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PROCEEDTINGS

CHAIRMAN HURLEY:

House State Affairs Committee will come to order on Janu-—

ary 24 at 3:00 PM. Present, in addition to the Chair, Vice
Chair Representative Navarre, Representative Jenkins, Represen—
tative Cato, and Representative Boucher. I have a message

from Representative Miller that he won"t be able to be here
today and | know that Representative Collins will be here
shortly.

Our agenda today 1is an overview of the Permanent Fund
Program; a briefing by Dave Rose, Executive Director of the
Alaska Permanent Fund Corporation. And we have four bills that
so far have been assigned to the committee under the five-day
notice. And we would be happy to have discussion on these but
we are not going to take any action today after we hear from
Dave Rose. Could you come forward, please? Please, everyone
who 1is here, would you register so we will have a record of
those in attendance. And if I'm missing someone, a VIP around
here, | hope that youwill stand up so | can seeyou so | can

introduce for the record. I know there are several staffers
here and | appreciate your attendance. Dave?

LAVE ROSE:

Madam Chairman, members of the Committee. For the record,

I*"m David Rose, Executive Director of the Alaska Permanent Fund.
I also serve as an officer as secretary and treasurer of the
Alaska Permanent Fund Corporation.

My presentation today 1is structured 1in six parts. First a
description of the magnitude of the Fund in the <context of
major endowment, foundation, and pension funds within our
country today. Next, a brief history of the Fund, why it was
created and how it was created. Next, the organization and
operation of the Fund and how investment strategy is formulated.
Some current numbers that may be of interest to all of you in
terms of projections, earnings, what-have-you. Certainly a
point for questions by members of the committee, and finally,
commentary on specific proposed legislation to whatever degree
you wish to explore the various bills and wish any impact
analysis that we may be able to offer. In that regard, while
we don"t, as a Fund, take an advocacy position one way or the
other on the Fund, on these bills we do feel it is our respon—
sibility to give you the dollar impact of each bill so that you
have a feeling for what you may be getting yourself into with
the adoption of any one of them.



First just let"s examine, based on latest available numbers,
where our Fund ranks among the major trust funds established
within the United States today, because 1 think that context 1is
important. IT the Permanent Fund were considered an endowment
fund, we would be the Ilargest endowment Ffund in the United
States. Second to us would come the Texas Permanent Fund, next
the University of Texas, and third, the Harvard University
Trust. If the Permanent Fund were considered a foundation, we
would be the largest foundation 1in the United States today.
Ranking next to us would be the Ford Foundation, followed by the
PEW Trusts and the J.Paul Getty Trust. ITf we were to wear
the hat of aunion pension  fund, which of course we're
not, but that"s another large type of trust, we would again
rank the largest in the United States. We would be followed by
the Teamster Central States, Southeast and Southwest Areas, by
the Teamsters Western Conference third, and probably by the
United Mine Workers fourth. If we were ranked as a corporation
trust fund, pension fund, which of course are some of the
largest in the country, your Permanent Fund would rank about
seventh. We would be smaller than U.S. Steel, A.T.& T., General
Electric, G.M., and Dupont. But we would be larger than I.B.M.,
larger than Exxon, Jlarger than Ford, and larger than Sears. If
the Permanent Fund were a Fortune 500 company, and it is a big
business organization, and we were to be measured on a net
income basis, we would be ranked about 24th on the Fortune 500
index. IT we were measured on a stockholder equity basis, we
would place about 16th on the Fortune 500 list.

In short, your Fund 1is one of the la.rgest in the country
and perhaps one of the Tfastest growing institutions in the

country. It should be interesting to note that 1in Alaska, the
Alaska Permanent Fund is the largest producer of net 1income in
our state, other than the petroleum industry itself. And what

has happened, 1in a sense, 1is that the citizens of Alaska have
created an industry, a business 1if you will, a money making
institution, which 1is now the largest in the state other than
the petroleum industry itself.

Let"s examine why the Permanent Fund was created and the
shape it took because | think that gives you a feel for why we
are what we are today. Some of you, I°m sure, remember the
fateful day of September 10, 1969, which was the date the state
received $900,041,605.34 as a result of the Prudhoe Bay sale.
And there was an awful lot of debate at the time as to what we
should do with this $900 million. We had the Brookings Institu—
tion come 1into the state and conduct seminars throughout the
state, and we had a lot of testimony, a lot of public hearings.
And the conclusion reached by, 1 think, an overwhelming consensus
of Alaskans at that time was that the money should be spent.
It should be spent on physical plants, basically | guess some
people call it infrastructure today, but we are talking water,



sewer, schools, and access. Access being roads, ports and air—
ports. And, of course, to meet a Ilot of the human needs of
Alaska in terms of health and education.

The money was spent, as you all know. And it was momen—
tarily appreciated. But a few years, really shortly thereafter,
the spending consensus of Alaskans was forgotten and there was
statewide negative reaction to the "wasting"” of the $900 million.
This reached its height 1in 1975 when people sort of looked hart-
at money having been spent and there was no new money available
and certainly no 1investment or income stream coming from 1it.
And there were several proposals which resulted in the Alaska
Permanent Fund.

In November of 1976, the people of Alaska passed Section 15
of Article 9, which was an amendment to the State Constitution
which created the Fund and it dedicated 25 percent of all
mineral lease rentals, royalties, royalty sale proceeds, federal
mineral revenue sharing payments, and bonuses received by the

state to the Fund. It further provided that investments must
be 1income producing and that the income would flow to the
General Fund wunless provided otherwise by law. Well, during

the next four years, from 1976 until 1980, debate raged as to
whether the Fund should take the form of a development bank on
the one hand, and an old fashioned trust on the other. And the
concept of the trust eventually prevailed in the 1980 legisla—
tion which is known as the Permanent Fund Act.

The tenants of that involved several things--first, the

principles should remain inviolate. Secondly, the safety of
principal was paramount. Investments have to be conservative
and have to be made at market rates. There are two or three
ways that a major fund can be wasted. One 1is a direct attack
on its principal. Second 1is through the investments it makes,
if it max them at less than market, you can errode the fund
until you .on"t have what it was originally worth. And the

third, ot course, 1is wasted in terms of purchasing power because
inflation has an impact on a fund when it remains stable, it"s
purchasing power 1is reduced.

The third tenant was that the prudent investor rule would

be adhered to. And 1 will say a few words about the prudent
investor rule in a few minutes. And lastly, the Fund would be
managed 1independently from the state, to separate the saving
from the spending function. In 1980 and in 1981, 1in remembrance

of the famous quote, "wasting of the $900 million," the state
legislature passed special appropriations of so-called surplus
funds. In 1980 the amount was, symbolically, $900 million.

And in 1981 the amount appropriated was, alsosymbolically,
twice $900 million, or $1.8 billion. So the thread ofthe
special appropriations, the appropriations of surplus to the



Fund, has always been in remembrance, if you will, of the
original $900 million, which was spent in accordance with the
general consensus of what Alaskans wanted, but quite apparently
a few years later they decided that that really wasn"t what
they wanted. They didn®"t want to spend, they wanted to save.

In 1982, which is the only amendment we have to the
Permanent Fund Act, the Act was amended and there were several
provisions but the central provision was a requirement that a
sufficient amount of income we reinvested after operating
expenses were taken care of and after dividend payments were
taken care of, to protect the Fund®"s principal from inflation.
And this procedure 1is widely referred to today as inflation-
proofing. So much for the history. It took a lot of years and
just a few minutes to talk about, and probably I"ve slighted a
few events and people, but |1 think those are the basic high—
lights.

The Fund today is operated 1in accordance with Chapter 13
of Title 37 of Alaska Statutes. We call it the Permanent Fund
Act. And that is, Title 37, Chapter 13, 1is the basic structure
for the Fund. I believe that the organization is one of the
strongest points of the Permanent Fund Corporation. The Fun =
is established with an entity called the Alaska Permanent Fun®i
Corporation. We"ve been created in the corporate form, separate
from the State of Alaska, although we are clearly an instrument—
ality of the state. And it was intended that this 1isolation
from the state itself would serve to clearly separate the saving

from the spending function. Governments which have gracious
spending appetites generally do not mix well with institutions
dedicated to save. And clearly the establishment of the Fund

within an independent corporation serves to buffer and defuse
efforts to turn a savings account 1into a spending account.

The Corporation 1is directed by a six-person board of

trustees. Four members are citizens from the private sector
appointed by the Governor for a four-year term. They serve
these terms on a staggered basis. A fifth trustee 1is, by law,

the State Commissioner of the Department of Revenue, and the
sixth is a Cabinet Member of the free choice of the Governor.
The Board of Directors serve on a part-time, unpaid basis.
Four are, obviously, fully employed with other jobs in the
private sector. And the two Cabinet Members have major public
responsibilities and are engaged in operating large departments
of the State government. The private sector trustees so receive
an honorarium for their attendance at meetings and their parti—
cipation in the Fund. Obviously, the two Cabinet Members are
on the State payroll and they do not receive any honorarium
for their service. Currently the Board of Trustees 1is composed
of the following six people: the Chairman is Arnold Espe.
Arnold is a banker and accountant by background. He practices



banking. Clyde Sherwood, who 1is a principal in Arthur Young
and Company, a CPA. Byron Mallott, corporate executive. Byron
is, of course, with Sealaska. Hugh Malone, recently appointed.
A land surveyor and a former legislator. I"m sure you all know
Hugh. Mary Nordale as the Commissioner of Revenue. And Norman
Gorsuch as the Attorney General.

The Trustees convene regular and special meetings for the
purpose of policy making. They also convene work sessions to
discuss investment strategy, to review certain investments and
to formulate policy proposals for formal action. The Trustees
employ an Executive Director--in this case, myself--to conduct
the daily operations of the Fund. The Executive Director in
turn hires his staff and together they execute the policy as
promulgated by the Trustees.

The Fund 1is administered by a very lean and very profes—

sional staff of eleven people. Eleven people is an extraordin—
arily small amount. Ten of whom operate from the Corporation”s
Offices located here in Juneau, and one 1is 1in Anchorage. In

addition to the Executive Director, the breakdown of the organi—
zation is, very simply, three people responsible for making
investments, we call them Investment Officers. These three
people open up our shop a little bit before six each morning
because we operate the Permanent Fund on New York time basic—

ally. The administrative staff and people such as myself come
in at 8 or a few minutes before and generally we <close the
doors of our shop somewhere between 4:30 and 5 o"clock. It is

one of the few organizations that 1is open almost twelve hours a
day.

In addition to the three Investment Officers, we have three
charged with all accounting, custody, and clearing Tfunctions.
These are the important functions of making sure that securities
are properly safeguarded, that we account for every cent that
we are responsible for. We don"t round to the nearest million
dollars, we round to the nearest penny. I recall last year,
as an aside, being off 36 cents because we had 36 cents of the
State®"s money and it was physically necessary to issue a check
for 36 cents to balance. But that"s only 1illustrative of the
case that this Fund 1is balanced to the penny; we don"t deal in
gross numbers.

We also have three people involved in the office management
function which really sort of makes the organization work. They
keep track of everybody else. One other staff person divides
his time between Anchorage and Juneau. He serves as research
and liaison officer responsible for researching the 1issues, for
answering questions of the Executive and Legislative branches,
answering an awful lot of public mail making 1inquiries about
the Fund, how it works, why it was established, and what have
you.



And in Chat vregard 1 have behind me Pete Bushre, our con—
troller. Pete is a senior member of our staff and is the fellow
who worries about those pennies. And to his left 1is Jim Kelly
who 1is our vresearch and liaison officer, who 1is the person
charged with response to Legislative and Executive 3ranch
requests. Our rule in our shop is that any request that comes
in will be handled within 72 nours, and if there 1is a reason
why we can®t handle it within 72 hours, you"ll get a note Tfrom
us telling you what the problem is.

In addition to the small staff of eleven, the Fund employs
some specialty contractors. And these include bank custodians
to help with the safekeeping of securities, to collect funds
when due, whether it is interest or dividends, to make payments
and transfer of funds when securities are purchased and sold.
Additionally, we have under <contract some equity managers.

These are professionals in the stock area. We do not pretend
to be experts in common stock, Uliving 1in Alaska some 5,000
miles away from the markets. We employ, by contact, profes—

sionals to do the research and to handle a lot of the stock
transactions that we become engaged 1in. And lastly, we retain
real estate advisors who assist in the purchase and sale of
real estate, and ensure that these assets are properly leased,

that rents are collected, that properties are properly main—
tained, and that it appreciates in value, as, of course, 1is the
reason we have it.

|_

.1 mentioned before that the Fund operates under the. prudent
man rule. And the prudent man rule means very simply that it
will invest using" the same standards as other sophisticated,
institutional investors. It is a high degree of reliance and
importance placed on receipt of one, market yields; two,
engendering as low a risk as possible; three, broad diversifi—
cation; and four,adequate liquidity. These are the major
tenants of the prudent investor rule. Also, the Fund serves as
a fiduciary. That 1is, it acts in a trust capacity, adhering to
very high standards of 1investment and safekeeping. Certainly
not the kind of standards you and | would adhere to in the
management of our own particular personal wealth. It involves
itself with some functions associated with the very hard eco—
nomics of investing for gain. And it does not engage in politi—
cal or social investing. It is a hard guts, bottom line corpo—
rate entity involved 1in investing for gain. And the concept,
basically, 1is that there are other elements without our state
which should be responsible, primarily, for political or social
investments, and this basically 1is your state General Fund.

