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R e g a r d i n g

HO US E STATE AFFAIRS COM MI TTE E

an O v e rv i ew  of the Al as ka  Per manent Fund

Juneau, Ala sk a 
January 24, 1985



P R O C E E D I N G S

C HA IRM AN  HURLEY:

H o us e St ate Affairs C o m m i t t e e  wil l come to order on J a n u­
ary 24 at 3:00 PM. Present, in addition to the Chair, Vice 
Ch air Re p r e s e n t a t i v e  Navarre, R e p r e s e n t a t i v e  Jenkins, R e p r e s e n­
tative Cato, and R ep re se n t a t i v e  Boucher. I have a message 
from Re p r e s e n t a t i v e  Miller that he won't be able to be here 
today and I know that R ep r e s e n t a t i v e  Collins will be here 
shortly.

Our agenda today is an o ver vi ew of the Permanent Fund 
Program; a brief ing  by Dave Rose, Exe cu tiv e Director of the 
Al a s k a  Per ma n en t Fund Corporation. And we have four bills that 
so far have been assigned to the co mmi tt e e under the five-day 
notice. And we would be happy to have d i s c us s io n on these but 
we are not g o in g to take any action today after we hear from 
Dave Rose. Could you come forward, please? Please, every one  
who is here, would you register so we will have a record of 
those in attendance. And if I'm miss ing  someone, a VIP around
here, I hope that you will stand up so I can see you so I can
in tr oduce for the record. I know  there are several staffers 
her e and I ap pr ec ia te  your attendance. Dave?

LAVE ROSE:

M a d a m  Chairman, members of the Committee. For the record, 
I'm David Rose, Exe cu t iv e Director of the Al as ka  Permanent Fund. 
I also serve as an officer as secretary and treasurer of the 
Ala s ka  P e rm an en t Fund Corporation.

My p r e s en ta ti on  today is structured in six parts. First a 
d e s c r i pt io n  of the ma gn i t u d e  of the Fund in the context of 
m a jo r endowment, foundation, and p en si o n funds within our 
c o u n t r y  today. Next, a brief h i s t o r y  of the Fund, why it was 
created and how it was created. Next, the org an iz at io n  and 
op e ra ti on  of the Fund and h o w  investment st ra te gy  is formulated. 
Some current numbers that ma y be of interest to all of you in 
terms of projections, earnings, what-have-you. Certai nly  a
point for qu est io ns by memb ers  of the committee, and finally,
c o m m e n t a r y  on specific proposed le gis la ti on  to whatever degree 
you wish to explore the various bills and wish any impact 
analy si s that we may  be able to offer. In that regard, while 
we don't, as a Fund, take an advocacy positi on one way or the 
other on the Fund, on these bills we do feel it is our r e s p o n­
sibil it y to give you the dollar impact of each bill so that you 
have a feeling for what you m a y  be g et tin g yourself into with 
the adopti on  of any on e of them.
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First just let's examine, based on latest available numbers, 
where our Fund ranks among the major trust funds established 
w i t h i n  the United States today, b e c a u s e  I think that context is 
important. If the Per ma n en t Fund were c on sid er ed an endowment 
fund, we would be the largest endowm ent  fund in the United
States. Second to us would come the Texas P er ma ne nt  Fund, next 
the Univ ers it y of Texas, and third, the H ar var d Uni ver si ty 
Trust. If the Per ma n en t Fund were con si de re d a foundation, we 
w ou ld be the largest fo undation in the United States today.
R a n k i n g  next to us would be the Ford Fo undation, followed by the 
PE W  T ru s t s  and the J. Paul Getty Trust. If we were  to wear
the hat of a union 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. W e  would be followed by 
the T eam st er Central States, S ou th ea st  and So uthwest Areas, by 
the Te amsters We st er n C o n fe re nc e  third, and probably by the 
Un ite d Mine Wo r ke rs  fourth. If we w e r e  ranked as a c or po rat io n 
trust fund, pension fund, which of co urs e are some of the 
largest in the country, your P er ma ne nt  Fund wo uld rank about 
seventh. W e  would be smaller than U.S. Steel, A .T .&  T . , General 
Electric, G.M., and Dupont. But we w o ul d be larger than I.B.M., 
larger than Exxon, larger than Ford, and larger than Sears. If 
the Per ma nen t Fund we re  a Fo r t u n e  500 company, and it is a big 
b us ine ss  organization, and we were to be m e a s u r e d  on a net 
income basis, we w o u ld  be ranked about 24th on the F o rt un e 500 
index. If we were measu red  on a stock hol der  equ it y basis, we 
w oul d place about 16th on the F o r t u n e  500 list.

