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Current Scenario with $34/bbl O il
Revenues vs Expenses
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Current Scenario with $34/bbl O il
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«.. What Does this all mean?

% :

1

[
3 The model shows that the problem is not a
cyclical problem , but rather it is a structural
problem
Structural Problem s cannot be overcome by
M riding it out.
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Issues Facing the Legislature

Pivotal m oment in A laska’s History

N ot a short term /cyclical problem , but rather

a long term /structural problem

April 16, 1999 House Finance

23



Choices

m Cut Costs
m R aise Revenues

m Begin to system atically use the State’s

Savings Accounts

m A Combination ofthe above
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Potential M easurable G oals of a L ong

R ange P lan

m Sustainability

¢ Intergenerational E quity

m Stability
Predictability

A bility to fund Permanent Fund Dividends

A Dbility to fund the Deficit
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Sustainability

Protect the Principal (Traditional)

ts

u
H Inflation Proofing

Is the goal to protect the purchasing power of

the Alaska’s Savings A ccounts?

3 W hat time horizon is appropriate?
3
I »
. H
K&frjiifca
iB flfe
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I Intergenerational Equity

m Closely related to Sustainability

m AIll generations are held equal.
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Decision Tree
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Decision Tree

O ver w hat tim e fra m e

Over what tim e

down the State’s financial

W hat are you

out?
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0O you w ant to spend

d own your assets?
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1S

Decision Tree

Approximately $1.4 Billion in T oday’s
Can we live within that constraint?
H ow do we handle market volatility?

April 16, 1999 House Finance
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1 Swbility

Plan’s ability

Plan’s ability

volatility.

April 16, 1999

to weather

W orst case

to reduce the State’s
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Predictabillity

m W hat level ofpredictability do we wantto

assume for:
¢ Revenue A ssumptions
¢ Expenditure A ssum ptions

¢ M arket A ssum ptions
m Implications for Risk & A sset Allocation
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A laska Population Projections

1998 to 2018 - Statew ide
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A laska Population Projections
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A laska Population Projections
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Alaska M iddle Series Population

Projection by Age and M ale/Female,

2005

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

m Fewer Elementary age

children

7 6 5 4 3 2 1 0 1 2 3 4 5 6 7

Male Thousands Female
m m 1998 Estimate i— i 2005 Projection
Aidaanatdido, ReadAdali Sebio Brapdicl sk

Alaska Department o fLabor, Research and Analysis Section, Demographics Unit,



Alaska M

Projection

L eading edge of B aby
B oom begins reaching
retirem ent age

Echo B oom enters the
labor force

Echo B oom begins to
have fam ilies

iddle Series Population
by Age and M ale/Female,

2010

Alaska Middle Series Population Projection
By Age and Male/Female, 2010
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Alaska Middle Series Population

Projection by Age and M ale/Female,

2015
1

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

Senior population
begins to increase

significantly

Children of Echo
B oom im pacting

schools

8--7 6 54 32 10 1 2 3 4 5 6 7
Male Thousands Female

1998 Estimate 2015 Projection
AilaGreiwddf L, Reartft Adwah5«dto DnaggiNaUit

Alaska Department ofLabor, Research andAnalysis Section, Demographics Unit,



Alaska Middle Series Population
Projection by Age and Male/Female,

2020

Alaska Middle Series Population Projection
By Age and Male/Female, 2020
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Projected Population by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

%9 9 9 9

July 1 Juy 1 Change Juyl Change Juy1l Change Juyl Change

1998 2003 1998 2008 1998 2013 1998 2018 1998 -

Labor Market Area Estinete Mdde - 2003 Mdde 2008 Mdde 2013 Mdde 2010
ALASKA 621,400 656,150 56 1, 693018 115 733,852 181 776,480 250
Anchorage/Matanuska-Susitna Region 313.308 333,042 6.3 3B3770 129 376,779 203 40,631 282
Municipality o( Anchorage 258782 269,567 42 279,707 81 289,528 119 298875 155
Meatanuska-Susitna Borough 54,526 63,475 164 74,063 *8 87,251 60.0 102,756 835
Guif Coast Region 73,028 76,771 51 80,553 103 84,737 160 83,837 216
Kenal Peninsula Borough 48815 52,382 73 56,110 149 60234 234 64,305 3.7
Kodiak Island Borough 13,848 14,030 13 14,159 22 14,277 31 14,416 41
Valdez-Cordova Census Area 10,365 10,359 01 10284 08 10,226 -13 10,116 24
Interior Region 93,647 102,931 43 106,963 84 110915 124 114,459 160
Derdli Borough 184 1,983 6.9 2129 142 2,308 236 24% 39
Fairbanks North Star Borough 83,928 83,012 49 91,773 9.3 95,367 136 93,585 175
Southeast Fairbanks Census Area 6,402 6,814 64 7,270 136 7,753 211 8203 21
Yukon-Koyukuk Census Area 6,453 6,112 53 5791 -10.3 5492 -149 5176 -198
Northern Region 23,649 25,627 84 28,098 108 31,027 312 34,236 248
Nome Census Area 9402 9,986 6.2 10,725 141 11,591 233 12,527 B2
North Slope Borough 7,403 8301 121 9421 273 10741 451 12211 64.9
Northwest Arctic Borough 6,344 7,340 72 7,952 162 86% 270 9498 388
Southeast Region 74,285 76,298 27 78,687 59 81,462 97 83,076 130
Heines Borough 2476 2,606 53 2776 121 29%61 196 3,146 271
Juneau Borough 30,236 31,388 38 2413 72 33475 107 34,447 139
Ketchikan Gateway Borough 14231 15119 6.2 16428 154 180 270 19,774 0.0
Prince Of Wales-Quter Ketchikan OA 6,334 7,067 27 7,281 58 7,485 87 7611 106
Sitka Borough 8,779 8,590 22 8409 4.2 8,226 6.3 7978 Q1
Skagway-Hoonah-Angoon C A 3,664 3563 -2.8 3459 -56 3328 9.2 3,140 -14.3
Wrangell-Petershburg Census Area 7,206 7,045 22 6,866 47 6,706 -6.9 6,502 98
Yakutat Borough 810 920 136 1,086 .30.2 1,206 489 1,378 701
Souttmest Region 38483 41,481 78 24,947 168 48,932 272 53,349 386
Aleutians East Borough 2,177 2040 -6.3 1918 -11.9 1734 -101 1738 -20.2
Aleutian\West Census Area 5,339 5,665 51 5908 96 6,097 131 6,242 158
Bethel Census Area 15,997 17,438 90 19,02 193 .. 21,0438 3L5 23192 450
Bristal Bay Borough 1297 1,406 83 1506 161 1621 250 1734 7
Dillingham Census Area 4,708 5027 6.8 53 146 5842 241 6,327 AH4
Lake & Peninsula Borough 1852 1982 59 2128 149 2282 232 2439 3L7
Wade Hanpton Census Area 7,063 7,94 125 9,000 274 10263 453 11,677 65.3