The Fund has the normal trustresponsibilities of first
protecting and preserving 1its corpus or principal, and second,
earning a yield commensurate with risk. IfT we have a choice,
we would rather enjoy less yield in favor of reduced risk. We



are a very, very risk [indisc.] We take our responsibilities
of accountability very seriously. Your Fund is very public.
Not only do legislators have questions, but the public has a
tremendous amount of inquiry as to what the Fund does. Any
time you distribute 400,000 or more dividend checks, people
have a vested interest in the Fund and how it operates. We do
get a steady stream of inquiry as to how we invest, and what our
yields are, and how well we are doing, and have we Ilost any
money. There is an awful lot of public awareness of the Fund.

With respect to accountability, we do subject the Funds to
audits. These are outside audits by an independent Big-8 Ffirm.
Last year we not only had a financial audit, we had an audit of
internal controls, we also had an audit on funds that had been
transferred from the state to the Permanent Fund to make sure
that there wasn"t a drop that leaked out in the transfer of
funds between the state and the- Fund itself.

We have an extensive system of internal controls. After
all,, we don"t want you or me or anyone to wake up one morning
that a few million dollars has disappeared to, say, Venezuela.
The internal control system within our organization 1is very,
very stringent and you would probably have to collude more than
half of the organization if there was to be any kind of leakage

of money. And that is done by design, not by default.

We do publish an annual report. We publish our financials
throughout the. state in every judicial district. We advertise
and conduct open meetings and speak before groups throughout
the state to answer questions and to provide information. And
we are also accountable to the Legislature. Specifically, in
this regard, we vreport to the Legislative Budget and Audit
Committee, which 1is responsible for Fund oversight. We do
advise Budget and Audit Committee of major shifts in investment
strategy prior to meetings being conducted. While we do not

request or require assent from the Committee, we make sure the
Committee 1is notified of what the planned actions are and, of
course, there 1is always a space on Permanent Fund agenda for

any Legislator to attend at any time. There is a special
portion of the agenda 1in addition to the availability to the
public testimony, which is also welcomed at any meeting.

You also all receive or should receive, you new Folks,
meeting notices so you know when our meetings are conducted.
We generally try to conduct meetings in Juneau during the ses—
sion rather than someplace else in the state.

The Fund operates on its receipts. We don"t get a General
Fund appropriation for operation. Expenditures currently run
at less than one-half of one percent of the net income figure.
The Corporation®s annual budget is, 1if course, approved by the



Legislature. So there 1is Legislative oversight and control
within the budget process. Obviously, you don"t vant to create
a situation where a fund like this has a blank check, can earn
$528 million a year and spend anything it wants. So the budget
is very closely regulated and must be justified on the same
basis as all other budgets before the Legislative Committee.

Allow me to spend a few minutes on investment philosophy,

and if | see you start to glaze over or doze off, I°Il know you
probably know more than you want to know about investment philo—
sophy. But it 1is important. First of all, the Trustees have
established an earnings goal of three percent after inflation.
We have several terms that we use, we use nominal. Nominal
means simply the raw amount of earnings. We subtract from that

the inflation rate and you have something called the real rate
if return. The real rate of return is the return of the earnings

after the rate of inflation. The Trustees have established a
three percent real rate of return. The amount -earned after
inflation. And this goal is to be achieved over time, r alizing

that there will be years when we will be substantially above
three percent, and other years we will be substantially below
three percent. The three percent real rate of return 1is better
than most trusts have attained during the past 15 years. In
this day and age, three percent in current market is relatively
easy to attain with a relatively small degree of risk. But
over time, a three percent real vrate of return 1is a handsome
return, if you look at it in the historical perspective. You
must recognize, of course, that whatever real rate of return
you have as your target, 1in order to earn that, you must engender
risk, because the only way you earn great sums of money 1is to
risk a great deal. So it is very important that when we set our
target of what we want to earn, that we set it as a reasonable
target lest we throw the Fund 1into a very risky situation.

Now, when we take a look at how we will 1invest, we take a
look at the whole spectrum of instruments or types of invest—

ments that we can put our money into. On the very top of the
scale is something <called U.S. Treasury Bills, almost like
cash. Obligations of the United States government, very short
term. I was going to say sound as a dollar, but that"s probably
not the way to put Iit. Very, very sound, but a very, very
small return, but very safe. The next on the spectrum is U.S.
Treasury Notes and Bonds. And these Treasury Bonds, again, are
direct obligations of the United States, but they are of longer
term. And, obviously, the longer the term, the more risk you
become involved in, because if you have a 30-year U.S. Treasury
Bond, lots of things can happen 1in 30 years. It is obviously
not as safe as a two-year Treasury Bond. The next thing on the
rung is Certificates of Deposit. These are obligations of
banks, 1it"s private sector. And private sector has a little

bit more risk to it that the United States government. Things



seem to be able to happen a little bit more, volatily, if you
will, 1in the private sector. The next instrument 1is something
called bankers™ acceptance, which 1is a combination of bank and
private sector debt. Bankers®™ acceptances give you a higher
yield than the other instruments, but they also have a great
deal more risk. Following that is corporate debt. These are
the instruments of corporation®s bonds, generally, but lots of
things can happen to corporations and they are subject to a lot
of forces, both internally and externally. So again, corporate
debt gives you a better return, but there is a little bit more
risk. And going down the line, you have real estate next with
more volatility. Then you have common stock of large corpora—
tions, the IBM"s, the AT&T"s, the Exxon"s. A great deal of risk
in common stock, but very healthy returns on an historical
basis. And then perhaps the largest risk factor, other than
venture capital which we cannot invest in by law, 1is the common
stock of small corporations. Small corporations have tremen—
dous volatile swings, some do extremely well--hit home runs,
and others are pure stike outs. So again, you can make lots of
money on common stock of small corporations, but you can also
lose everything as well.

What the Trustees do 1is they try to blend all of these
kinds of instruments, and we use some linear programmings and
regression and correlation. We use standard deviation and one
of these days when you have some free time and , xi want tosit
in on an a mass allocation meeting, you are more than welcome.
But basically what we do 1is try to mesh all of these, given the
different risk factors, 1into a blended portfolio which gives
you the highest possible potential vreturn with the Jlowest
possible coefficient of risk. And it 1is a rather technical
type operation. And it isn"t always right. We do it on two
bases. One on a historical basis of what has happened® in the
past Tfifty years. And then we do it on a second basis which
adjusts for the current market that we know, because we Kknow
that this 1is not necessarily a mirror of the past fifty years.
We take that blend and then we choose the different types of

investments we want; fixed income, bonds, real estate and
equities, which are stocks. But we have more than those three
categories because in those categories, which all of these
other instrument fall into, is the necessity to balance and
blend within each of them. Forexample, in fixed income bonds,

we may and do balance our portfolio so that bonds are balanced
between very short maturities, immediate maturities, and very

long maturities. Because | indicated before that there 1is a
very great deal of risk. Little risk for short maturities and
little return. Greater risk with long maturities but a greater
return. And intermediates are just that, intermediate. Within
equities, we balance them between what we call passive index
investments and active investments. Passive investment 1is no
more than a computer model of the market as a whole. We do the



computer model and we say, okay, we are going to invest a por—

tion of our common stock 1in the market. Whatever the market
does--and the market 1is measured by the Standard and Poors 500--
whatever the market does we will suffer the same fortune. We

will take roughly two-thirds of our stock allocation and put it
in our statistical mirror of the S&P 500. The other one-third
is placed in tl.e hands of specialty managers who have different
disciplines, balanced again, and their charge 1is to do better
that the S&P 500. Or, if the S&P 500 does miserably, to still
do better. Not lose as much money. And so you have that
balance within the common stock area.

And lastly., in real estate, you have several regimens of
balance. We have pools, and that 1is where we jJjoin with many
other 1investors and go into a pool where we all chip 1in money
and we buy major shopping centers and industrial parks and
residential housing,"multiple family, and office buildings. We
are in a rather large pool now. Some of our partners, for
interest, Carnegie Corporation, Cornell, Yale, Stanford, Notre
Dame, United Methodist Church, University of Southern California,
Vanderbilt, many of the educational institutions happen to be
in that pool. All of these folks, our partners, give these
investments the same kind of scrutiny that we give 1it, and
there is a lot of solice in knowing that very established, long—
term institutions are making the same kind of 1investments that
we are making. And it is not wuncommon for us to pick up a
phone and- well, maybe .-it is uncommon, we don"t do it that
oft.en, but. we. do do 1it--pick up a phone and reach a counterpart
and say, what are some of the analysis points, why do you think
this 1is"good or why do you think it is bad.

Our present portfolio- target established by the Trustees
to produce that three percent rate of return with least risk is
75 percent fixed income, 15 percent equities, common stock, and
10 percent- real estate; - And. that 1is their target. That 1is,
you-may=not <invest, in less than 75 percent fixed income, and
you may not invest in more than 10 percent real estate or 15
percent in stock. Those are caps. The actual investment pro—
file as of December 31, was 90 percent of the Fund was actually
invested 1in fixed 1income, 2 percent in real estate, and 8
percent 1in stock. Fixed income gives us a very, very high real
rate of return in today"s economy. It offers the least risk.
And so this 1is just a portrayal of some of the risk aversity
that we have.

Let me at this point moveon to a few numbers. As of
December 31, 1984, which was our last reporting period--and,
incidentally, we do not have 1long gaps between our reports.
Generally our reports for the month just ended are issued with—
in 20 to 25 days after the month just ended, so that you don"t
wait two and three months for a report. The December 31 report

-10-



indicated that we had some $6,193,000,000 in the Fund, rounded
to $6.2 billion. Income last year was some $529 million. This
fiscal year we expect it to exceed $618 million. The assets of
the Fund last year 1increased by about a billion dollars and we
expect a greater increase this fiscal year. The rate of return
last year was a record-breaking 7.67 percent. This 1is measured
after inflation. This year after inflation it will be about
6.6 percent, which 1is lower, but still more than double the
long term target of three percent. And here we are speaking of
realized returns. We are talking about hard money. We are not
talking about paper profits or paper losses. When 1 talk to
you in terms of real return, I°m talking in terms of realized
real return.

It is important, I think, to note a couple of complexities
of a fund® dealing with the distribution of its earnings.
Because 1 think- your- legislation is going -to involve many of
the questions of distribution of earnings as well as the Fund
itself. And there are three items tiat I would like to cover.
These are dividends, inflation proofing, and the undistributed
income account which the Trustees have designated as reserve.

First, let"s talk about the dividend program. You should
be aware that the Corporation does not administer this program.
That"s handled by the Departments of Revenue and Administration.
Each have respective functions with respect to the Permanent
Fund dividends.  We-,-the Corporation, simply earn money and we
send it to the- Department of. Revenue, in response to an annual
legislative appropriation made in accordance with the statutory
formula. The formula ."provides that we-average the last five
years of realized, again not paper but realized, net 1income.
You take that average for five years and we multiply it by
50 percent. And this amount 1is forwarded to the Department of
Revenue. The Department of Revenue, 1in turn, deducts 1its costs
of administering the dividend- program, and divides the balance
available- to distribute- by the number of applicants that file
for the dividends, and that of course gives you the per capita
dividend. So, we give a lump sum payment to Revenue. From it
they deduct the expenses of running the dividend program, they
take the balance of that and divide into it the number of
applicants and that 1is the per capita that you get. A rule of
thumb, for example, last year we paid over $175 million to the
Department. This year we project payment of $213.8 million.
If you were to take $213.8 million, deduct a couple of million
dollars for expenses and divide into it the population of what-—
ever you think the applicants will be, maybe 500,000, you"d see
that this year®"s dividend might approximate $400, up substan-—
tially from last year. That"s the easiest rule of thumb way to
get there.
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The second item is inflation proofing. Inflation proofing,

we think, isinherent in anywell managed trust. And inflation
proofing, perhaps more thanany other 1item, 1is of major concern
to the Trustees as Tfiduciaries. You must recognize that the
Trustees are concerned with their fiduciary relationship. They

want to protect the Fund and thev are extremely parochial when
it comes to protection of the F.nd in a fiduciary capacity.
Simply stated, inflation proofing means that the purchasing
power of the fund which 1is decreased by the effects of infla—
tion each year must be replaced. And it is restored by a
contribution equal to that rate of inflation. So if you have
the fund at a given rate, you have three percent inflation,
the purchasing power of the fund 1is erroded by three percent,

it must be replaced. And what happens then is the Fund, by
replacing 1it, retains its purchasing power continuously over
time. How this works 1is simply that the Trustees, 1in accordance

with law, have- selected a nationally rt'ognized inflation
index in order to make this annual computation and contribution.
They use the United States Consumer Price Index for Urban
Consumers on an average year to average year basis. So for
this year wewill take the average of the last full calendar
year, 1984, the average, and we will take the average for
1983, and wewill measure the year-to-year average and that
will be the inflation rate. We won"t know that vrate until
about February sometime when it is published by the U.S. Depart—
ment of Commerce. We then take that rate, we multiply it by
the-principal balance at the end of each year, a figure 1is
arrived at .then which is retained from earnings and put into
the corpus of the fund. So, you have earnings from 1it, a
check to the Department of Revenue for dividends, another use
of earnings for inflation proofing, and then you may have
something left over. And that leads me to the next element.

