e rm  t o t a l  r e tu r n .

2 .  M a x im iz e  a n n u a l  s p e n d in g  d is t r ib u t io n s .

3 . P r e s e r v e  t h e  real(\.e., i n f l a t i o n - a d ju s t e d )  
v a lu e  o f  t h e  F u n d  a n d  t h e  d is t r ib u t io n s .

4 . M a x im iz e  t h e  s t a b i l i t y  a n d  p r e d ic t a b i l i t y  
o f  s p e n d in g  d is t r ib u t io n s .

n z n s a

Q. How much can be distributed 
while still preserving the real (i.e., 
inflation-adjusted) value of the 
fund?

A. If you want to preserve the real 
value of the Fund, you must not 
spend more than the real rate of 
return on your investments over 
the long term.



K e y a s s u m p t ip n s

And the real rate of return on your 
investments will be determined by:

1 . Capital market returns

2 . Your asset allocation

K e y  a s s u m p t io n s  -  s t a t u s q u

Projected PF Realized and Total Rates of Return 
Based on the the Fund's 1999 Asset Allocation 
and 1999 Callan Capital Market Assumptions

ASSET
CLASS

CAPITAL MARKET 
— ASSUMPTIONS —

INCOME RETURN EX PEC TED GROWTH TOTAL RETURN
ASSET

ALLOCATION

-PERMANENT FUND--------------
PROJECTED PROJECTED 

REALIZED RETURN TOTAL RETURN
Domestic Equities:

Passively Managed 1.80% 7.60% 9.40% 14.62% 0.02% 1.37%
Actively Managed 1.80% 7.60% 9.40% 19.38% 1.82% 1.82%
Sub-Total 34.00% 2.64% 3.20%

International EauHles:
Passively Managed 1.50% 8.50% 10.00% 4.90% 0.28% 0.49%
Actively Managed 1.50% 8.50% 10.00% 9.10% 0.91% 0.91%
Sub-Total 14.00% 1.16% 1.40%

Gonds:
Domestic 5.60% 0.00% 5.60% 40.00% 2.24% 2.24%
International 5.60% 0.00% 5.60% 2.00% 0.11% 0.11%
Sub-Total •12.00% 2.35% 2 35°o

Real Estate: 6.50% 1.50% 8.00% 10.00% 0.73% f  0.80%
iViimntiillunJ (K-r Jttl n il/dl itlunn luuii'Mi'ti'ii few* yv4t|vn0. Klfcv nntufcn fed K-jkv iwiiil* nhiiti jnJrmIoUY 1'Cn.ilv in.-fli* Muai jlJ „  uvojvi w<lfs.*ih ivcim«rJlu;»H>iUl rrlunn• wun**»lti|im ufiiuLv «<i* nlumirul |i‘ /*.i lC>vc,jVkKJ»r*«Ct t Jf'tiltitnli’ljr.* jShi Awi\mio. Ih,

G.07%
v«nus J vj  . Inliat on = MMi V ?s 0? Mctuioi

3.U7%



JKeiy a s s u m p t io n s  -  H B  1 $ 6  •

Projected PF Realized and Total Rates of Return 
Based on the the Fund's 1999 Asset Allocation 
and 1999 Cailan Capital Market Assumptions

ASSET
CLASS

CAPITAL ?«ThRKET 
— ASSUMPTION —

INCOME MET URN EXPECTED GROWTH TOTAL RETURN
ASSET

ALLOCATION

- PERMANENT FUND--------------
PROJECTEO PROJECTED 

REALIZED RETURN TOTAL RETURN

Domestic Equities:
Passively Managed 1.80% 7.60% 9.40% 16.77% 0.94% 1.58%
Adlvely Managed 1.00% 7.60% 9.40% 22.23% 2.09% 2.09%
Sub-Total 39.00% 3.03% 3.67%

International Edultlcs:
Passively Managed 1.50% 0.50% 10.00% 4.90% 0.28% 0.49%
Acllvely Managed 1.50% 0.50% 10.00% 9.10% 0.91% 0.91%
Sub-TotsI 14.00% 1.15% 1.40%

Bonds:
Domestic 5.60% 0.00”/. 5.60% 35.00% 1.96% 1.96%
Inlernallonal 5.60% 0.00% 5.60% 2.00% 0.11% 0.11%
Sub-Total 37.00% 2.07% 2.07%

FtcalEslale: 6.50% 1.50% 8.00% 10.00% 0.73% /  0.80%

Mill.: IVnits'U-MluvlfrailcJ n al/td nliirm Iful. ovvi J JiUf Mitwr»'r'K •tv H*r,.i»ux? ft*•hi? H'luauivi li«̂ *tfihr c»pwlcJ|fi,-,'*'*»kJ|’«.*l|rai»»|arvllJul|i»»»nc niufcft arvl iv ilctUV* vktajLv I'll I’d •MU.- iKitir nrlum jrvl lYainncnf I uni laid rvnini** *ica-jfiiuiû rv vê jlv !'•/*••'! iKittv icium«nJ l'»i,M>rtfK,c'|VikilF«'vHli fJpulnmUl >ui>fin>t jk? pnxik-dty f j3in.V'-xuii*. U

GOB0 7.94°.