Source: Alaska Departent of Labar, Research and Anelysis Sedtion, Dermogrgphics Uit
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Projected Population 65+ Years of Age by Labor Market Region and Borough/Census Area
Middle Case Scenario, July 1,1998 - 2018

®9 ©9 (g % IZ) 9
Juyl  Juyl Change Juyl Chage Juyl Chage Juy 1 Changt Sate Sate
1998 2003 1998 2008  1998- 2013 1998- 2018 1998 Sware Sare

Labor Market Area Mdde  Mdde 2003 Mdde 208 Mdde 2013  Madde 201£ 1998 2018
ALASKA 32,729 40379 234 52298 58 69555 1125 9236 2 1000 1000
Anchorage/Matanuska:Susitna Region 1562 19953 2712 2621 675 3H2A0 1244 46602 197.0 479 505
Municipality of Anchorage 12703 16146 1 214 664 28056 1209 3HBU5 1843 38 01
Metanuska:Susitna. Borough 2989 3807 274 5,145 721 7154 1393 10487 2509 91 14
Gulf Coast Region 4447 5,362 206 6,913 %5 9347 1102 1268 1852 136 137
Kenal Peninsula Borough 3229 3904 209 5022 %5 6,707 1105 9318 1836 9.9 101
Kodiak Island Borough 609 723 187 913 499 1215 95 1615 1652 19 17
Vealdez-Cordova Census Areau 609 735 207 978 60.6 13% 192 1752 187.7 19 19
Interior Region 4,400 5305 206 6914 571 9074 1062 12337 1804 134 134
Dereli Borough 57 100 4 B 228 281 3930 501 7789 02 05
Fairbanks North Star Borough 3520 4224 20 5472 55 7,1% 1044 9,766 1774 108 106
Southeast Fairbenks Census Area 365 471 20 675 849 80 1411 1157 2170 11 13
Yukon-Koyukuk Census Area 458 510 14 583 213 718 56.8 913 0.3 14 10
Northem Region 1211 1424 176 1,680 RB7 2118 74.9 2639 179 37 29
Norme Census Area A 617 134 6% 279 &l 564 1,040 912 17 11
North Slope Borough 29 408 365 50 806 m 137.8 917 2067 09 10
Northwest Arctic Borough 3B 399 84 24 7 556 511 632 &3 11 07
Southeast Region 5,189 6,201 195 7,930 528 1058 142 13889 1673 159 150
Haines Borough 246 277 126 8 33 436 772 610 1480 08 07
Juneau Borough 1821 2167 190 2802 539 3903 1143 5,140 1823 56 56
Ketchikan Gateway Borough 114 1,316 160 175 530 2338 1115 3211 1832 35 35
Prince Of Wales-Outer Ketchikan C 4 501 415 715 1020 919 1596 1242 2508 11 13
Sitka Borough 700 863 240 1053 04 1295 85.0 1,609 1299 21 17
Skagway-Hoonah-Angoon C A 238 3m 07 104 .7 511 147 629 164.3 07 07
Wangell-Petersburg Census Area 652 703 78 an 244 1,019 56.3 151 91,9 20 14
Yakutal Borough P! 58 318 62 804 117 1659 177 323 01 02
Southmest Region 1,790 2134 192 2582 4.2 3208 792 4224 136.0 55 46
Aleutians East Borough R 142 5.3 180 *B7 23 1424 45 250 03 04
Aleutian West Census Area 108 160 481 26 1463 &/l 3176 665 5157 03 07
Bethel Census Area 8% A6 133 1129 b2 1,348 614 1726 1067 26 19
Bristol Bay Borough 46 5% 217 & &6 1 161 44 2130 01 02
Dilli Census Area 247 282 142 43 3389 24 7 575 18 08 06
Lake & Peninsula Borough 107 116 84 140 08 157 6.7 202 838 03 02
Wade Harmpton Gensus Area 35i 432 27 240 239 501 411 567 59.7 11 06