The most understood element, perhaps, of the Fund, which
is called the undistributed income account. In years when the
Fund earns enough money to meet 1its dual obligation of paying
dividends first, and second, transferring funds for inflation
proofing, and it still has money left over, the surplus is held
as undistributed income. Conversely, in years when there 1is
not sufficient earnings to meet dividends and inflation proofing,
funds are withdrawn from the undistributed 1income account, if
there is a balance in that account. So in a sense, the undis—
tributed income account is a reserve account of retained earnings

which will increase or decrease as we have good andbad earnings

years, and in direct relation to inflation. Now whether you
call this account a buffer, a reserve, retained earnings, or
undistributed 1income, it is extremely important to those of us

who manage the Fund. And thisimportance stems from the fact
that the priority distribution of earnings is first for dividends
and second for inflation proofing. Now, if we have a poor

income year or a year marked by very high inflation, we almost
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certainly will haveadequate funds to meet the dividend obli—
gation, but not enough to inflation proof. The shortfall for
inflation proofing has to come from this reserve. Our analysis
shows over time using an earnings rate of 9 percent, which we
consider reasonable over time, an inflation rate of 6 percent,
that we will not be able to cover our inflation proofing
needs over the 1long run. We will for about 10 or 12 years.
And it is this concern and our desire to protect the integrity
of the Fund over time, which makes us protective of this reserve

account. And it stems from the fiduciary concern about infla—
tion proofing the Fund. Of course, we have had three outstand-—
ing yearsin a row when earnings hit an all-time record and
inflation rate has really plummeted. Thus, this reserve is
abnormally high. The undistributed income account or the
reserve account at the end of last year was 1in excess of $550
million,- It will grow again this year. But a sense of reality
and history clearly indicates that this will not always be the
case. Your Fund managers, while 1 like to think my staff is

extremely professional and very, very good, and 1in fact, they
are some of the best 1in the nation; the fact of the matter is

that we are very market reactive. And if markets and inflation
are such, we are not going to be able to maintain the kind of
equilibrium that we have for the last three years. We have

been extremely fortunate and we have built up huge reserves.
But, of <course, those huge reserves create some problems in
the sense that they now loom so large that they may be suscept—
ible® to use,, to a detriment. And there 1is a question then, if
you have a reserve, how large a reserve must you have; what 1is
the proper amount? Our projections indicate that over tinme,
you will use every bit of the huge reserve you build up now,

if we return to some kind of normalcy. One of the jJudgments
and decisions of the Legislature 1is the adequacy of that
reserve and how large should it be for future needs. And 1

think there will probably be questions about th.it later on.

Let me conclude by saying that there 1is an awful 1lot of
question and discussion about the Fund. What it is going to be
used for. The Trustees have not really enunciated any particu—

lar use for the Fund. The Trustees generally feel very strongly
that their function is to earn money for the Fund and to protect
the Fund. But the disposition of earnings of the Fund are leg—

islative prerogative, and not the prerogative of the Trustees
of the Permanent Fund to dictate or necessarily interfere with.
And they have enunciated that on many occasions. But 1 think
more people each day are realizing that income can be used in
the future to offset the predicted fall in state revenues, to
assist in the operations of state government. The major ques—
tion facing us all is if the Fund is going to be used for that
pirpose, to make up the shortfall in revenues, how large does
t".e Fund have to be in Tfuture years to provide the 1income that
we will all need. It boils down to some simple questions of do
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you save today so you can spend tomorrow, or do you spend today
and not have anything available for tomorrow, or very little.
The shortfall between revenue and expenditure 1in future years
will either have to come from the Fund or it may have to come
from reimposition of taxation or some other source. We haven't
quite figured out what it will be yet. And perhaps then the
overall legacy of the Fund may be to forestall new taxation and
preserve some tax rate stability which business can depend on

and thrive on in the future. In short, the legacy could be the
creation of a climate for the long term business expansion and
development that we all hope to achieve. Enough philosophy on

that realm.

We do have some charts. I think I have covered most of
the figures but if you certainly have questions we can graphic—
ally display them. And I am prepared at this point, Madam

Chairman, to respond to.any question that you have.

REPRESENTATIVE BOUCHER:

I want to compliment you. I"ve probably got more informa—
tion in this one half-hour than 1°ve gotten the rest of the
time. The first thing we hear so much about tnis undistributed

income over there and | finally understand what it is all about.
There"s one thing in watching, there appears to be a balancing
affect in national and world economics. In other words, our
Fund seems; to be .healthy when our”oil prices are going down.
The United States seems to have an economic recovery where
we "re Raving the down side. And obviously you folks are into
what 1is the major resource--money. | mean, money is produced by
oil, and money 1is produced by money.

One thing that concerns me, we met this morning and we"ve
met, and does this magic day of March when somebody 1is going to
fly in here and tell us, "what 1is the down side of the dollars,"”
and 1°ve- heard wfigures.--from. $300- to $500 million. Is it not
possible, since you are dealing in the world money markets and
oil has been the generator in this world money market that we
might not be asking you what 1is the reality of the down side of

world oil prices. Or 1is that a far-fetched question?

DAVE ROSE:

Well, I think in response to that, we are general economists
and we don"t have any great sagacity when it comes to oil. But
there are a couple things that we know. Number one, we know

that we have a conflict within the Fund 1in the sense that as
oil prices decline, it has a tremendous downward affect on the
inflation factor, and therefore our investment returns are great.
Of course, the down side 1is we get dedicated state revenues
which are oil derived, so we want those revenues to be as high
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as possible. So we do have to look at it. You are quite
correct. I think the thing that strikes us more than anything
else 1is with respect to OPEC, when OPEC controled 70 percent of
the supply of petroleum in the world and they were raising

prices, it was easy to maintain very solid discipline. If you
control 70 percent and everything is going up and you"re making
a bundle of money, great discipline for OPEC. But because of

conservation, OPEC now controls 1less than 50 percent of the
world market of petroleum and they are having to cut prices.
And you do not have discipline under that kind of scenario. So
I think from our meager economist viewpoint, we really don"t
give much credence to much discipline within the OPEC structure.
We think that oil prices are going to fall and, indeed, right
now while we do invest in common stock of major oil companies,
we will probably be reviewing that strategy to see whether or
not, because Alaska is so attuned to oil, whether it makes any
sense at -all for us to have any large degree of 1investment 1in
oil companies at all. Because as their fortunes decline, ours
decline, and that"s obviously not where Alaska ought to be.
That kind of discussion will go on within the Fund 1in the next
thirty days." < Not to infer that we would sell all our oil
stocks. But we may change our strategy [indiscernible].

REPRESENTATIVE BOUCHER:

My second part of that question--do you and the Department

eof Revenue j--who-ewe ;are receiving projections from, and you
operate on information and we are trying to operate on informa—
tion, talk to each other about this subject? I see a lot of

brain power 1ih this "room. Before we were focusing on one man,
Vince Wright, saying what"s the magic number. And it appears
that we have- got to wait for somebody to come in. I, somehow

or other, feel that within the investments and knowing you as |
do, there"s a lot more knowledge in how these world prices are
going to fluctuate.mSo-my question is, are you talking to each
mother? Do- we have the -best informat ion- to make decisions on?.
Because these are mind boggling numbers.

DAVE ROSE:

Number one, we do talk. Number two, | don"t know whether
we have the best information. Number three, we depend and
accept the Department of Revenue numbers. All of our projec—
tions for our number structuring relies on the Department of
Revenue. We don"t replicate or duplicate that. Now, TFor our
investment decisions, that"s just general research and market
feel. But that 1is nowheres near as stylized or as Tfinite as
Vince Wright*s. So, for example, all the numbers we will ever

present, Tfor example, to Legislators 1in our projections are
Vince Wright"s figures, the 30 percent case. Now, we also main-—
tain full data on the 50 percent projections which we don"t
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generally use because we 1like to conserve them as 30 percent.
But I think that is the best answer. We"re not sure we have
all the answers collectively, and we do talk, but we do depend
heavily on the Department of Revenue.

REPRESENTATIVE BOUCHER:

Are we getting the best information?

DAVE ROSE:

I can*t give a value judgment. Because what 1 haven-t
done 1is, | haven"t tracked, for example, the 30 percent case
against reality over a period of years. I think it would be

interesting to see just how close that 30 percent case turns
out in reality. You know, the interesting thing is that the 30
percent case, it almost 1is a... let"s say they do track, |
assume that they may. That means chat 70 percent chance exists
that you will do better than the 30 percent case and history
would indicate that that 1is not happening, that 30 percent case

is indeed the most probable case. So there should be some
intuition there that maybe the 30 percent case 1is really the
medium, or whatever vyou"re normally going to find. I have
never seen the 70 percent case, you know, the other 70 percent
which says that you are going to do much better. If 1 under—
stand the 30 percent case, it means that 30 percent probability
you will earn at least that amount of money. And if it is the

same, but you have to use your own intuition.
REPRESENTATIVE BOUCHER:
Thank vyou.
CHAIRMAN HURLEY:

Does- any other committee member have aquestion? Repre —
sentative Pignalberi is here and I see himwaiting to ask a
question.

\%

REPRESENTATIVE PIGNALBERI:

Thank you for entertaining a question from a non-committee
member, Madam Chairman.

Dave, first | want to echo Representative Boucher®s com—
ments. You deal with a complex topic and no one has ever said,
through the whole time that you"ve bee . there, that the Perman—
ent Fund 1is anything but excellently managed. I think that"s
a real tribute to you and your staff. You don®"t need Legisla—
tors, especially freshmen, to come in and muck things up for
you. And I°m going to ask you a couple of questionsnow and
hopefully 1 won"t do that.
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I"ve always been curious about what to me 1is an apparent
contradiction in the fact that 1inflation proofing, from the

standpoint of public policy, is the first priority. And vyet,
in the distribution of the earnings of the Fund, it really
comes number two because we take the dividends out Ffirst. And

I"m wondering what you would think, or what the board would
think if we were to go ahead and inflation proof first and then
do away with the five year average and pay dividends only out
of the money that is left over after inflation proofing, because
that, to get back to a basic Hammond concept, lets the people
know how the Fund did that particular year, and 1it"s not
distorted by the earnings or losses from the over five years.
I know you must have considered that before and | wondered if
you would share your thoughts with us.

DAVE ROSE:

Yes. There are a couple of questions within that question.
First is the question of priority. Certainly from the parochial
viewpoint of the Fund the change 1in priority would probably be
desirable in the sense that we would meet our obligations of
protecting the Fund through inflation proofing. And what that
also does, you see, 1is meets the needs of the Fund and the
Trustees and so that from the Trustees consideration, beyond
the point of inflation proofing, i.e., the expenditure of
earnings, 1is really none of their concern. They only are con-—
cerned about earnings as long as inflation proofing is involved.

Now., with respect to the elimination of the five year
income averaging, that 1is 1in there for a particular reason and
the reason that it 1is there--well there are several. Number
one, for whatever, the earnings are used, whether it 1is dividends
or sometime down the road for the operation of state government,
or whatever, if those earnings each year are sensitive to market,
in other words? if we earn a lot of money and we can meet
inflation, proofing and there 1is some left over we will have
money to pay out. If we have little money, there 1is nothing
left. What happens 1is, you have a market |like this, and in
good years everybody gets a payroll and in bad years everybody
is in the pits. The purpose of the five year 1income averaging
set up was so that even if in one year you had zero earnings,
you would still not affect the amount of money being paid out
any more than 20 percent, because you would then have four
years of positive earnings divided by the five year average.
And even if the fifth year was zero, it°s only 20 percent
different. So the 1idea was whatever that income 1is used for,
whether 1it"s for state government or dividends or whatever,
rather than have a market fluctuation like this, because 1it"s
not only good performance or bad performance, it"s also mari.ut
performance. That what you would attempt to do 1is have a
modular rather than a peak and valley. That"s the Ffirst thing
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it does. So the income averaging is 1important if you want
a steady stream of payments at roughly the same amount of money,
it's 1important for that purpose. It"s probably also important
from a managerial standpoint because there are managers, people
in my position, who may wish to hit homeruns and who may wish
to look very, very good on a short range basis--gee, this guy
gets continually high earnings. 3ut what happens is, you find
a manager making short term decisions to look good, as most
corporate industry does today, and then three or four or five
years down the road because nobody has done the wise long
planning that"s needed, these corporations fall apart. So you
don"t want to have somebody reacting or having the ability to
react to hitting home vruns 1in any one year or two, to make
themselves look good, to the detriment of the Fund. For example,

today we have substantial earnings on paper. Now, | could say,
boy, would you give me a pay increase if | go out and I sell
this, and | return a huge 1increase and look good. Well, that

might be good for the manager of the day, but it might not be
good for the Fund because if 1 sell off things that are very
well 1invested today, they might even increase in value and be
better tomorrow. So I think those are the two important
ingredients 1in answer to your second question.