3 intuition ? hcji Jutes o* Mctutn/

K e y  a s s u m p t io n s  -  C S :N B 1 5 6  ( S t a t e  A f f a i r s )

Projected PF Realized and Total Rates of Return 
Based on the the Fund's 1999 Asset Allocation 
and 1999 Cailan Capital Market Assumptions

ASSET
CLASS

CAPITAL MARKET 
— ASSUMPTIONS-------

INCOME RETURN EXPECT ED GROWTH TOTAL RETURN

------------- PERMANENT FUND---------------
ASSET PROJECTEO PROJECTED

ALLOCATION REALIZED RETURN TOTAL RETURN

Passively Managed 
Actively Managed 
Sub-Total

1.80%
1.00%

7.60%
7.60%

9.40%
9.40%

Inlernallonal Eau tiles: 
Passively Managed 
Acllvely Managed 
Sub-Total

1.50%
1.50%

8.60%
0.50%

10.00%
10.00%

Bonds:
Domestic
Inlernallonal
Sub-Tolal

5.60%
6.60%

0.00%
0.00%

5.60%
5.60%

Real Estate: 6.60% 1.50% 0.00%

18.92%
25.08%

1.06%
2.3C%

1.78%
2.36%

MWt IVffiWKiil hiaJp'MlkNl n ilbdl niimi* 4%vuiik|IuI, mvr4 ft.i--w4ijvn4.4v.lhviinaijn.it Udl k?jKv lur.i'llhv txiKv’ Rijmjtvl |urii.|iU.(tjYVlcv!||h>tv1liMrul»'Jii>)ltxlthJ1|tmnciiiiiU|Yrv ••»>*> 
r-jIc*ux wfla-jlv lÛwfi.V* «k«hh- kiimiinJ 5»<«'lilvi»*uih J'cmutx-ifl IuiU i..ul it Mim» jttiii'L’ jliiuiu^cnhAivjLv .h-nljai ji*J c'{vv*rdfft*ui!i (4p**lfimWIjttunflint jsv [Walk'd K (jlhn A««i\uu», Ik

44.00% 3.42% 4.14%

4.90%
9.10%

0.28%
0.91%

0.49%
0.91%

14.00% 1.15% 1.40%

30.00%
2.00%

1.68%
0.11%

1.68%
0.11%

32.00% 1.79% 1.79%

10.00% 0.73% 0.80% ^

I 7.90% | I 0.13% |

f.NAusJUUMniiauon* Meal

| 4.08%| 5.13% I



Key assumptions

GASB
In c o m e Fund V alue

1,957 28.999 40.955.60 18.248 11,710 13,099 7,274 11,245

Is statutory net income plus the net change in unrealized gains ard settlement earnings.
Per Department ol Revenue's Spring 1999 Revenue Forecast.
fc'aminos reseive appropiated to principal. STATUS QUO WITH 7.7511 TOTAL RETURN

70,1261 6*1.807 29,827 42,106.04 18,257 12,803 14,192 8,101 12,072 II I 67,316

GA53aiaU»rc6me is statutory net income plus the net change in unrealized gams and settlement earnings.
Per Department ol Revenue's Spring 1999 Revenue Forecast.
Earnjpeueserve appropiated to principal. STATUS QUO WITH 7.94% TOTAL RETURN

30,650 43,247.05 18,264 13,896 15,287 9,047 13,018

GASBmehrtfome is statutory net income plus the net change in unrealized gains and settlement earnings.
Per Department ot Revenue's Spring 1999 Revenue Forecast.
Earnings resenro appropiated to principal. STATUS QUO WITH 8.13% TOTAL RETURN

19 ''ALASKA'S!
RITUKfl

Daily Unaudited Position
a s  o f  A p r i l  1 9 ,  1 9 9 9

F ix e d  I n c o m e $ 1 1 , 1 7 4 , 6 0 0 , 0 0 0 4 3 %
U .S .  E q u i t ie s $ 9 , 1 1 8 , 0 0 0 , 0 0 0 3 6 %
N o n - U .S .  E q u i t ie s $ 3 , 8 1 2 , 4 0 0 , 0 0 0 1 3 %
R e a l E s ta te $ 2 , 0 4 8 , 0 0 0 , 0 0 0 8 %
A la s k a n  C D s $ 1 9 0 , 0 0 0 , 0 0 0 1 %
TOTAL $26,343,000,000 100%