Souroe: Alaska Departrrert of Labar, Researchand Aalysis Sedtion, Dermoyaphics Ut



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

0,

Juyl Change Juyl Change Juy 1 Change Juy 1 Change

&) 9 %
203 1998 2008 19% 2013 19%8- 2018

Labor Market Area 1998 Mdde 2003 Mdde 220G Mdde 2013 Mdde
ALASKA 144767 149,307 31 14781 21 151044 43 163411
Anchorage/Matanuska: Susitna. Region 70,900 74,948 57 73,698 39 74066 45 79328
Municipality of Anchorage 56,621 60,261 6.4 57,465 15 651 -35 55017
Metanuska-Susitna Borough 14,279 14,687 29 16231 137 1945 36O 24311
GuIf Coast Region 17,32 16,786 31 16,795 30 178® 28 19683
Kenal Peninsula Borough 11,729 11,307 -36 11,691 -03 12876 98 14642
Kodiak Island Borough 3264 3376 34 3261 01 3164 31 3223
Vealdez-Cordova Census Areal 2329 2103 97 1843 -209 1762 -243 1818
Interior Region 2,703 23376 30 23116 18 2300 14 23631
Derdli Borough 33 348 -115 353 -10.2 b7 92 3%
Fairbanks North Star Borough 10,840 19,82 52 19676 44 19630 42 20031
Southeast Fairbanks Census Area 1593 159 04 1,702 6.8 1828 148 1S9
Yukon-Koyukuk Census Area 1877 1,607 -144 1,385 -26.2 1215 -3b3 1206
Northern Region 7,163 742 36 7,742 81 8542 193 10152
Norme Census Area 2731 2,858 47 3021 106 331 212 3,865
North Slope Borough 2232 2,306 33 239 75 2715 216 3338
Northmest Arctic Borough 2200 2250 26 232 55 2516 144 2949
Southeast Region 16,022 15061 61 14,287 -108 14,620 68 15023
Haines Borough 503 451 -103 452 -101 403 -40 518
Juneau Borough 6,313 6,040 43 5831 6.8 6,111 32 6,578
Ketchikan Gateway Borough 299 3,100 34 3144 49 3447 150 4,060
Prince OFf Wales-Quter Ketchikan CA 1,637 14% 87 1,389 -151 1415 -136 149
Sitka Borough 1853 1639 115 1444 21 134 -280 1,320
Skagway-Hoonah-Angoon C A 839 659 215 54 -36.2 81 427 462
Wrangell-Petersbuig Census Area 1682 1467 -128 1,239 -26.3 116 313 1170
Yakulat Borough 197 200 15 N -15 193 -20 21
Southwest Region 10,657 1,724 100 12175 142 12984 218 1474
Aleutians East Borough 500 429 «14.2 315 -370 27  -486 24
Aleutian West Census Area 876 1031 17,7 870 07 603 -243 815
Bethel Census Area 4,693 5215 1n1 5,585 190 6083 296 6,934
Bristol Bay Borough 35 330 108 366 126 386 188 439
Dillingham Census Area 132 1404 76 1,3% 72 1442 108 162
Lako & Peninsula Borough 542 517 -4.6 537 09 606 116 702
Wade Harrpton Census Area 2419 2768 144 3106 284 3548 467 4231

Souroe: Alaska Departmert ol Loy, Researchand Avalysis Sedtion, Dermogrgonics Ut
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revenue forecast

dor spring 1999 forecast



the big picture-

Average Annual Unrestricted Revenue

(S/Year, FY 2000-FY 2005)

R eference Case
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annualize $1 per barrel impact on
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bottom Iire revenue forecast
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opec production
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historical ans production
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FY 2000-2005 summary

oil revenues are projected to average about
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HOUSE FINANCE COMMITTEE
LOG NOTES

GENERAL SUBJECT(S): LONG TERM FISCAL GAP DISCUSSION

The following overview was taken in log note form at. Tapes and
handouts w ill be on file w ith the House Finance Committee through the
21st Legislative Session, contact 465-2156. A fter the 21st Legislative
Session they w ill be available through the Legislative Library at 465-
3808.

Time Meeting Convened: 1:45 P.M.

Tape HFC99 - 83, Side 1.

Tape HFC99 - 83, Side 2.

Tape HFC99 - 84, Side 1.
PRESENT: X Representative G. Davis
Co-Chair Therriault Representative Foster

X Co-Chair Mulder X Representative Grussendorf

X Representative Austerman X Representative Kohring

X Representative Bunde Representative Moses
Representative J. Davies Representative W illiam s

ALSO PRESENT: DAVID TEAL, DIRECTOR, DIVISION OF LEGISLATIVE FINANCE;
REPRESENTATIVE ETHAN BERKOWITZ;, REPRESENTATIVE SHARON CISSNA; PHIL
OKESON, LEGISLATIVE ANALYST, DIVISION OF LEGISLATIVE FINANCE; WILSON
CONDON, (TESTIFIED VIA TELECONFERENCE), COMMISSIONER, DEPARTMENT OF
REVENUE; CHARLES LOGSDON, (TESTIFIED VIA TELECONFERENCE), CHIEF
PETROLEUM ECONOMIST, OIL AND GAS DIVISION, DEPARTMENT OF REVENUE;
GREG WILLIAMS, DEPARTMENT OF LABOR.