I think from an economic standpoint and a managerial
standpoint, you probably want to Kkeep the 1income averaging.

e e REPRESENTATIVE PIGNALBERI » e e T
Maybe not the dividend but the 1income averaging. Thank
you, Madam Chairman. e

CHAIRMAN HURLEY:

Does anyone else have a question? I have one. Do you
have any real estate in Alaska?

DAVE ROSE:

At this point we have a commitment to involve ourselves in
the long term Ffinancing for Cottonwood Mall at Was ilia. That
transaction has not yet closed. We had expected that it would
close by now, it has not yet. That 1is the only commercial real
estate we have in Alaska. We do have a home mortgage program
where we make loans from single family to four-plex. It must
be owner-occupied. It's at floating rates. We have an $80
million availability commitment; $40 million of that has been
taken. But again, that"s a market rate program which competes
with Alaska Housing Finance Corporation, which 1is a subsidized
rate program. So generally, we do not have too many people

taking that program unless they are buying very expensive homes
or they like and find attractive the Tfloating rate as opposed
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to the fixed rate. Also, AHFC has about a 16-year term, roughly,
and we allow a 30-year term. So we have a little bit more flex—
ibility. But anytime you have a market program as opposed to a
subsidized program, obviously we, as financiers and anyone else
would take the subsidized program.

CHAITRMAN HURLEY:

Anyone else? I sure do appreciate your... 1 hope that you
will give us a copy of your testimony 1if you have it.

DAVE ROSE:

I do have some charts and illustrations that you may find
interesting. Certainly when you get to questions about specifics
in any of the .legislation, Jim Kelly or myself are prepared to
give you the dollar 1impacts, both on the Fund and on an annual
basis.

CHAIRMAN HURLEY:.

We would like to have you here when we get it. We do have
four bills but we do not... Representative Boucher?

REPRESENTATIVE BOUCHER:

e I" havb a-que®st.ionV5"-You have seen eall "of the bills that have
been introduced, have you not?

"DAVE- ROSE:" = V - * "

Oh, yes.

REPRESENTATIVE BOUCHER:

mThat relate to the Permanent Fund.

DAVE ROSE:

Many times.

REPRESENTATIVE BOUCHER:

What do you think of them? [Laughter] That"s really what
this is all about. Maybe I asked pointed questions, and if
you don"t want to answer that, fine, don"t.

CHAIRMAN HURLEY:

Why don"t you ask specifically instead of all of thenm.
Why don"t you say...
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REPRESENTATIVE BOUCHER:

Well, 1is there a good one? 1"m looking through there to
see which one 1is good, you know.

DAVE ROSE:

Well, what we would, I think, prefer to do on the bills is
to tell you the advantages and disadvantages of the bills and
let you draw your ownconclusions. We are prepared, whenever

you want to get into that, to very dispassionately tell you
these are the very plus parts of the bill and the very negative
sides. We see plus things in all bills, incidentally. There
are also some negatives.

Madam Chairman, we are at vyour disposal at any time.
CHAIRMAN HURLEY:

We don"t want you to leave yet. We need to have a look

at these bills in order to comply with the five-day rule.
That doesn"t mean that we are going to be discussing them
necessarily in depth, but | think we should ask some questions
about this or else we are going to have to reassign them and
not discuss them for five days. So 1 thought that since they
are. .. Am i,not correct?

REPRESENTATIVE CATO:

We can make mention of them without actually discussing
them in detail, merely that we have brought bill 71 before the
committee on this date and we will take it up at a later time.
Then you will not have to republish.

CHAIRMAN HURLEY:

Okay. Mr. Miller told me otherwise so | bow to you. You
are more experienced.

REPRESENTATIVE CATO:
Oh. He may be correct.
REPRESENTATIVE JENKINS:

Madam Chairman? Mr. Rose, a follow-up from Mr. Boucher,

but a little more 1important in terms of timing. These bills
that we have in front of us were indeed prefiled and drafted
prior to the last two or three weeks. The 1information of the

last two or three weeks, | assure you from a responsible, hope—
fully, member of this committee and member of this legislature,
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give us some very sobering viewpoints of the world and the way

our revenue projection 1is. And obviously, as you indicate,
there are some good things, there are some pluses in each of
these and some minuses 1in others. In view of the last two or

three weeks and the possible projections and information,
obviously, we are going to know better, can you reflect on
that?

DAVE ROSE:

Well, one of the major questions that you have with all of
these bills 1is whether or not you want to create a system where—
by you dedicate additional monies, i.e., take the money off the
table so that it is never considered by the legislature and it
flows automatically into the fund on one hand. Or, the option
of not changing the dedicated stream of money but making flat
appropriations as was done in 1980 and 1981. One obviously
takes money off the table so there 1is no competition for it, it
is gone before anyone sees it in the Legislature. The other
is to have to compete and compare with priorities. That makes
it very difficult. So that"s clearly one of the options. The
overall question, of course, is still spending versus saving.
And the hard decision, ultimately, which the Legislature has to
make is if you want to pay for the programs that you are going
to have 1in the future, where are you going to get the resources
to do it, and should we take steps now to preserve the ability

to pay 1in the future. But regardless of the substance of the
vote, the hard, decision 1is do you want to save now or spend
now. It is really no more complex than that. It really isn"t.

CHAIRMAN HURLEY:

Since we do have about a half an hour Ileft, would it be
possible, for you to just look at each bill and give us a little
of the advantages and disadvantages, and that would take care
of any kind of notice about having had the bills on the table,
and maybe save you from having to come over. And we will have
Mr. Kelly come in next time.

DAVE ROSE:
We would be pleased to. Let me ask Jim if he would pull

his chair up because Jim has thelicense to interrupt and grab
me by the throat anytime | make amisstatement here.

CHAIRMAN HURLEY:

Well, the first bill that we had 1is House Bill 9. One of
our committee members 1is a co-sponsor: Szymanski, Clocksin,
Pourchot, and Navarre.
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REPRESENTATIVE CATO:
Madam Chairman?
CHAIRMAN HURLEY:
Yes?

REPRESENTATIVE CATO:

In noticing House Bill 9 and House Bill 32 and reading
them over, they seem to have a great deal of similarity. I was
wondering if we could combine the two bills for their discussion
and our discussion and very possibly looking at them in the
situation of possibly combining the two bills and the best and
pertinent points of each -- taking them both up at the same
time is what 1 am saying.

CHAIRMAN HURLEY:

Yes. When | read them through, what Marrou®s bill does is
take the law and amend it with specific amendments. And what
the other bill is, 1is they have repealed it and reenacted it.
So they are very similar, but not altogether. Let"s look at 9
first and then 32.

eeee oo DAVE ROSE: -V ‘L. i

Okay. House Bill 9, under section 2, has the effect of
increasing the dedicated amount of revenues that flow into the
Fund. Currently, 25 percent of the described revenues for
fields before 1980... I."m sorry. The percentage is 25 percent
for all fields before 1980 and 50 percent for all fields after
1979. What this bill would do would make 1t 50 percent across

the board. That doesn"t.mean then, of course, that you have a
doubling- of the contribution rate, since we already receive 50
percent of development after 1979. So the first thing that

should be clear in your minds 1is that while you would 1increase
the dedicated amount, you don"t double it, but you do 1increase

it substantially. Because we are already entitled under the
statute to receive 50 percent for everything after Prudhoe Bay
and Kuparuk. What this would do basically 1is include Prudhoe
Bay and Kuparuk. This has the effect then of increasing the
income flow to the Fund automatically, from Department of
Natural Resources to the Permanent Fund. The 1impact, and |
will give you a few years numbers. Starting with fiscal year

76 is $360 million more; the next year $345.4 million; three
years hence is $328.0 million; the fourth year $313.8 million;

and in the fifth year $296.9 million. Now this, then, is addi—
tional money not now received by the Fund that would automatic—
ally flow without appropriation or anything else. It is a
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pure dedication. The effective costs over time, if you compare
the Fund by the year 2000 wunder this scheme as towhatyou
would have wunder the status quo, || think the figure is about

$6 billion more, $7... $6.8 billion more in the Fund. So over
the next fifteen years until the year 2000, the Fund wouldgrow
more, at a larger rate, by that figure.

Let"s take a look at what the bill will do. It will make

the Fund larger, thereforeit will increase the dividend
payments. It will increase the amount of money withheld for
inflation proofing each year. And itwill, based on our pro—

jections, affect the undistributed income account in the infla—
tion proofing area where the availability of that money would
be drawn down a year earlier. The most 1immediate impact of
this bill in terms of your budget deliberations this ye?.r--
remember 1 said in "86 you would take $360.0 million 1into the
Fund--that is $-360 million off the table for the fiscal year,
the budget year that you are now considering. So that if you
have an effective date immediately it means that you are short
$360 million in addition to other shortages for this fiscal
year. And you must be aware.., and I"m not making a value judg-—
ment on that but you should be very clear that that®"s what you
are doing to yourselves. If the effective date were not immed—
iately and it was a year hence, beyond your budget consideration,
that might be an alternativethat youmight wish to consider.
But it will take$360 million off of the table. And that is
not-vintended .. to -be-.-negative, just dispassionately direct.

Jim, 1is there any other impact on 9 that | haven"t covered?

JIM KELLY:

No, but there was one alternative also that you didn"t
mention and that was the... not increasing the contribution to
50 percent. . If the numbers, the revenue that you have to take

off the table seem too. large, you. could consider reducing the
contribution from 50 percent to something higher than 25 percent,
but less than 50.

DAVE ROSE:

One thing we would urge there, 1is that since everything
post 1979 is currently 50 percent and everything pre 1980 is 25
percent, that if there 1is any consideration of adjusting the
rates, you don"t adjust the post 1979, vyou only deal with
Prudhoe and Kuparuk.

CHAIRMAN HURLEY:

Representative Cato?
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REPRESENTATIVE CATO:

Madam Chairman, in other words what we would be doing in
this bill 1is going back and picking up past monies spent. We
have spent the revenue from Kuparuk and Prudhoe. I don®"t think
you get what 1 want. I"m not saying it as well as | probably
could. What 1 am saying 1is that inasmuch as we already get 50
percent from everything since Kuparuk and Prudhoe, so what we
would be doing 1is backtracking and picking up what could have
been picked wup at that time, had it been at 50 percent.

DAVE ROSE:

Well, except that it would not be a retroactive bill, so

it would kick in immediately.

REPRESENTATIVE CATO:

In other words, just exactly what you said. It would be
taking current... Well, to me it would be paying... currently
out of our pocket for something we have already spent.

DAVE ROSE:

No, I°m not sure that"s a correct interpretation. What it
is really saying is now you depend on getting 75 percent of the
money- from- Kuparuk- and Prudhoe.- - And what this bill would do,

it would only give you 50 percent. So you would have to adjust
this year®"s revenue this direction.

REPRESENTATIVE BOUCHER:

Madam Chairman?

CHAIRMAN HURLEY »

Yes, Mr. Boucher.

REPRESENTATIVE BOUCHER:

As you invest 1in this, when we are downsiding on the oil
and inflation is down, does not the Permanent Fund begin to
produce more for wus. We"re taking... to a "mall degree,
turning lemon into lemonade, so to speak? In other words, if
we put this in and the oil prices continued to slide, would

there be one point 1in time that we were actually hoping that
the oil prices flattened out?

DAVID ROSE:

Oh, 1 would think so. But we would 1look.., Tfor example,
under this bill, were it to go in at the level proposed, the
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projected net income, for example, 1in the year 2000, 1is some
$2.3 billion per year in the Fund. Jim, 1 don"t have the
current projection, do you...

REPRESENTATIVE BOUCHER:

The net.

DAVID ROSE:

This is net 1income after expenses, but that 1is not very
much. The income is $1.7 billion. See, you go from $1.7 or
$1.8 billion projected now, to$2.35 billion then. So it does
begin to pay very heavy dividends down the line. But it is a
long range decision. The problem is, how much does that hu~t

to make that decision for the immediate year 1in exchange for
the long run.

REPRESENTATIVE BOUCHER:

Excuse me, I1"m really stimulated. Finally 1"ve got some
questions and I1"m a little excited about it. At what point do
we arrive where our money becomes a greater resource than
Prudhoe Bay? Is there such a point? You said it"s the largest
net income producer now. Would there not be a point if we
arrived at that we would be assured of that future? Have |1
asked the right question there?

DAVE ROSE:

Well, you"ve asked the right question, but |1 don"t Kknow
the. answer. .Do you have it?

JIM KELLY:

Pagf 37" of the Revenue Source book, there are some numbers.
Again, I think they are from Vince Wright. They are long-range
revenue projections and they break out the Permanent Fund, the
contributions from the royalties, Prudhoe Bay money essentially,
and it breaks out how much comes from there off into the future.
And if you compare that with our net income, probably somewhere
about ten years from now we"ll end up having more net 1income
from the Permanent Fund than what the oil is producing.