In short, your Fund is one of the la.rgest in the c ou ntr y 
and per hap s one of the fastest grow in g institutions in the 
country. It should be inter est in g to note that in Alaska, the 
Alaska Per manent Fund is the largest producer of net income in 
our state, other than the p e tr o l e u m  indus try  itself. And what 
has happened, in a sense, is that the citizens of Al as ka  have 
crea ted  an industry, a business if you will, a mo ney mak in g 
institution, which is now the largest in the state other than 
the pe tro le um  industry itself.

Let's examine why the Pe rma ne n t Fund was created and the 
shape it took because I think that gives you a feel for why we 
are what  we are today. Some of you, I'm sure, r em em ber  the 
fateful day of September 10, 1969, which was the date the state 
r ece ive d $ 90 0, 04 1 , 6 0 5 . 3 4  as a result of the P r u d h o e  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 Broo kings I n s t i t u­
tion come into the state and conduct seminars throughout the 
state, and we had a lot of testimony, a lot of public hearings. 
And the concl us ion  reached by, I think, an o v er wh e lm in g consens us  
of Al as ka ns  at that time was that the m o n e y should be spent. 
It should be spent on p h y si ca l plants, b a s i c a l l y  I guess some 
people call it inf ra structure today, but we are talking water,
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sewer, schools, and access. Acc e ss  being roads, ports and a i r­
ports. And, of course, to meet a lot of the h um an needs of 
A l a s k a  in terms of he alt h and education.

T h e  money was spent, as you all know. And it was m o m e n­
tarily appreciated. But a few years, really shortly thereafter, 
the spending con sen su s of Alask an s was forgotten and there was 
sta tew ide  negative re ac tio n to the " wa st in g" of the $900 million. 
This reached its height in 1975 when people sort of looked hart- 
at mo ney having been spent and there was no new m one y available 
and c e r t a i n l y  no investment or income stream co m in g  from it.
And there wer e several proposals which resulted in the Alaska 
Pe rma ne nt  Fund.

In No vem be r of 1976, the people of Ala ska  passed Sect ion  15 
of A r ti c le  9, which was an amendment to the State C o n s ti tu t io n 
which created the Fund and it de dicated 25 percent of all
m in era l lease rentals, royalties, royalty sale proceeds, federal 
m i ne ra l revenue sharing payments, and bonuses received by the
state to the Fund. It further provided that in ves tm ent s must 
be income producing and that the income would flow to the 
Gene ral  Fund unless provided otherw ise  by law. Well, during 
the next four years, from 1976 until 1980, d e b a t e  raged as to 
whether the Fun d should take the form of a de vel op men t bank on 
the one hand, and an old fashioned trust on the other. And the 
conc ept  of the trust eventually prevailed in the 1980 le g i s l a­
tion which is known as the P er m an en t Fund Act.