LOG SPEAKER DISCUSSION
TAPE CHANGE 83-1

000 Co-Chair Mulder Convened the HFC meeting at 1:45 p.m.

079 PHIL OKESON, Spoke to the measurable goals of a long-
LEGISLATIVE term plan. The intent would be to
ANALYST, DIVISION id entify the goals. He distributed a
OF LEGISLATIVE handout for the Committee. (copy on file ]
FINANCE

149 P hil Okeson Highlighted long term issues and the

current situation and how that would
affect long term budgeting in the State.
201 P hil Okeson The second situation illuminates high o il
prices. He spoke to the graph
illustrating historical state revenues.
He pointed out the v o la tility of o il
prices and problems with production.

283 P hil Okeson Future projections do not change. These
lines are slopping downward. The
difference between the Ilines continue to
grow closer together.

348 P hil Okeson Stressed that assumptions would be the key

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



HOUSE FINANCE COMMITTEE
LOG NOTES

to the problem. The first assumption is a
3% in fla tion . That is about the same as
the CPI. He questioned the growth rate in
government. The second item is population
growth which is projected to be 1.5%. A
2% projected population growth would be
used for the dividend only.

479 P hil Okeson Continued, another scenario would indicate
a permanent fund total return of 7.75%.
539 P hil Okeson Constitutional Budget Reserve total return

of 5%. 5% if less than $3B and 8.1% if
greater than $3B.

594 REPRESENTATIVE He asked the difference between the PFD
BERKOWITZ and revenue stream. Are restrictions
placed on the PFD 3/10%.

653 P hil Okeson Referenced the current situation revenues
and expenditures (graph) . The de ficit
w ill grow significantly in the years to
come.

716 Representative Asked if there was a slide that indicates

Grussendorf the earnings o ff the permanent dividend?

742 P hil Okeson Stated that he looks for spikes which
indicates that things are going bad for
the unrealized gains. Under this
assumption, there w ill continue to be
revenues being placed into that fund.

804 P hil Okeson Spoke to the graph, which indicates
various savings accounts vhich the State
owns. The Permanent Fund corpus continues
to grow. The first thing that w ill go
w ill be the C onstitutional Budget Reserve.
How to fund the de ficit w ill begin with

spending the C onstitutional Budget
Reserve. The State can not touch the
Permanent fund corpus by constitutional

law . He projected that by 2005, the
earnings reserve w ill be gone. Then the
State w ill hit a wall

907 P hil Okeson Referenced that the graph showing the

purchasing power of the current assets.
To stay even with the rate of inflation,
the purchasing power must stay the same.

D e ficit is growing each year. He asked
how much could be funded through the
savings account. At some point all that
w ill be le ft is Permanent fund dividend
corpus.

1012 P hil Okeson In out years, the State w ill continue to
be paying out from the dividend.

1035 P hil Okeson Stated that the technical graph warns of
coming problems. This graph indicates the

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



HOUSE FINANCE COMMITTEE

LOG NOTES

unrealized gains realized. The dividend
structure exasperates the problems. The
realization of gains causes the dividend
to rise.

1121 Co-Chair Mulder Asked about the 21% of realized gains of
the unrealized structure.

1140 P hil Okeson Stated that it would vary according to

what the market was doing. He recommended
a prudent investor rule.

1163 P hil Okeson Spoke to high o il prices. What o il price
would it take to bail us out of the
situation? If oil went to $34/bbl and in
fact rose to $61/bbl, although that would
not be too possible. He believed that if
oil revenue did jump, the de ficit would
start to come back. It is difficult to
reach the production curve.

1259 1P hil Okeson He outlined a graph at $34/bbl. A savings

fund would be reasonable, however the
Constitutional Budget Reserve would also

start to go away. There is a production
problem.
12 21 P hil Okeson In order to maintain constant purchasing

power, the actual projected savings begins
to sloop downward.

1390 P hil Okeson This shows that the model is a structural
problem. It w ill haunt the state year in
and year out. There needs to be a long-
term plan. There no longer w ill be a big

savings and the State must tackle how the
deficit can be attacked.

1456 P hil Okeson Cut costs; raise revenues; system atically
use the State's savings accounts.

1481 P hil Okeson Goals of long term plan would be
sustainability. State must solve the
problem for a long time. Must decide what
is fair today and would continue to work
tomorrow. There needs to be stability.

We need a plan that provides more

stability.

1550 P hil Okeson Predictability of assumptions that can be
used. W ill the plan be able to fund the
pfd's and the deficit? These are the
goals to be addressed.

1580 P hil Okeson S ustainability has been addressed in the
past has been in flation proofed. A
calculation has caused over in flation
proofing. What the State is trying to do
is to protect the purchasing power of the
assets. He asked what the time would be

H.F.C. 3 4/16/99 p.m.
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for sustainability. No other state in the
union has assets like Alaska. There are
other models that Alaska might consider.
1690 P hil Okeson The key is establishing a system that w ill

allow the ride during the down time.
Intergenerational equity is <closely

related to sustainability. A 1l
generations are held equal. Many ways to
provide intergenerational equity. i.e .
infrastructure w ill leave the next
generation a sense of economy. Alaska has
the ability to wipe out the salmon runs.
Unique about AK is taking a non-renewal
resource and turn it into renewal

resources.