REPRESENTATIVE BOUCHER:

And that becomes an infinite resource, huh? Off of a
finite resource.

CHAIRMAN HURLEY:

Go ahead Representative Jenkins.
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REPRESENTATIVE JENKINS:

Is the [indiscernible] 1in total or just the Prudhoe Bay/
Kuparuk share?

JIM KELLY:

That"s that share, that"s right.

DAVE ROSE:

I think on House Bill 9, that"s probably the gist of our
comments. Now, we do have, not a written analysis, but we do
have projection runs that show the impact of the bill and would
certainly make that available for the record. Maybe not today
but will get it over tomorrow. Do you want to go on to House
Bill 28?

CHAIRMAN HURLEY:

Well, 32, since it 1is simnilar. Similar subject.

DAVE ROSE:

House Bill 32 does a couple of things. It does front load
the Fund 1in the same manner as House Bill 9 does. That 1is
similar. The construction of the verbage 1is different but the
effect is the same... It front loads the Fund to the same degree.
It does, however, in section 2, have a greater payoff of
dividends. So what it does s, while it front loads the Fund,
it also pays out a great deal of money for dividends. The net

effect of this bill by the. year 2000 1is that it increases the
overall value of the Fund by some $1 billion, but it also, of
course, 1increases the payout over time of dividends which |1
have not calculated 1in terms of the sum. So what it means is
the Fund grows under House Bill 32, but also the money in the
pocket of Alaskans grow to the same degree.

Some of the other impacts of the bill 1is that it does
effect inflation proofing negatively because it does retain the
priority payment of dividends Ffirst and inflation proofing
second. Which means that there 1is less money available for
inflation proofing, so while there is a definite positive effect
on dividends, there is a negative effect with respect to
inflation proofing. And our printouts available on this indi—
cate some very substantial shortfalls in the inflation proofing
arena. But the net effect of the bill over time is a positive,
from a parochial sense of 'ie Fund of some $1  billion.



CHATRMAN HURLEY:

Thank vyou. I think that we will just go on to 28 then,
and we will be able to cover these.

DAVE ROSE:

Okay. House Bill 28 does several things. First of all,
it changes the priority of the payout of earnings. That"s the
first thing it does. It switches it from dividends first and
inflation proofing second to inflation proofing first and
dividends second. The second thing it does is it indicates
that the undistributed income account ought to be maintained to
the degree possible at a five percent reserve. So that you

have in your wundistributed 1income account Ffive percent as the
buffer to meet the needs of the future rather than eradicate
that account entirely, for example. The third thing it does is
it strikes a computation immediately and says of your undis—
tributed income account, take five percent, leave that in your

account, and everything else in the undistributed income account

move 1immediately into the coffers of the principal. And the
fourth thing it does is it says that in any succeeding year, if
you exceed TFfivF percent in the undistributed 1income account,

that 1imount of money can flow automatically into the principal.

So what that account basically does is takes a hard look at the
undistributed income account, make the determination that five
percent for- retained earnings- 1is- probably realistic on a cor—
porate basis, and says absorb everything over that five percent
into the coffers- of the Fund.

This bill is interesting by way of subjective analysis in
juxtaposition to the other bills we talked about. Because
House Bill 28 does-move money into the Permanent Fund immediately
and directly into the coffers, without taking money off the
table.- In other words, it is a point for this year where money
can be moved"-.into, the Permanent Fund without having to go
through the appropriation process in terms of competing monies.
When you take this into juxtaposition with House Bill 32, for
example, or even House Bill 9, it may be possible to consider a
different effective date on those bills so that what happens is
you use House Bill 28 immediately to achieve movement of money
into the Fund for this year, but you adopt these other bills
prospect ively with an effective date that doesn"t take money
off the table immediately because you achieve that with 28, and
in some succeeding year when it may be less odious to do it,
you adopt it now. In other words, 9, 32 may be more palatable
in some succeeding year if you have a forward effective date,
whereas 28 might be the thing to do this year 1in terms of some
immediate action to do something from a parochial viewpoint.
That"s why 1 said it is difficult tolook at these bills because
it is a question of timing. Thereis certainly nothing wrong
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with House Bill 9. Perspectively, there®s nothing wrong with
28. Immediately, and put together, they work very well and
they complement each other. That"s the subjectivity... and
that"s Dave Rose talking, not his Trustees.

CHAIRMAN HURLEY:
Representative Jenkins?
REPRESENTATIVE JENKINS:

I"11 accept Dave Rose talking. This act 1is retroactive
to June 30, 1984. Does that mean money that would already...

DAVE ROSE:

Yes. The retroactivity on 32 works sort of interesting on
the numbers. If you took House bill 32 and you have the retro—
activity, it has the effect of us making an immediate computa—
tion on the effective date and transferring... what was that,
Jim... $315.5 million immediately, and approximately $99.4
million at the end of this fiscal year. If you didn"t have the
retroactivity, strangely enough you would have a transfer of a

greater amount of money. That"s the way the numbers work. The
retroactivity actually 1is less by about $30 million, at least
on our raw calculations. But in any event, if you struck the

five percent balance and you transferred a"l1 of undistributed
income account, that"s what you would be adding to the Fund,
about $415 million.

CHAIRMAN HURLEY:

The other bill is 71 that we had before us. We have since
then received some other bills but we haven®t had the five day
rule so we will have to talk about those Ilater. If you want to
comment briefly.

DAVE ROSE:

Yes. On House Bill 71, of course, this was introduced at
the request of the Governor and it provides a $500 million
appropriation which 1is open-ended. This bill 1is, of course,

almost identical, not quite, but it would work the same way.
ldentical to the 1980 and the 1981 appropriations which basic—
ally says that you add money to the Fund when it is determined
to be available 1in an excess of General Fund revenues necessary.
The advantage of this bill, 1 think, from a legislative perspec—
tive, 1is a sense that it gives you a great deal of flexibility.
It gives you the flexibility in a sense that... as opposed to
dedication, you don"t take money off the table and lock yourself
in so you never see 1it. You always have a chance to see all
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your revenues. It gi "os you that flexibility. It gives flexi—
bility to the Governor, obviously because he would call the

shots as t* when that money would go in. So it probably is the
most flexible bill both from the Administration and the Legisla—
tive viewpoint. From the parochial Fund viewpoint, it is not

hard cash until it is actually received.
REPRESENTATIVE BOUCHER:

Madam Chairman. Might that not be subject to the variable
who"s governor? You know.

DAVE ROSE:

Well, yes. Except the Permanent Fund would probably hound
the incumbant to death wuntil he got his money. When 1 first
came over to set up the Fund as a separate corporation | went
through the books and, of course, 1 found that $700 million was
due the Fund. So | sent a bill to the Department of Revenue.
I mean, 1 didn"t know any better. And 1 laid out an easy pay—
ment plan. [Laughter] We did obviously, Governor Sheffield
did... while he didn"t quite meet the easy payment plan, he did
pay it entirely. So | guess 1ifyou hound any person enough you
can get it. And, of course, hewas willing to be hounded. So
I think that whatever incumbant you have... Certainly $500
million is still well within Governor Sheffield"s term. If it
was appropriated, I'm sure we could get him to pay it one way
or the other.

CHAIRMAN HURLEY:
Representative Cato.
REPRESENTATIVE CATO:

This doesn®"t have anything to do with the Permanent Fund.
It has to do with Mr. Rose andhis office staff. When 1 met
you in Anchorage sometime not too long ago, or maybe it was a
long time ago, you said that you havebeen relegated to the
basement of the capitol building, are your quarters somewhat
nicer now?

DAVE ROSE:
No, no. That wasn"t quite true. That was in a different
context.

REPRESENTATIVE CATO:

Yes. We were... I was just asking where your quarters
are.
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DAVE ROSE:

We are over in the Goldbelt Building which 1is a three
story modern building on tenth street, which is the same street
that the bridge comes off of. Very modern quarters that we
rent and we have been allowed to set up the organization with
all of the electronic equipment to meet the market needs so
that we are pretty current. We have everything from telephones
which are suDported by batteries so that if the market 1is hot
and the power goes out we are able to react, to Rueters machines
which are by satelite which gives us stock market results, to
tellury by land lines which give us the bond results. It"s a
very modern and efficient operation. It"s really keen.

REPRESENTATIVE CATO:

Great. I would have hated to find you in the corner of
the print shop.

CHAIRMAN HURLEY:
. want to thank vyou, Mr. Rose, for your very excellent

presentation. It's been informative for all of us. And 1it's
been a very good meeting. I can"t believe an hour and a half

went by so quickly.
DAVE ROSE:
Thank ycu for asking us and it 1is our pleasure any time.
CHAIRMAN HURLEY:

We will be calling you because we do need to take up these
bills and the issue soon.

DAVE ROSE:

We will submit for the record what littlewritten analysis
we have so that you have the benefit of it.

CHATRMAN HURLEY:

I think we have quite a bit of it in our folders that "fyim
has taken care of.

The Committee will not meet tomorrow or Monday. Our next
meeting will be Tuesday. That"s right--Saturday for the public
hearing. 2 PM here. I"m sorry, thank you. The meeting is

adjourned at 4:30 PM.
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Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

MEMORANDUM

DATE:

T0:

FROM:

SUBJECT:

January 25, 1985
Trustees
Jim KellMs*ReseaHlsh & Liaison Officer

1985 Legislation

This is to inform you of the status of legislation pending in the
First Session of the 14th Alaska State Legislature which, if passed,
would directly affect the Alaska Permanent Fund. To date, there have
been six such bills introduced in the House and two in the Senate. A
brief description of the bills follows.

Attached a.s copies of the bills, as well as financial projections,
prepared by Alaska Permanent Fund Corporation staff, which illustrate
the impact of the proposed legislation.

House Bill No. 9 by Rep. Szymanski: This bill would increase the
current statute dedication to a 50% contribution rate. It would
increase Permanent Fund dedicated State revenues by $360 million
in FY 86, $345.4 million in FY 87, etc. By the year 2000, the
Permanent Fund principal would be $6.6 billion higher, and the
annual net income $561 million more, than under the status quo.
This bill would also have the effect of causing a shortfall in
inflation-proofing in FY 95 (one year earlier than under the
status quo), increasing the size of the dividends, and increasing
the amount of the annual net income. The bill has an immediate
effective date.

House Bill No. 28 by Rep. Duncan: This bill does four things:

* Changes the priority of use of Fund earnings. Currently,
dividends are paid first and inflation-proofing second.
This revises the order and provides for inflation-proofing
first.



* Provides that the Undistributed Income Account shall equal
not more than 5% of the corpus.

* Amounts 1in the Undistributed Income Account in excess of the
52 reserve are transferred to the corpus each year.

* The bill is retroactive to FY 84 and transfers all surplus
over the 52 level on June 30, 1984 to the corpus. Transfers
to the corpus would amount to $315.5 million for FY 84, and
$99.4 million for FY 85. These are the only two years in
which transfers are projected.

The bill would result in an eventual shortfall in the dividend
fund, expected in FY 90. Thereafter it would have the effect of
decreasing the size of the dividends, and increasing the amount
of the annual net income. By the year 2000, the Permanent Fund
principal would be $1.9 billion higher, and the annual net income
$145.5 million more, than under the status quo.

House Bill No. 32 by Rep. Marrou: This bill would increase the
current statute dedication to a 502 contribution rate, like HB 9,
but it also would increase the amount of transfer to the dividend
fund from 50 to 752. This would result in an increase in the
Fund®s size 1n the year 2000 of $945.2 million over the status
quo, but it also creates an ever-increasing inflation-

proofing shortfall each year after FY 88 . It would immediately
increase the size of the dividend payments and the amount of the
annual net income. The- projected payout to the Permanent Fund
Dividend program for the next 15 years under this bill would be
$12.1 billion, compared to $7.4 billion under the status quo.

House Bill No. 71 by the Rules Committee by Request of the
Governor: This bill would make a special appropriation of $500
million to the Permanent Fund. The timing of the appropriation
would be at the Governor®"s discretion, in a manner virtually
identical to that of the $1.8 billion appropriation made by the
1981 Legislature. The language of this bill is slightly
different from the earlier one, but the net effect v/ould be the
same.

Assuming deposit of the full amount by June 30, 1987, the
Permanent Fund principal, by the year 2000, would be $1.1 billion
higher, and the annual net income $90.2 million more, than under
the status quo.
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House Bill No. 82 by Rep. Martin: This bill would amend the
statutory dedication to the Permanent Fund to include 1002 of the
type of oil revenues normally received by the Fund, if they are
received by the State as a result of a court order or an
out-of-court settlement. The financial impact of this bill has
not yet been determined due to the uncertain nature of the
various oil lawsuits still pending.

House Bill No. 84 by Rep. Pignalberi: This bill would
appropriate the entire Undistributed Income Account to the
principal of the Permanent Fund on July 1, 1985.

Senate Bill No. 24 by Sen. Fischer: This bill, like HB 9, would
increase the current statute dedication to a 502 contribution
rate, and like HB 82, would amend the statutory dedication to
include 1002 of the type of oil revenues normally received by the
Fund, if they are received by the State as a result of a court
order or an out-of-court settlement.