20 S o u rc e :  w w w .a p fc .o rg •AIASKAblrum iu

http://www.apfc.org


H o w  t h e  F u n d  w o r k s

A l a s k a  P e r m a n e n t  F u n d

T h e  m a r k e t  v a l u e

S25 "
Iti 11 in II s

$6.7

o f  t h e  P e r m a n e n t S20

F u n d  w a s □ P r in c ip a l

$ 2 5 . 3  b i l l i o n  o n  
J a n u a r y  1 , 1 9 9 9 .

S15

• What  did it 
consist of?

SIO $18.6

S5

SO .-/-'-.sr.;------
T o ln l I 'l im l as o f 1/1/99

A l a s k a  P e r m a n e n t  F u n d  P r i n c i p a l

T h e  A la sk a  
P e r m a n e n t  F u n d  
p r in c ip a l  is 

p ro tec ted  by  the  
A la sk a  
C o n st i tu t io n .

T h e  L eg is la tu re  
m ay  not sp e n d  it.

$20
Illinois

□  D e d ic a t e d  M in e r a l R o y a lt ie s
□  A p p r o p r ia t e d  I n l la l in n - P r n n l in ”  
121 O t h e r  \ p p r o p r ia lio o s

P r in c ip a l  T o t a l  S I  8 .6  B i l l io
(us (if 1/1/99)



|H 6 w  t h ^ f a n d  w o r k s -•

P e r m a n e n t  F u n d  I n c o m e
□ R e a liz e d  In c o m e

• All income from the Permanent □ Unrealized Income
Fund’s investments is retained bv _________ _‘ / \
the Fund until appropriated by the 
Legislature.

• “ Realized I ncome,” which includes 
interest, dividends and profits 
resulting from the sale of assets, is 
used to calculate the annual 
Permanent Fund Dividend.

• “ Unrealized I ncome” is the 
difference between the market value 
and the cost value of the assets 
currently held by the Fund which 
become realized income only when 
the asset is sold.

23

Total Income S6.7 billion
(usof 1/1/99)

H o w  t h e  F u n d  w o r k s

Permanent Fund Investments
The principal and income of the Fund arc

□  Realized Income invested together in all asset classes ® Real Kstatc 10%
□  L'nrcali/cd Income
□  Principal

□ Bonds 4 2 %
□ Slocks 4 8 %



H o w  t h e  f u h d  w o r k s .

P r i o r i t y  f o r  u s e  o f  F u n d  I n c o m e

Alaska Statutes (AS37.13.140 and  145) 
provide the following priority  for die 
paym ent of dividends and inflation-proofing:

1) First, dividends arc calculated and  paid;

th en

2) Second, an am ount of income sufficient to 
offset die effect of inflation is transferred 
to principal.

. H o f e l h e F u i i d  w o r k s

D i v i d e n d  C a l c u l a t i o n

The dividend appropriation is the lesser of:

1) 1/2 of 21 % of the sum of the last 5 years’
realized earnings,

Or
2) 1/2 of the earnings reserve account at the

end of the current fiscal year.

infilled in Maliile AS37113.1411 and AS27.I3.U5
26



: H q w  t t i e F u n d  w o r k s

I n c o m e  a v a i l a b l e  f o r  d i s t r i b u t i o n
(calculation for the dividend distributed in October 1998)

1st S t e p
Realized Income

FY94 SI,088 million
FY95 SI,001 million
FY96 SI,790 million
FY97 S2,035 million
FY93 S2.595 million

S8,509 million
multiply by 0.21 =
SI.787 million 
available Tor distribution.

2nd Step

• Earnings reserve account at 
beginning of fiscal year was 
SI07 million.

• Add current year’s, in this 
case FY98, realized earnings 
o f S2,595 million.

• Total is S2.702 million 
available for distribution.

27

1/2 o f  the lesser a m o u n t  in  Step I nr  2 is transferred In  the d iv id e n d  fun d  
a n d  p a id  nut (<> q u a lif ie d  a pp lic an ts . S in c e  the b e g in n in g  o f  the d iv id e n d  

p r o g r a m , the 1st step c a lcu lat io n  tins absass been  the lesser am ount.