1865 P hil Okeson Decision tree. Does the State wish to
m aintain the purchasing power of the State

financial assets. How much can be spent
each year? What w ill the state do when the
assets run out? To invest in
infrastructure. There is the potential of
messing it up. It is difficult to pick an
infrastructure to do. That would be a
policy call. The amount that can be spent
each year is about $1.4 b illion dollars in
today $9%$.

2000 P hil Okeson It is important to remember that Alaska
has lived in a great bull market. Now it

is time to create a responsible portfolio
realizing that it is important to save
during the good years. Consider the

in flation rate. It is important to

in flation proof the assets.

2078 P hil Okeson The question is what are we going to do in
the future. A reasonable amount to pull
out of the fund would be 5% each year.
Can the state live within that constraint.
At this time, the state is short. How to
make it work if it is sustainable.

2128 P hil Okeson Market vo la tility: There are mechanisms
that w ill help smooth that out and bring
stability. Im portant to make worse case
scenarios. How does the plan stack up in
the worse case scenario? Some plans w ill
do better in a revenue flow.

2180 P hil Okeson V o la tility of the market. A plan would

provide the a b ility to reduce the State's

revenue.

2207 P hil Okeson Spoke to the predictability of the market.
Standard revenue assumptions.

H.F.C. 4 4/16/99 p.m.
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What is the re alistic rate of growth in
the expenditure assumption?

Intent is have the Committee consider the
assum ptions in order to develop a common
set of assumptions. Voiced appreciation
on the work done regarding the modeling

and key assumption development.

Provided handouts to the Committee. He

provided an overview of that handout,

[copy on file ]

Assumptions in any model are production

and price. Can the Legislature consider
reasonable expectation of these two
assum ptions? He stressed the importance

of these points.

Spoke to pages 2 and 3 of the handout. He
addressed the big picture and the S tate's
revenue c-nd the unrestricted revenues.

The State can assume that it w ill have
available $3.4 billion a year. That w ill
come from o il and money in pfd and taxes
and fees. Roughly $3.4 b illion do?.lars

w ill be paid for operating budget and for
in flation proofing the pfd.

Page 3 annualizes the $1 per barrel impact
on the general, fund unrestricted revenue.
He pointed out that $1 dollar change means
$140 m illion dollars. In the next decade,
it w ill mean a different amount given the

situation that the State faces.

Provided inform ation accessable on the web
site forecast. Page 4 indicates the ANS
oil prices w ill average their lowest since
FY79. ANS production is lowest since FY19
and the State revenues are the lowest
since FY79. He acknowledged that this is a

bad year.

O il prices remain low but w ill recover to
$16/bbl in FY2003. New fields on-line in
FY2001 and 2003 keep production above 1.03
m illion barrels per day through FY 2005.

Projects needing to go into the
Constitutional Budget Reserve with the

current situation. He provided a
historical perspective speaking to a chart
w hich shows prices since 1985. The chart
dram atically illustrates how far the

5 4/16/99 p.m.
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prices have fe II.

996 Dr. Logsdon Thinks that OPEC w ill stay the course
making modest cuts; however, OPEC
production creeps up; he provided the low-
price scenario. He did not address that
scenario.

1058 Dr. Logsdon Spoke to what is happening in OPEC at this
tim e . Recent news has stressed that Iran
w ill be prorating. Total OPEC has agreed
to cut barrels per day. These

announcements show prices are moving up.
Alaska forecast is adjusted to the risk

that they are not cut. He spoke in more
detail between the arrangement between
Saudi Arabia and Iran. The cuts le ft a Il
countries with a 7.3%. The key non-OPEC
countries have agreed to also take a cut.
1234 Dr. Logsdon R eference case and production forecast
providing the low o il prices in FY99 delay

company development plans; Alpine
production starts in FY 2001; Northstar
and Liberty come on line in FY2003-2004.

1344 Dr. Logsdon FY 2000-2005 summary general fund
unrestricted revenues. O il revenues are
projected to average about $900 m illion
dollars per year. O il prices w ill average
$15.40/bbl. Non o il revenues w ill average
about $475 m illion per year. Investment
earnings w ill be about $2000 m illion
dollars per year. Total unrestricted
revenue w ill average about $375 m illion
dollars per year.

1440 Co-Chair Mulder Asked if the Department had focused on the
production side. Any other than Northstar
and Alpine?

1466 Dr. Logsdon There is hope that by FY2004 - 05 the
State w ill be producing out of West Sack
and s atellite fields w ill begin producing
now 3,000 barrel per day and w ill increase

to 50 thousand barrels per day by 2005.
There are other sources of new o il.

1523 Co-Chair Mulder Cook inlet?

1529 Dr. Logsdon Absolutely. 16000 barrels per day by
2005 .

1549 Co-Chair Mulder 2006 - 2010 drops in production?

1564 Dr. Logsdon 2010 - 70,000 barrels per day. Less than
what is produced in 2005. No speculative
discoveries at this time figured into the
price.