Senate Bill No. 56 by Sen. Ray: This bill amends the longevity
bonus program, and establishes a new annuity program. It affects
the Permanent Fund only in that a provision is included in the
bill which specifically authorizes the Legislature to appropriate
funds from the Undistributed Income Account to fund the new
annuity program. This represents no change from current law as
the Legislature already has the power to appropriate these funds.
The Governor, however, in this year"s budget address "strongly
suggests"” that the Undistributed Income Account be left alone as
he considers that money to be part of the Permanent Fund.

The House bills all have State Affairs and Finance referrals. SB 24
has referrals to State Affairs, Judiciary and Finance; SB 56, State
Affairs and Finance. All bills are still in the committee of first
referral.
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CONSTITUTIONAL AMENDMENT

Section 15. ALASKA PERMANENT FUND. At least twenty-five per cent of all
mineral lease rentals, royalties, royalty share proceeds, federal mineral
revenue sharing payments and bonuses received by the state shall be placed in a
permanent fund, the principal of which shall be used only for those income
producing investments specifically designated by law as eligible for permanent
fund investments. All income from the permanent fund shall be deposited in the

general fund unless otherwise provided by law.



CALCULATIONS USED IN DETERMINING
DIVIDEND PAYMENTS
AND
UNDISTRIBUTED INCOME

UNDISTRIBUTED INCOME ACCOUNT DIVIDEND PAYMENT TO STATE

NET INCOME FOR CURRENT YEAR ON PERMANENT FUND PRINCIPAL NET INCOME FOR CURRENT YEAR

PLUS NET INCOME FOR CURRENT YEAR ON ACCOUNT ADD: NET INCOME PRIOR 4 YEARS
EQUALS: CURRENT YEAR ADDITION TO ACCOUNT DIVIDE: BY 5

PLUS: PRIOR YEAR ACCUMULATION IN ACCOUNT EQUALS: FIVE YEAR INCOME AVERACE
EQUALS: TOTAL IN ACCOUNT DIVIDE: BY 2

LESS: DIVIDENDS AS CALCULATED < EQUALS: DIVIDEND PAYMENT TO STATE

PAID FIRST FROM INTEREST EARNED ON ACCOUNT
PAID SECOND FROM THE ACCOUNT

LESS:  INFLATION PROOFING

EQUALS: BALANCE IN ACCOUNT



ALASKA PERMANENT FUND
MATURITY OF FIXED INCOME HOLDINGS

AS OF NOVEMBER 15, 1984

MATURITY PERCENT
0 -4 YEARS 53.1
4 -10 YEARS 38.3

10+ YEARS 8.6

Average life to maturity of portfolio - 6 years, 2 months



ALASKA PERMANENT

December

Cash

Marketable Securities, at market:

Repurchase Agreements
SFS Treasury Obligations
UST 8111s

Certificates of Deposit
U. S. Notes | Bonds
Corporate Bonds

Stock

Total Marketable Securities

Contributions/Interest Reeelvable

Other Investments, at cost:

Loans and Mortgages
Alaska Certificates of Deposit
Real Estate Equity

CORPORATION

Funds

198V

2A
30
92
25

27

5 4

$5,894,

151

A3
102
5A

S6 ,2th

AMOUNT

350,000

,100,000

,110,000
,A58,000
,289,000
5,179,
,959,000

313,000

08 ooo

142,000

,505,000

,033 ,000

,500,000
.2S80.000

,730 .000

A Y 1ELD
9.72
A 8. A6
5 9.09
1.5 9.21
A 10.25
82.9 11.61
5 10.90
3.2 A.A9
9A _A 10.92
2. A
7 1A .10
1.6 11.09
9 7.78

100.0 10. 91



N MILLIONS

ALASKA PERMANENT FUND CORPORATION
TOTAL ASSETS

FISCAL YEARS



ALASKA PERMANENT FUND CORPORATION

NET INCOME
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PERCENTAGE RATE
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N MILLIONS

ALASKA PERMANENT FUND CORPORATION
SOURCE OF ASSETS SINCE INCEPTION

Appropriations
— Dedicate.cl State Revenue
Inflation Proofing

~82.400(44%) || || Reserves

JUNE 30, 1984



ALASKA PERMANENT FUND CORPORATION
INVESTMENT ASSET ALLOCATIOﬂ-

Fixed Income
Stru.k InduX Fund

Active Stock Management
(75%) -

|| || Real Estate

fm v (10%)

N)
--(1>%)

N 1>V

OCTOBER 31, 1984
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ALASKA PERMANENT FUND CORPORATION

STATEHENT OF PORTFOLIO ASSETS,

DECEMBER

ASSETS

Cash

Receivables and prepaid expense

Investnents:
Marketable debt securities -
Repurchase agreements
Short-term Issues

Intermediate and Jlong-ternm issues

Total marketable debt securities

Preferred 1 common stock, net of
valuation allowance

Real estate equity pools

Participating real estate mortgages

Conventional mortgages

A-laska certificates of deposit

Total Investments

Property and equipment, net of

accumulated depreciation

Total assets

LIABILITIES

Accounts payable

EQUITY

Contributed equity

Reserve for inflation and dividends

Total equity

Total liabilities & equity

85

12

1.00

86

14

H)O0

1.00

LIABILITIES AND FUND EQUITY

AMOUNT

$ 350,000

151,797,000

24,100,000
147,525,000
5,165,636.000
5,337,261,000
503,811,000
46,250,000
8,000,000

43 ,033 ,000

102 ,500.000

6,040,855,000

150,000

$ 6,193 ,152.000

j 406,000

5,329,063,000

863,683.000

6,192,746,000

$ 6,193,152.000



Current Month

Balance, November 30, 1984

Net Income from operations
Dedicated state revenues
Provision for 1985 dividends

Provision for 1985 inflation

prooflng

Allowance for unrealized loss

on preferred and common stock

Provision for future Inflation
and dividends
Balance, December 31, 1984

Year-to-Date
Balance, June 30," 1984
Net Income from operations
Dedicated stats revenues
Citizen Contribution
Provision for 1985 dividends
Inflation

Provision for 1985

Allowance for unreollzed loss

on preferred & common stock

Provision for future inflation
and dividends
Balance, December 31, 1984

ALASKA PERMANENT FUNO CORPORATION

STATEMENT OF CHANCES
DECEMBER 31,

IN FUNO ECUITY
1984

Reserve for

Contributed Inflation and

Total Eoulty Dividends

S 5,908,005,000 $ 5,099,192,000 5809,184,000
54,499,000
229,871,000 229,871,000

18,084,000

17,256,000

371,000

19,159,000

5 6,192,746,000 S 5,329,063,000 5863,683,000 S

5-5,374-,820,000 $ 4,838,344,000 5557,347,000 5
306,336,000
490,718,000 490,718,000

1,000 1,000

106,459,000

110,047,000

20,871,000

89,830,000

$ 6,192,746,000 5 5,329,063,000 5863,683,000 $

Unrealized

Loss on Undistributed
Stock Income
(371,000)

$ 54,499,000
(18.084.000)
(17.256.000)
371,000
(19.159.000)
5
(20,871,000)
$306,336,000
(106.459.000)
(110.047.000)
20,871,000

(80,330,000)



ALASKA PERMANENT FUND CORPORATION
STATEHENT OF CHANCES IN CONDITION

(contlnued)

CURRENT MONTH
SUMHARY OF CHANCES
(Docrease)/1lncrease 1In cash S (389,000)

Decrease 1In repurchase
agreements (52,100,000)

Net Change In Funds S (52,489,000)

S

YEAR-TO-DATE

91,000

(100,500,000)

(100.409,000)



AUSKA PERMANENT FUND CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 1990

ENTITY

The Constitution of the State of Alaska was amended by public referendum in 197G
to provide for the dedication of certain natural resource revenues to the
Permanent Fund. The principal of the Permanent Fund 1s Invested In perpetuity.
In 1980, the State Legislature created-the Alaska Permanent Fund Corporation
(the "Corporation™), a public corporation separata from tho agencies of State
government and governed by a Board of Trustees, (the "Trustees"), to manage the
Investments of the Permanent Fund. In 1982, the Legislature amended the law to
provide that a portion of tho annual earnings would he made available to the
State for the payment of dividends and that a portion would be contributed to
the principal of the Permanent Fund sufficient to offset the impact of
inflation. The balance was to be retained by the Corporation in an
undistributed income account.

SIGNIFICANT ACCOUNTING POLICIES

Contributions w - *

Contributions by operation of statute are recorded when they become due from the
State, 1i.e., when certain revenues are received by the State Department of
Natural Resources.

Contributions by appropriation are recorded when they are received.

Depredation -

Furniture and equipment ara depreciated on a straight-1"ne basis over a three
year useful life. Other property is depreciated on a straight-line basis over a
five year useful life.

Dividend appropriations -

Currant law directs that one-half of a five year moving average of the net
income of the Corporation be made available for the payment of dividends each
year.

Funds -

For purposes of the Statement of Changes in Financial Position, the term "Funds"
has been defined as cash and repurchase agreements.



MARKETABLE DEBT SECURITIES

The estimated market values of debt securities at December 31, 198*1- are as

follows:
AMOUNT YIELD
Repurchase Agreements $ 24,100,000 8.46*
Short Term Issues 1*7,857,000 9.36%*
Intermediate and Long
Term Issues 5.207,277.000 11.61*
$5,379,23*.000 11.53*

All of tho Corporation®s Investment securities are held by commercial lending
Institutions pursuant to custodial agreements.

COMMON STOCK *

At December 31, 198*, the investment In preferred and common stock was valued at
cost, which was less than the aggregate market value of $514,908,000 on that
date. The dividend yield on preferred and common stock amounted to 4.49

percent.

REAL ESTATE EQUITY POOLS

At December 31, 1984, the investment In real estate equity pools was valued at
market, which approximates cost. Future adjustments to market value will be
based upon Independent appraisals of the properties which constitute the pools.

PARTICIPATING REAL ESTATE MORTGAGES

The Investment 1n participating real estate mortgages conveys an undivided
interest in real property acquired in connection rrith a loan mado on and
collateralized by cortain real estate. At December 31, 1984 the investment was
valued at market, which approximates cost. Future adjustments to market value
will be determined by the combined total of (1) an annual appraisal of the real
property, and (ii) the difference between the present value of the mortgage and
the outstanding principal balance of the note. Terms of the mortgage note
provide for Interest at 10.5 percent per annum. In addition, the Corporation
will participate to the extent of its percentage of ownership in future net cash
flow derived from leasing the property. The total amountofinterest and net
cash flow each year is limited to the maximum rate forinterestallowed under
applicable State of Toxas or federal law.

CONTRIBUTED EQUITY

The principal balance of the Alaska Permanent Fund at December 31, 1984 was
composed of the following elements:

Dedicated state revenues $ 2,246,936,000
Appropriations from the State 2,700,000,000
Provision for inflation 382,127,000

$ 5,329,063,000

-e-



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-16-323

MEMORANDUM
DATE: January 17, 1985
TO: Recipients of December 1984 Financial Statements

FROM: David A.. Rose - - -
. Executive Director

SUBJECT: Report Highlights

This report indicates that the Fund"s total assets approximate $6.2
billion as of the close of the calendar year.

The increase during the month of December is primarily attributable to:
a capital contribution in the amount of $200,000,000, deposited by
Governor Sheffield in final satisfaction of the special $1.8 billion
appropriation made.by-the.Legislature in 1981; receipt of dedicated
state revenues in the amount of $29,871,000; and net income from op—
erations of $54,499,000.

n

During the first half of the fiscal year, the Fund posted net income of
$306,335,000. .Operating- expenses totalled less than one-half of one
percent of gross revenues.

mA comparison of markets Z1"" e >r7cies held at the end of December,
.." -valued..in. terms of bgth o .- * market,, reflects unrealized gains as
follows:

Unrealized
Cost Market Gains

Marketable debt
securities $5,337,261,000 $5,379,234,000 $41,973,000

Common stock 503,811,000 514,908,000 11,097,000



ALASKAN INVESTMENTS
DECEMBER 31, 1984

COMMITTED DISBURSED
Home Mortgages $ 80,000,000 $ 43,033,000
Alaskan Bank Deposits 200,000,000 102,500,000
Corporate Bonds 23,500,000 23,500,000
Real Estate 10,000,000 -Q-
Te" ™ "e.mmm $ 313,500,000 S 169,033,000
As a percentage
of.the Fund ($6,,2B) 5-06% 2-73%

" «««BANK"CERTIFICATES OF DEPOSIT - FULLY COLLATERALIZED

ALASKA MUTUAL $35,000,000

ALASKA PACIFIC 13,000,000
FIRST FEDERAL BANK OF ALASKA" 30,000,000
FIRST INTERSTATE BANK OF. ALASKA 4,500,000
FIRST NATIONAL BANK OF FAIRBANKS 14,000,000
UNITED BANK ALASKA 6,000,000

$ 102,500,000



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 90-/465-2037 TLX 099-46-323

MEMORANDUM

DATE:

TO:

FROM:

SUBJECT:

January 9, 1985

Representative Jim Duncan
Alaska State~">sj~rnen

David A. Rose, Executive Director
Alaska Permanent Fund Corporation

Fiscal Note on Proposed Legislation

This supercedes my memoranda of January 4, 1985 on the same
subject.