HOW  t h e  f u n d  w o r k s

A n n u a l  P e r m a n e n t  F u n d  D i v i d e n d

(ca lcu lation f o r  dividend distributed in O c tobe r 1998 continued)

• Step I is less th an  Step 2;
• The d iv idend pool is 1/2 o f Step 1;
• $1,787 million divided by 2 = $893 million;
• Then, a f te r some m inor ad justm en ts,

divide by eligible app lican ts =
1998 div idend per person;

• FY98 d iv idend = $1,540.88 p e r person.
28



H b w  t h e  F u n d  w o r k s

H y p o t h e t i c a l  C a l c u l a t i o n  o f  I n c o m e  

a v a i l a b l e  f o r  d i s t r i b u t i o n
(when alternative 2nd step would apply)

1st S t e p
R e a lize d  In c o m e  

FY 94  $ 1,0 8 8  m ill io n  
F Y 9 5  $ 1,0 0 1 m il l io n  
FY 9 6  $ 1,7 9 0  m ill io n  
F Y 9 7 $2,035 m ill io n  
FY 9 8  S 793 m ill io n  

$6,707 m il l io n  
m u lt ip ly  by 0 .2 1 =

S I .408 m ill io n  a v a ila b le  for d istr ibut ion .

2nd  S t e p
Earnings reserve account at 
beginning of fiscal year is 
S107 million.
Add current year’s, in this 
case F\ 98, hypothetical 
realized earnings of 
$793 million.
Total is $9011 million available 
for distribution.

1/2 o f  the lesser a m o u n t  in  Step I or 2 is transferred to the d iv id e n d  fund  
a n d  p a id  out to q u a lif ie d  app licants . In  Ibis li> pot helical ease.

Step 2 is the lesser a m o u n t .
29

Annual Permanent Fund Dividend
(hypothetical calculation continued)

• Step 2 is less than Step 1;
• The dividend pool is 1/2 of Step 2;
• $900 million divided by 2 =$450 million;
• Then, after some minor adjustments,

divide by eligible applicants =
1998 dividend per person;

• FY98 hypothetical dividend =
$756.06 per person.



I n f l a t i o n - P r o o f i n g

Specified in statute AS 37.13.145:

• Compute the average of the monthly U.S
Consumer Price Index for urban consumers 
for each of the two previous calendar years;

• Compute the percentage change between the first
and second calendar year average; and

• Apply that rate to the value of the principal of
Fund on the last day of the fiscal year.

31

I n f l a t i o n - P r o o f i n g

S25 —
Millions

K calizcd
Incom e

• Only the principal is 
inflation-proofed. $20

Unrealized
Incom e

Principal amount of 
the Fund is 
multiplied times 
specific historical 
inflation rate to 
determine inflation- 
proofing amount.

$ 15

$10 Principal

$5

SO



11 H o w  t h e  F u n d  w o r k s  A M B 0 H

I n f l a t i o n - P r o o f i n g  (exam p le )

• 2 . 3 4 %  = change f r o m  average • Transfer the
C P I  f o r  c a le n d a r  y e a r  1 9 %  to inflati on-p roofin g
av e ra g e  C P I  f o r  c a le n d a r  1 997 ; amount from
• P r in c ipa l o n  June  3 0 ,  1998 was earnings reserve to
$ 1 8 ,0 9 3  b i l l io n ; principal via an
• Fund p r in c ip a l  $ 1 8 ,0 9 3  b i l l ion accounting entry.
x 0 .0 2 3 4  C P I  = $ 4 2 3  m i l l io n ;
* $423 m i l l ion  was app ro p r ia te d • Assets do not
and  t r a n s fe r re d  f r om  earn ings really move.re se rve  to  p r in c ip a l .

I 3.1

W o w  t h e  F u n d  W o r k s

Inflation-proofing

In f la t io n -P ro o f in g  
A m oun ts

83 84 85 36 87 88 89 90 91 92 93 94 95 96 97 
Fiscal Years



E 5 B H 3 ^

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

b a s e d  o n  P O M V

• Trustee Hugh Malone first voiced 
support for this concept in the late 
1 9 8 0 s

• Recommended for further study by 
the Commission on the Future of 
the PF in 1 9 9 0

• Recommended by LRFPC in 1 9 9 5
.15

State of New Mexico Investment 
Council -- 1 9 9 8  annual report:

« The most significant accomplishment was the new distribution 
method that is now enshrined in the Constitution. Payouts from the 
two endowment Funds to support education and other designated 
state agencies will be based upon a percentage of the market value 
of each Fund. The selected percentage is pegged to the expected 
rate of return in the future, assuring that the Funds w ill be inflation- 
protected and will be available for future generations with their 
purchasing power intact.

• The second major achievement was the revision of the New Mexico 
investment restrictions in the Constitution and statutes. These 
changes allow the the Funds to be invested like other large 
endowments, controlling risk and earning higher returns in every 
trust dollar.

• Distribution is 4.7% of 5-years’ average market value (although 
there is a transition rule in effect right now); currently 62% is

’o invested in equities.