1620 Vice-C hair Bunde NPRA speculation?

1642 Dr. Logsdon Not until discovered.

H.F.C. 6 4/16/99 p.m.
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prices have fe Il.

996 Dr. Logsdon Thinks that OPEC w ill stay the course
making modest cuts; however, OPEC
production creeps up; he provided the Ilow-

price scenario. He did not address that
scenario.

1058 Dr. Logsdon Spoke to what is happening in OPEC at this
tim e . Recent news has stressed that Iran
w ill be prorating. Total OPEC has agreed
to cut barrels per day. These

announcements show prices are moving up.
Alaska forecast is adjusted to the risk

that they are not cut. He spoke in more
detail between the arrangement between
Saudi Arabia and lIran. The cuts le ft a Il
countries with a 7.3%. The key non-OPEC
countries have agreed to also take a cut.
1234 Dr. Logsdon Reference case and production forecast
providing the low o il prices in FY99 delay

company development plans; Alpine
production starts in FY 2001; Northstar
and Liberty come on line in FY2003-2004.

1344 Dr. Logsdon FY 2000-2005 summary general fund
unrestricted revenues. O il revenues are
projected to average about $900 m illion
dollars per year. O il prices w ill average
$15.40/bbl. Non o il revenues w ill average
about $475 m illion per year. Investment
earnings w ill be about $2000 m illion
dollars per year. Total unrestricted
revenue w ill average about $375 m illion
dollars per year.

1440 Co-Chair Mulder Asked if the Department had focused on the
production side. Any other than Northstar
and Alpine?

1466 Dr. Logsdon There is hope that by FY2004 - 05 the
State w ill be producing out of West Sack
and s atellite fields w ill begin producing
now 3,000 barrel per day and w ill increase

to 50 thousand barrels per day by 2005.
There are other sources of new o il.

1523 Co-Chair Mulder Cook inlet?

1529 Dr. Logsdon Absolutely. 16000 barrels per day by
2005.

1549 Co-Chair Mulder 2006 - 2010 drops in production?

1564 Dr. Logsdon 2010 - 70,000 barrels per day. Less than
what is produced in 2005. No speculative

discoveries at this time figured into the

price.
1620 Vice-C hair Bunde NPRA speculation?
1642 Dr. Logsdon Not until discovered.
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Why?

H abitat situation.

Federal regulations.

Assessment of infrastructure for NPRA?

Have not however, field opening in 2001

NPRA hold opportunity for the State.
Would the State receive 50-50 share?
50% federal revenue and the State could

severance tax the revenue. Those numbers
are not available at this time. Could
generate 20 - 30 m illion barrels a year.

Not a giant revenue source for the State.
Asked for more info on the NPRA fund.
That fund was created as a compromised

w ith the fed govt, to assure that local
communities receive some of the monies.

That is a federal statute. It would be
subject to Legislative appropriation.
Assume when price drops down, is there
increased production. Is that calculated?
Replied about heavy o il development. Also

made strategic decisions and that are
taken into consideration.

Is there a slow down in the amount of o il
being pumped?
The o il companies need cash flow and they
pump as much as they can. There has not
been a close correlation between today's
caps.

Forecast is conservative based on no
reserves and probability of no new
reserves soon.

Unlikely that the State w ill see more than

what is proposed in the forecast.
Provided a handout that indicates the
population projections. D istinguish
between economic migrations. Series

reflects base line terms for m ortality and

fluctuations that occur over time.
Indicates the mid series projection.

Spoke to the handout and the Alaska middle

series population projection by age and

m ale/female, 2005. The baby boom in their
most productive years of employment. The
echo boom in high school; fewer elementary

age children.

The two key trends are that the population

over 65 w ill be a large increase over the

next 20 years. The second trend w ill look

at flat school age growth in the next 10

7 4/16/99 p.m.
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years.
W ill continue to see the s pill over e ffect
in Anchorage which w ill not stop. That

trend is more volatile depending on the up
and downs in the year.
Referenced the chart and Mat valley trend.

Continued addressing the impacts of the

trends. Projections could be a little
optim istic.
1% growth for the next 10 years. W hat

were the last 10 years?

Approximately the same as what is
projected to come.

Referenced the graph regarding the 65
years and older w ill be increased by 182%.
5-7 year olds 12.9% growth. There is a
decrease in the 30-45-age bracket.

In population overview often indicates the
ages and the number of those that w ill
need to be supported.

Alaska has the highest percentage of
growth of those over 85. He referenced
the last chart in the handout.

Those people are not a significant part of
that trot.

Is the age 65 and older population
growing?

He noted that Alaska has been a young
state. The state's population is aging.
Discussed growth in the 65 and older
category. He observed that there would be
a continued trend of increasing Medicare
expenditures

Noted that the legislature has encouraged
the elderly population to stay in the
state .

ADJOURNMENT

The meeting adjourned at 3:42 p.m.

8 4/16/99 p.m.
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How the Fund works
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MOMA - correlated Monte Carlo
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Hole ofthe APFC

A P FC m ission

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

e Alaskans made a series of

decisions : 1 years ago about the
Permanent Fund which have
served us well.



Historical perspective

Growth of Fund since inception

Historical perspective

Distribution of Fund income

since inception

Paid Out
ld Current
Generation

41%

Saved for Future

i 0
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:o years... and here’s why...