Attached please find two computer runs which reflect the
impact of transfers of earnings from the Undistributed
Income Account to the corpus of the Fund.

The first run (Sheet Number One) indicates that the
transfer as of the end of FY84 will be $315,500,000. This
will raise the corpus amount from 54,838,300,000 to
$5,153,800,000. The balance in the Undistributed Income
Account will be 5% of the $4,838,300,000 level which is
$241,915,000.

At the end of FY85 there will be another transfer, assuming
our earnings projection for the year is realized. The
corpus balance at the end of FY85 will be $6,056,000,000.
To this will be added another transfer of $99,400,000.

This will raise the corpus to $6,155,400,000. The balance
in the Undistributed Income Account will be 5% of the
$6,056,000,000 Ilevel which is $302,800,000.

FY84 and FY85 are the only two years in which transfers are
projected. You will note that the reserve (Undistributed
Income Account) 1is drawn down in the succeeding five years
and runs out in 1990.

Sheet Number Two 1is identical to Sheet Number One but it
goes further in that a column titled "Dividend Shortfall”



-Page 2
January 9,

1985

is added, This depicts FY90 as the critical year in which
dividend shortfalls occur and sets forth the amounts of
shortfall during the following decade. Note, however, that
even with this shortfall, the amounts available for
dividends climb from $305,700,000 in FY91 to $637,000,000
in FY2000.

We have also reviewed the impact of the legislative
proposal on the Corporation operating budget. Since total
funds are invested, safeguarded, accounted for and audited
— regardless of whether in corpus or in an undistributed
earnings account -- there is no effect on the operating
budget.

If you require additional information or better clarity of
explanation, please do not hesitate to contact me.

DAR:bm



FRINCIPAL: ACTUAL 1 FROEC

ALASKA

@in viiiiions)

Dedicated

Begiming Apro- State
FI Balance priationsRevenues™ Proofing Transfer Balance

A4
138.5
483.2

1,768.5
2,990.0
4,021.2

5,153.8

6,15.4
6,906.2
7,6%6.6
8,55.8
9,40.8
a 10,361.1
@ 1,359
®B 12,30.0
A 13,42.6
% 14,640.9
% 15,822.9
97 17,140.0
%8 18,476.0
P 19,883.7
0 21,38.5

SBRIY & RBVBIRBI A

* Source: Alaska Department of Reverue

90.0
80.0
400.0
30.0

30.0

A4

#.1
3.4
3*H.1
40.5
1.0
6.2

3.1

I
#5.3
36.6
1.7
3.8
A6
A8
338.9
319.6
A1
6.9
20.2
22
25.8
3.2

w

2.2
150.9

241

30.9
46.1
4.6
33.3
6.5
642.2
1.3
7337
88.7
897.9
9/0.2
1,045.8
1,15.5
1,209.0
1.2%6.7

<< Chepter 81, SLA 1982, Sec. 15(H)

ASDXPTICKS: 3V CASE FORECAST - 2d Qtr FIS

3155

D4

25V Pre-1S80 Contribution Rate

5V Post-1979 Contribution Rate

4.2V Inflation FY&

10.8V Retum FIS%
6/ Average Inflation FY86-FYC0

9 Average Retum FY86-FYO0
5/ Resenve Factor

PERMAHEST

FGSD CORFORATIOS

FINANCIAL PROJECTION'S AS OF

Ondistrib.
Inflation Incoce  Ending

A4
138.5
483.2

1,768.5
2,99.0
4,021.2
5,153.8

6,155.4

6,906.2

7,6%6.6

8,55.8

9,420.8
10,361.1
1,345.9
12,390.0
13,492.6
14,640.9
15,862.9
17,140.0
18,476.0
19,883.7
21.38.5
2,98.4

Net

16
8.0
24
140.9
8.4
4711
5295

618.1

7.4
6.7
247
™1
&7.3
7.9
1,0%.6
1,10.4
1,28.7
1,32.3
1,441.5
1,56.7
1,6/5.5
1,801.5
1,98.7

Distributions

Inflation

231.2
150.9

241

30.9
451
4.6
533
5%6.5
o422
1.3
763.7
88.7
807.9
9/M0.2
1,045.8
1,155
1,20.0
1,2%6.7

11 9/65

1.8
21.5
7.1
107.9
175.0

237

285
2871.5
329
304
319.2
6.7
353
356.7
40.0
4344
471.3
9.9
0.0
2.5
637 .0

@in tillios)

13
6.6
ns
21.5
711
1.5

State Ondistrib.
Gereral

Resenes

Incoce Trans.  Add
Incoce  Proofing Dividends Fund  Transfer Adj.™  (Ceiete) Balance

315.5

D4

5
14
8.5

.0
4.1

B.7
1.1

( &5 1100

(1.9
60.9

(20
( 8.0
( 0.9
( BO

( 3849

8.7
238
3.8
241.9

r.8

20.8
187.8
17.0

B4

Total

%.0
140.5
2.9

1,874.6
3,301.7
4,53.0
5,530.8

6,671.9

7,415.5

8,162.0

8,9%.7

9,7%8.6
10,680.3
11,651.6
12,753
13,850.3
15,040.9
16,297.3
17,611.3
18,985.9
2,433.7
21,%1.0
23,5454

SHEET NUMBER QNF

Ll

OBV YN PYLRLYLLXARIB H REPPRISXRA



ALASSA P8H SS1T FOND CORPORAIIOK

—  PRINCIPAL: ACTOAL & PROJECTED. - - v i cee i ce e ieeeieeeeeemeeeaes

(in trillions)

Dedicatee Ondistrib.
Bgiming Apro- State Inflation Inccre

tBalance priationsRevenues* Proofing Transfer
?’ A4

9 K4 8.1

) 185 @< 3

1 B2 a0 3b1 2
11,785 80.0 (@5

1290 (M0 @@o =2

1 (022 300 3I62 1909 3155
551588 30.0 3Bl 2041 2.4
5 6,1%.< P9 3.9

7 6,96.2 3GB3 >H1

j 7,6%.6 6.6 6

1 8558 Xl.7 583

1 9,038 W8 565
110,311 326 6(2.2
211,369 328 1.3
312,30.0 3B9 TRB.7
(13,6 396 887

1 14,6009 A1 &9

: 15,8829 369 90.2

7 17,10.0 20.2 1,045.8

: 18,416.0 2.2 1,155
319,88.7 26.8 1,20.0
J21,38.5 3.2 1,2%%6.7

J Source: Alaska Departoent of Revenue
" Chepter 81, 9A 1982, Sc. 15(b)

ASSUVPTIONS:  30* CASE FORECAST - 2nd Qtr FY&5

5~ Pre-1980 Contribution Rate
5 Post-1979 Contribution Rate
(20" Inflation FI
10.80* Retum FIS
6 Average Inflation FY86-FYQ0
9 Average Retum FY86-FYQ0
5 Resene Factor

FINANCIAL PROJECTIONS AS Or 11 /%5

Ending
Balance

A4
138.5
433.2

1,788.5
2.99.0
4,021.2
5,153.8

6,1%5.4

6,906.2

7,6%.6

8,55.8

9,420.8
10.361.1
11.345.9
12,3%0.0
13,49.6
14.640.9
15,32.9
17,140.0
18,(75.0
19,883.7
21,38.5
22,98.4

Net
Incooe

18
8.0
2.(
140.9
384
4.1
59.5

618.1

7.4
6.7
247
™1
8&7.3
%79
1.0%.6
1,10.4
1,228.7
1,323
1,441.5
1,567
1,6/5.5
1,801.5
1,98.7

Distributions

Inflation

2312
150.9

241

30.9
4%.1
4.6
53.3

18
21.5
7.1
107.9
175.0

237

3.5
281.6
312.9
3. (

ISCKE: ACTUAL 1 PROJECTED

Dividend

Total

Balance Sortfall Assts!

(in ciilior.s)
Resenves
State Ondistrib.
Gereral  Incore Tras. Ad:
Proofing Divided "Fud Transfer Adj.*1 (Celete!
13 5
6.6 14
118 8.5
215 %0 5.7 3.7
71.1 4.1 18.1 238
1.5 (&5 100 X338
315.5 (1m9 249
P4 609 318
( 20 208
( 80 1.8
( M8 170
( B6 34
( 389

5%.5
642.2
1.3
763.7
828.7
807.9
910.2
1,045.8
1,155
1,209.0
1,2%6.7

36.7
3%6.3
356.7
400.0
4A.4
471.3
9.9
.0
2.5
637.0

«

SHFFT NUMBER TWO

4.1
RB.7
101.8
110.9
1211
133.2

1.7

173.4
188.2
2.8

.
105
5p.?

1,874.8
3,301/
4,58.t
5,50.5

6,671.9

7,415.5

8,162.C

8,9%6.7

9,7%8.6
10,680.3
1,651.5
12,753
13,8%0,3
15,040.3
16,297.3
17,611.3
18,985.3
20,433/
2,%1.f
23,45.4



54.4
138.5
3.2

1,768.5

2,99.0

o2.2

(883

5,721.2
5,(52.3
7,255
8,015.8
8,89.2
9,753.0
P 10,738.<
B 11,745.1
S 12,310.1
$ 13,917.5
% 15,006.1
07 15,2(7.1
9: 17,38.7
P 1¢.35.0
019,726

R8VRBYER R KIIRBIA

* Source: Alaska Departoent of Revere

FRINCIPAL: ACTUAL i PROJECTED

90.0
30.0
(.0
0.0

30.0

ALASKA

(in aillions)

Dedicated

54.4

8.1
34.4
3.1
@5
.0
3%6.2

3.1

3.9
36.3
.6
.7
3.8
3.6
3.8
38.9
319.6
4.1
38B.S
20.2
22
253
23.2

3
2

2312
150.9

20.3

35.2
A7 9
1.7
5p.7
4.0
607.3
664.9
75.1
787 8
845
8(4.1
8L.4
3.1
90.8
98.4

<< Crepter 8L, 9A 192, Sc. 1500)
ASSVPTIONS: 301 CASS FORECAST - 2nd Qtr FISS

A4
138.5
433.2

1,7688.5
2,990.0
4,01.2
4,333

5,721.2

5,452.3
7,26.5
8,015.8
8,330.2
9,7%6.0
10,738.4
1,76.1
12.310.1
13,917.5
15,00%.1
16,247.1
17,368.7
13,53%.0
19,742.6
20,94.2

1 Pre-1980 Contribution Rate
301 Post-192? Contribution Rate
(201 Inflation FY8&5

10.811 Retum FIS

51 Average Inflation FY86-FY00
9 Average Retum FY86-FY00

PERU

SES?

FOSD CORPORATION

FINANCIAL PROJECTIONS AS OF

Inflation Adjusted
Begiming Aporo- State Inflation EBding Proofing Ending
FI Balace priationsRevenues” Proofing Balance Shortfall  Balance

&.1
160.8
1740
187.3
1.4

A4

e 185
4332
1,763.5
2,90.0
4,071.2
4,338.3

5,721.2

6,452.3
7.X6.5
8,015.8
8,890.2
9,78.0
10,733.4
11,76.1
12.810.1
13,917.5
15,006.1
16,372
17,595
18,710.0
19,99.9
21,1%.6

1/17/85
INOONE:  ACTOAL S PROJECTED-
(in aiilions)
Distributions
State

Net Inflation Gereral  Trams.

Incose Dividends Proofing Fud  Adj."

13 13 5

8.0 6.6 14

24 1.8 3 1.8 8.5

149.9 215 2 25 3.0

B4 7.1 7.1 1.1

411 079 B2 W5 ( §5)
505 1/.0 150.9
618.6 213.8 23038
75 285 62
0.7 2876 479
48 3130 4.7
™2 305 HR7
&3 B4 B0
M9 3PV0 6078
1,038 4%4 649
1,004 4137 75.1
1,91 5137 7878
1,43 5Hb4 845
1,383 58.8 841
1,453 639 8lLl4
1,559 606 8%6.1
1,60.2 7304 A3
'B1 7998 984

Ad

(elete) Balance

3.7
243.3
3.8
/.4

7314

5.2
60.4
627.5
50.5
8.4
45.5
>0
27 6
190.2

4.6

Total

i

%.0
140.5
2.9

1,874.6
3,301.7
4,53.0
5,530.8

6,672.4

7,416.0

8,152.5

8,96.3

9,79.2
10,680.8
1,602.9
12,570.5
13,581.4
14,621.4
15,716.1
16,845.9
18,012.6
19,226.8
20,482.0
2,40 0

BEBIBERBBRBIBIB B RBIRIIH
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CALCULATIONS USED IN DETERMINING
DIVIDEND PAYMENTS
AND
UNDISTRIBUTED INCOME

UNDISTRIBUTED INCOME ACCOUNT DIVIDEND PAYMENT TO STATE

NET INCOME FOR CURRENT YEAR ON PERMANENT FUND PRINCIPAL NET INCOME FOR CURRENT YEAR

PLUS NET INCOME FOR CURRENT YEAR ON ACCOUNT ADD:*NBT INCOME PRIOR 4 YEARS

EQUALS; CURRENT YEAR ADDITION TO ACCOUNT DIVIDE: BY 5

PLUS: PRIOR YEAR ACCUMULATION IN ACCOUNT EQUALS: FIVE YEAR INCOME AVERAGE
%

EQUALS: TOTAL IN ACCOUNT DIVIDE: BY 2

LESS: DIVIDENDS AS CALCULATED N EQUALS: DIVIDEND PAYMENT TO STATE

PAID FIRST FROM INTEREST EARNED ON ACCOUNT
PAID SECOND FROM THE ACCOUNT

LESS: INFLATION PROOFING

EQUALS: BALANCE IN ACCOUNT



Beginning

78
79
80
81
82

a

54.4
138.5
433.2

1,768.5
2,969.0
4,021.2

4,838.3

5,727.2
6,452.3
7,205.5
8,015.8
8,880.2
9,788.0

9 10,738.4
93 11,746.1
% 12,810.1
% 13,9175
% 15,096.1
97 16,247.1
93 17,368.7
9 18,836.0
0 19,7426

* Source: Alaska Departaent of Revenue

F)\ctt\ckyve|

ALASKA PEAAALEIT POSO COR?O0RAT 105
FINANCIAL PROJECTIONS AS OF  1/17/35
WPSISCOPAL ACTUAL 4 PROJECTEDL.......oevveeerereessesssessssesssssessssssssssssssssees ISOCOHE ACTUAL 4 PROIECTED......ooovevevvevrnnaee
(in millions)

Appro-

900.0
800.0
400.0
300.0

300.0

Dedicated
State

54.4

84.1
3444
385.1
400.5
4210
366.2

358.1

359.9
3453
356.6
3617
353.8
342.6
3428
338.9
319.6
3241
306.9
290.2
282.2
265.8
2532

3

231.2
150.9

2308

365.2
407.9
453.7
502.7
554.0
607.8
664.9
725.1
787.8
854.5
844.1
831.4
885.1
940.8
998.4

** Chapter 81, SA 1982, Sec. 15(b)

Inflation  Ending
FI Balance priationsRevenues* Proofing Balance ~Shortfall

54.4
1385
4832

1,768.5
2,969.0
4,021.2
4,838.3

57212

6,452.3
7,205.5
8,015.8
8,880.2
9,788.0
10,738.4
11,746.1
12,810.1
13,917.5
15,09%.1
16,247.1
17,368.7
18,536.0
19,742.6
20,994.2

ASSUNPTIONS: 304 CASE FCRECAST - 2nd Qtr PIBS

254 Pre-1980 Contribution Rate
504 Post-1979 Contribution Rate
4204 Inflation FY&

10.814 Return FY85
64 Average Inflation FY86FYQO

% Average Return FY86-FY00

80.1
160.8
174.0
187.3
2014

Inflation Adjusted
Proofing  Ending

Balance

54.4
1385
483.2

1,768.5
2,969.0
4,021.2
4,838.3

5,727.2

6,452.3
7,205.5
8,015.8
8,880.2
9,788.0
10,738.4
11,746.1
12,810.1
13.917.5
15,096.1
16,327.2
17,529.5
18,710.0
19,929.9
21,195.6

Set

18
3.0
324
1499
368.4
471.1
529.5

613.6

597.5
659.7
1248
794.2
867.3
943.9

1,023,8
1,107.4
1,194.1
1,284.3
13783
1,475.3
1,575.9
1,680.2
1,788.2

Distributions

11.8
215
711
107.9
175.0

2138

2585
2876
313.0
339.5
364.4
399.0
4354
4737
5137
555.4
598.8
643.9
590.8
739.4
789.8

Inflation General
Incoze Dividends Proofing

2312
150.9

2308

365.2
407.9
453.7
502.7
554.0
607.8
664.9
7251
787.8
854.5
844.1
8314
885.1
940.8
998.4

Trans.
Adj.**  (Delete) Balance

5
14
8.5

36.0
411

1095 ( 87.5)

Reserves

Add

58.7
1351
110.0
203.6

174.0

58.7
2438
353.8
557.4

7314

705.2
669.4
627.5
579.5
528.4
465.5
389.0
297.6
190.2

64.6

Total
Assets

55.0
140.5
502.9

1,874.6
3,301.7
4,593.0
5,530.8

6,672.4

7,416.0

8,152.5

8,956.3

9,799.2
10,680.8
11,602.9
12,570.5
13,581.4
14,621.4
15,716.1
16,845.9
18,012.6
19,226.8
20,482.0
21,784.0

unl
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Cruelty to
Animals

Permanent Fund
Income
(disposition)

oaee 44

INTRODUCTION OF BILLS (House)(cont"d)

HB 26 (cont"d)

order to be nominated fall under the same provisions (AS 15.25.140
provides no-party candidates are nominated by petition). Does not
provide for an effective date (takes effect 90 days after Governor
signs bill).

On January 14 Rep. Jenkins added his name as co-sponsor.

Introduced January 14 and referred to State Affairs, then
Judiciary.

HOUSE BILL NO. 27, by Reps. M. M. Miller, Goll, Grussendorf

and Duncan. Would make it a crime of cruelty toanimals if a
person recklessly neglects to provide a confinedanimal with a
sufficient quantity of good and wholesome food and water. Would
allow the court to require a convicted person toforfeit all rights
to the animal and to repay the reasonable costs incurredbefore
judgment by a person or agency caring for the animal. The court
may order the rights to an animal to be given over to an
appropriate person or agency, and the right of that person or
agency is not limited as far as reselling or disposing of the
animal. (Note: —changes and additions to the law are made to AS
11.61, Offenses Against Public Order., and AS 11.61.140, Cruelty to
Animals).

The bill also amends the Civil Code (AS 09.65) to protect from
liability a person who aids an animal that is confined for more
than 12 consecutive hours without a sufficient quantity of good and
wholesome food and water. The person would not be liable for civil
damages that result from entering another"s property (does not
include entering a person®s house), and it would entitle the person
aiding the animal to reimbursement from the owner for food, water
and service provided. The owner"s failure to reimburse the
provider subjects the animal involved to attachment and sale upon
execution following judgment. The new section does not preclude
liability for civil damages as a result of gross negligence or
reckless or intentional misconduct.

Does not provide for an effective date (takes effect 90 days after
Gov "for signs bill).

Introduced January 14 and referred to Judiciary, Resources,
Finance.

-MOUSE- BILL NO. 28, by Reps. Duncan, Goll, Sund, Szymanski,

Pourchot & M. M. Miller. Would change current law regarding
disposition of income of the Permanent Fund. Currently the in—
come is disposed of in the following manner: 1) at the end of each
fiscal year the Permanent Fund is "inflation-proofed”™ by putting an
amount determined by nationally recognized indices into the
principal of the Permanent Fund. 2) fifty percent of the earnings
of the Permanent Fund are transferred to the Permanent Fund
dividend program to be disbursed to Alaska residents. The
remainder of the earnings of the Permanent Fund are transferred to
the undistributed income account.
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INTRODUCTION OF BILLS, (cont*d)

HB 28. (cont®d)

Under Rep. Duncan®s bill the inflation-proofing mechanism and
dividend program"s fifty percent share of the earnings of the Fund
remain the same, but at the end of each fiscal year everything but
five percent of the amount in the undistributed income account
would go into the principal of the Permanent Fund for reinvestment.
The remaining five percent could be invested as directed for assets
of the Permanent Fund (AS 37.13.120, Alaska Permanent Fund.
Investment Responsibilities of the Board). Note: the bill
rewrites AS 37.13.145 (Alaska Permanent Fund. Disposition of
Income), and technically amends AS 43.23.045(b) (Revenue &
Taxation. Permanent Fund Dividends. Dividend Fund).

Provides Act is retroactive to June 30, 1984. Effective
immediately.

Introduced January 14 and referred to State Affairs, then Finance.

HOUSE BILL NO. 29, byRep. Larson. Makes a special appro—
priation for payment as a grant to the Matanuska-Susitna Bor—
ough to provide road access, camping and parking facilities at
the Little Susitna River. Appropriation is to be disbursed in
accordance with laws governing grants to municipalities (AS
37.05.315). Effective immediately.

On January 14 Rep. Hurley was added as a co-sponsor.

Introduced January 14 and referredto Community & Regional Affairs,
then Finance.

BOUSE BILL NO. 30. by Rep. Shultz. Would allow the seller

of goods or services provided to a state agency to charge the

legal rate of interest if the state does not make a payment on

the required payment date. The required date of payment can be
either the date payment is due under the terms of a contract or 30
days after receipt of a proper invoice for the amountdue, if a
specific date is not established by contract and if the invoice
contains or is accompanied by documents required by the contract or
purchase order.

If the seller offers a discount for payment within a specified time
the state agency can make the discounted payment only if the
payment 1is made in that specified time period. If payment for
goods or services is not made within thirty days or on the required
payment date of a contract, the state 1is required to pay interest
on the unpaid balance from the date of receipt of theinvoice at
the legal rate of interest unless an agreement existsbetween the
state and the seller that precludes charging interest.

The law would not apply for purchases exceeding $500,000 and for
payments in dispute. |If there is a dispute over payment the state
official responsible for authorizing payment must notify the seller
of the reasons for the dispute. Law also does not apply to public
construction contract payments (AS 36.90.001). Interest paid shall
be charged to the budget of the state agency that purchased the



Alaska Permanent Fund Corporation
Pouch 4-1C00 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

March 19, 1985

The Honorable Ben Grussendorf

Speaker of the House of Representatives
Alaska State Legislature

Pouch V

Juneau, AK 99811

Dear Representative Grussendorf:

The Trustees of the Alaska Permanent Fund Corporation wish to go on record in
support of House Bill No. 28 and Senate Bill No. 196.

We are charged with the responsibility for managing and investing the assets of
the Fund. Our goal, asspecified in Alaska Statute 37.13.020, 1is "tomaintain
safety of principal while maximizing total return."”

Conserving the value of the Fund is not only our goal, it is alsoour fiduciary
obligation as trustees. Thus, we endorse legislation, as embodied in the
aforementioned bills, which would virtually insure that the Fund will maintain
its real value over time against the effects of inflation.

mExcept for our interest in "inflation-proofing"”, the Trustees remain neutral on
any other uses of the earnings. All decisions about how to dispose of the real
earnings of the Fund belong to the owners of the Fund - the public, and its
elected representatives.

The Trustees request that you spread this letter in the Journal for the
information of all the members.

Arnold Espe, Chairman
Board of Trustees

AE:JK:bm



Alaska jitale 't&egi&hdms

House of Representatives

Committee on State Affairs Pouch V

State Capitol
Official Business Juneau. Alaska 99811

TO: Members
Fourteenth Alaska Legislature

FROM: Representative Katie Hur
House State Affairs Chai

DATE: 2/4/85

RE: Overview Regarding Alaska Permanent Fund
Transcript and additional information

Attached is the transcript of an extensive overview of the Alaska
Permanent Fund presented on January 24, 1985 to the House State
Affairs Committee by Dave Rose, Executive Director. Mr. Rose also
provided commentary on specific proposed legislation.

Also included in this packet:

“Brief description and analysis of bills concerned with the Permanent
Fund to date

“Calculations used in determining dividend payments and undistributed
income

“6Graphic illustrations of assets and investments

““lonthly Financial Report, Permanent Fund Corporation, December 1984
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Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
TEL 907/465-2047 TLX 099-46-323

fiEnORANDUH
DATE: February 11, 19S5

T0:

FROM:
Executive Director

SUBJECT: Fiscal Notes for Legislation Affecting the
Alaska Permanent Fund

We have reviewed all the Fiscal Notes prepared so far this session by the
Department of Revenue for legislation which affects the Alaska Permanent
Fund.

We wish to point out that the numbers depicted in the Department of
Revenue Fiscal Notes are based on a different set of assumptions than
are used by the Alaska Permanent Fund Corporation in our Financial
Projections. Consequently, your Fiscal Notes and our Financial
Projections will depict a different- and in some cases a radically
different- set of impacts on projected net income, inflation proofing
amounts, dividend transfers, etc.

It appears that the chief difference in our respective assumptions is

in the projected earnings rate of the Fund and expected national inflation
rates. Our assumptions are spelled out on each of our Financial
Projection sheets: For the years 1986-2000, we project 6% average
inflation and 9% average return. These projections mesh, of course, with
the long-term investment policy adopted by the Board of Trustees which
establishes 3% as a target real rate of return over time.

Historically, since the inception of the Alaska Permanent Fund
(1977-1984), the average nominal return has been 10.9%. the average
inflation rate has been 8.0%, and the average real rate of return has
been 2.88%.

In light of the historical record, and as part of the annual review of
the allocation of total Fund assets, the Board of Trustees will be
reconsidering present assumptions at a worksession on February 25.* We
will inform your Department and the Legislature of any changes -nh policy
or assumptions which result from this meeting.

DAR/JK/bn