Key assum ptions

Increased volatility in capital markets

prret‘ed Itelnrn Kspeclcd Iflsk

Asset Class Index 1998 .m Change 1998 1999 Change
Kalllllts

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-Al'l: 9.60 10.00 0.40 18.50 2150 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 -11.2S 14.50 16.511 2.00
Alternatives Veco 100 12.50 12.80 0.00 35.00 36.00 1.00
Cash Hquiv. 90-day T-hill +1.80 *MO0 -0.40 1.00 0.70 -0.30
Inflation CPI-ll 3-10 5.00 -0.40 0.95 175 0.80

1.1t le



\ Long-term total returns

15 years ended December 31,1998

V
Percent
20
17.69
15
12.16
10

Total Fund Fixed Income  U.S.Stocks Non-U.S. Stocks Real Estate
*Last 5 Years

KKey assum ptions

« GASB 31, the new financial
accounting standard, changes the
Vilay the APFC reports income in
the earnings reserve account...

Statements of Assets, (labilities, PrincipalanP Earninps Rosen*

rnaudllcd February 28, June 30.

(Millions oTDollars) 1999 1998
Principal and learnings Reserve

Principal 18565.2 184790

fiminps reserve

I'nrenliA'il caminps reserve 3,211.6 39715

Oilier comings reserve 3.056.6 13839

Total caminps reserve 6,268.2 5.360.4

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

TOTAL IMBIUTIIS. PKINCIPAL
AND LAKNINCTI RtSEKVL S 25I12ST ISASS



Key assum ptions

e ... 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.

Nf K6y assum ptions

“Crossing of the lines in 19938 7”

Oil Revenue

Actual Projet ted



y: Key assumptions

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

1. Maximize long-term total return,

2. Maximize annual spending distributions.

3. Preserve the real(\.e., inflation-adjusted)
value of the Fund and the distributions.

4. Maximize the stahility and predictability
of spending distributions.

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.



Keyassum ptipns

And the real rate of return on your

investments will be determined by:

1 . Capital market returns

» . Your asset allocation

Keyassumptions - statusqu

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

GHTALMRE FERVANNT FUND -
AT — ASSMIONS- AT FROECTED FROFCTED
(7255 INCMEREILRN EAECEDGRONH TOALREIURN ALGONTION - REAIZDRETURN TOALRETURN
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°
Real Estate: 6.50% 1.50% 8.00% 10.00% 0.73% f 0.80%
MS’ '\f'mm\%“{ﬁﬁ%fﬁﬁ””/dl itiunn fuuii* Mi'ti*ii ftywative0 Kfovntufen fd GOR%
I il fi

W >J§i imufiiuly MQ’H&HNWAY&\%W g mm venus V. It on =MV 25 (oneniol

1S Ani\mio. IR A%



JKeiyassum ptions - HB 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

OHTALFRE = 22 ViV = 20N p ——
AT — ASSMPTION- AT AROEEO FFOECHD
ass INCOVMENEURN BEECHDGONVH TOA REURN ALGONTION  RRALZADREIURN . TOALRETURN
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-Totsl 14.00% 1.15% 1.40%
Bonds:
Domestic 5.60% 0100/ 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%
Il hitsMudfraile) lirm iJ - JUF N3 GB® 7.94°.
M i i< Pr p/\lclﬁ‘m!ia@ > »rrcrl d{%g -
Y e I MKV N 3riLition i LtescMLTY
}ﬁ% JANVAUF. '

Key assum ptions - CS:NB 156 (State Affairs)

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

gaAMRe 0 - FERVINENIFUND --------------
AT — ASSMIOE - AT FOEOD  AROEOD
as INCOVERETLRN BEETEDGONH TOALREIURN ALGONION  RRALIZDRETURN TOALRETURN
Passively Managed 1.80% 7.60% 9.40% 18.92% 1.06% 1.78%
Actively Managed 1.00% 7.60% 9.40% 25.08% 2.3C% 2.36%
Sub-Total 44.00% 3.42% 4.14%
Inlernallonal Eautiles:
Passively Managed 1.50% 8.60% 10.00% 4.90% 0.28% 0.49%
Acllvely Managed 1.50% 0.50% 10.00% 9.10% 0.91% 0.91%
Sub-Total 14.00% 1.15% 1.40%
Bonds:
Domestic 5.60% 0.00% 5.60% 30.00% 1.68% 1.68%
Inlernallonal 6.60% 0.00% 5.60% 2.00% 0.11% 0.11%
Sub-Tolal 32.00% 1.79% 1.79%
Real Estate: 6.60% 1.50% 0.00% 10.00% 0.73% 0.80% ~
IVEMAKGLK ‘L\/Ik&l/I il b i i 5@ oAy viainit 0 9
M T V 39?"%14 Vil él) i %% ITo0%l 1 0.13% |
Im. AV i j% «lilvi >(>:,?u I it £.NAusJUUMniiauon* Mesl
AR AR i s T :
| 4.08%]| 513% |



Key assumptions

GASB
Income Fund Value

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 1l | 67,316

GA53aiaU»rcéme is statutory netincome 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

b RO

Daily Unaudited Position

as of April 19, 1999

Fixed Income $11,174,600,000 43%
U.S. Equities $9,118,000,000 36%
Non-U.S. Equities  $3,812,400,000 13%
Real Estate $2,048,000,000 8%
Alaskan CDs $190,000,000 %

i
TOTAL $26,343,000,000 100%

20 Source: www.apfc.org *AIASKADI
rumiu


http://www.apfc.org

How the Fund works

Alaska Permanent Fund

S25
[tillinis
The market value $6.7
of the Permanent S20
Fund was
$25.3 billion on S15
January 1,1999.
SIO $18.6
e What did it
consist of? s
O -/-'-8r -

Tolnl I'lim| as of 1/1/99

Alaska Perm anent Fund P rinci

O Principal

p al

O Dedicated Mineral Royalties

O Appropriated Inllalinn-P

2 0ther \pproprialioos
The Alaska $20

Permanent Fund Illinois
principal is

protected by the

Alaska

Constitution.

The Legislature
may not spend it.

”

rnnlin

Principal Total S18.6 Billio

(us (if 1/1/99)



[Héw th~fand workse

Permanent Fund Incom e
O Realized Income

e All income from the Permanent O Unrealized Income
Fund’s investments is retained bv / \
the Fund until appropriated by the
Legislature.

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

e “Unrealized | 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)

How the Fund works

Permanent Fund Investments

The principal and income of the Fund arc
0 Realized Income  iNvested together in all asset classes ~ ® Rreal kstatc 1%
[ Bonds 4 2%
O Slocks 4 8%

O L'nrcali/cd Income
O Principal



How the fuhd works.

P riority for use of Fund Incom e

Alaska Statutes (AS37.13.140 and 145)
provide the following priority for die
payment ofdividends and inflation-proofing:

1) First, dividends arc calculated and paid;

then

2) Second, an amount ofincome sufficient to
offset die effect of inflation is transferred
to principal.

.HofelheFuiid works

D ividend C alculation

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 Miiile AS371131411ard AS27.13.Ub



:Hgw ttieFund works

Incom e available for distrib ution
(calculation for the dividend distributed in October 1998)

Lst Step 2nd Step
Realized Income .

o » Earnings reserve account at
Fyo4 S1,088 million beginning of fiscal year was
FY95 S1,001 million SI107 million.
FY96 $1,790 million ¢ Add currentyear’s, in this
Fyo7 S$2,035 million case FY98, realized earnings
FY93 S2.595 million of S2,595 million.

$8,509 million e Total is S2.702 million

multiply by 0.21 = available for distribution.
S1.787 million

available Tor distribution.

1/2 of the lesser amount in Step Inr 2 is transferred In the dividend fund
and paid nut (cqualified applicants. Since the beginning of the dividend

” program, the Ist step calculation tins absass been the lesser amount.

HOW the fund works

A nnual Perm anent Fund D ividend

(calculation for dividend distributed in October 1998 continued)

e Step 1 is less than Step 2;
e The dividend pool is 1/2 of Step 1
e $1,787 million divided by 2= $893 million;
e Then, after some minor adjustments,
divide by eligible applicants =
1998 dividend per person;
e FY98 dividend = $1,540.88 per person.



Hbw the Fund works

Hypothetical Calculation oflncome

available for distribution
(when alternative 2nd step would apply)

Ist Step 2nd Step
Realized Income Earnings reserve account at

FY94 $1,088 million beginning of fiscal year is
FY95$1,001 million S107 million.
FY96 $1,790 million Add current year's, in this
FY97$2,035 million case F\ 98, hypothetical
FY98 $793 million realized earnings of

$793 million.

$6,707 million
multiply by 0.21 =
S1.408 million available for distribution.

Total is $011 million available
for distribution.

1/2 of the lesser amount in Step | or 2 is transferred to the dividend fund
and paid out to qualified applicants. In Ibis li>pothelical ease.
Step 2 is the lesser amount.

Annual Permanent Fund Dividend

(hypothetical calculation continued)

e Step 21is less than Step 1;
e The dividend pool is 1/2 of Step 2,
* $900 million divided by 2=$450 million;
e Then, after some minor adjustments,
divide by eligible applicants =
1998 dividend per person;

 FY98 hypothetical dividend =
$756.06 per person.



In fla tion -P ro o fin 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.

Inflation-Proofing

525 - Kcalized
Millions Income

* Only the principal is

Unrealized

inflation-proofed. $20 Income
Principal amount of 815

the Fund is rinciva
multiplied times $10

specific historical

inflation rate to $5

determine inflation-
proofing amount. D



1 How the Fund works A M B O H

Inflation-Proofing (example)

* 2.34% =change from average e Transfer the

CPI for calendaryear 19% to inflati on-proofing
average CPI for calendar 1997 amount from

* Principal on June 30, 1998 was earnings reserve to
$18,093 billion; principal via an

» Fund principal $18,093 billion accounting entry.

x 0.0234 CPI =$423 million:

*$423 million was appropriated « Assets do not
and transferred from earnings really move
reserve to principal. '

3

Wow the Fund W orks

Inflation-proofing

Inflation-Proofing
Amounts

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



ESBH3"

D istribution of incom e

based on POMYV

» Trustee Hugh Malone first voiced
support for this concept in the late

19808

« Recommended for further study by
the Commission on the Future of
the PF in 1990

. Iﬁ?ecommended by LRFPC in 1495

«

State of New Mexico Investment
Council -- 1993 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 will 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.