The tenants of that involved several t h i n g s - - f i r s t , the 
pri n ci pl es  should re m ai n inviolate. Secondly, the safety of
princi pal  was paramount. Investments have to be co ns er va ti ve
and have  to be made at m ar k e t  rates. T h e r e  are two or three 
ways that a major fund can be wasted. One is a direct attack 
on its principal. Second is 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 orig in all y worth. And the 
third, ot course, is wasted in terms of p u r c ha s in g power because 
inf la ti on  has an impact on a fund when  it remains stable, it's 
p u r c h a s i n g  power is reduced.

Th e third tenant was that the prudent investor rule would 
be adhered to. And I will say a few words about the prudent 
investor rule in a few minutes. And lastly, the Fund wo uld be 
m an ag ed  inde pen de ntl y from the state, to separate the saving 
from the spending function. In 1980 and in 1981, in r em emb ra nce  
of the famous quote, "wasting of the $900 m i l l i o n , "  the state 
l e g i s la tu re  passed special appropriations of so-called surplus 
funds. In 1980 the amount was, symbolically, $900 million. 
And in 1981 the amount appropriated was, also symbolically,
twice $900 million, or $1.8 billion. So the thread of the
special appropriations, the a ppr op ria tio ns  of surplus to the
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Fund, has always been  in remembrance, if you will, of the 
ori g in al  $900 million, which was spent in acco rda nc e with the 
ge n era l c on se ns us of what A la ska ns wanted, but quite appa ren tl y 
a few years later they decided that that really wasn't what 
they wanted. They  di dn' t want to spend, they wanted to save.

In 1982, which is the o n l y  amendment we have  to the 
P e rm a n e n t  Fund Act, the Act was amended and there we re  several 
prov isi ons  but the cen tra l pro vi sio n was a requir eme nt  that a 
suff ici ent  amount of income we reinvested after op era ti ng 
expenses were taken care of and after divide nd payments were 
taken care of, to protect the Fund's principal from inflation. 
And this pro cedure is wi del y referred to today as inflation- 
proofing. So much for the history. It took a lot of years and 
just a few minut es  to talk about, and probably I've slighted a 
few events and people, but I think those are the basic h i g h­
lights.

Th e Fund today is operated in acc ordance with C ha pte r 13 
of Ti tle  37 of Al a sk a  Statutes. We call it the Pe rma ne nt  Fund 
Act. And that is, T i tl e 37, Ch ap te r 13, is the basic s t r uc tu re  
for the Fund. I bel i ev e that the o rg an i z a t i o n  is one of the 
st ro ng es t points of the P er ma n e n t  Fund Co rporation. Th e F u n ’ 
is e st ab li sh e d with an e nt i t y  ca lled the Al aska P er ma nen t Fun^i 
Cor po rat io n. W e'v e been  created in the co rpo ra te form, se par at e 
from the State of Alaska, although we are cle a rl y an i n s t r u m e n t­
ality of the state. And it was intended that this isolation 
from the state itself would serve to cl ea rl y separate the saving 
from the spending function. Go v e r n m e n t s  which have gracious 
spend in g ap pet it es ge ne ra ll y  do not mix  well with institutions 
d e di ca te d to save. And clearly the e st ab lis hme nt  of the Fund 
wit h in  an independent co r p o r a t i o n  serves to buffer and defuse 
eff or ts to turn a savings account into a spending account.

The Co r p o r a t i o n  is direc ted  by a six-p er son  board of 
trustees. Four members are citizens from the private sector 
appointed by the Govern or for a four-year term. They serve 
these terms on a staggered basis. A fifth trustee is, by law, 
the State Co mm is si one r of the De partment of Revenue, and the 
sixth is a Ca bi net  Me m be r 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 
pri vat e sector. And the two C a b i n e t  Members ha v e major public 
r e s po ns ib i li ti es  and are engaged in op era tin g large de par tm en ts  
of the State go vernment. The private sector trustees so receive 
an h o n o r a r i u m  for their atten da nce  at m e e ti ng s and their p a r t i­
cipat io n in the Fund. Ob viously, the two C ab ine t Members are 
on the State pay rol l and they do not receive any ho no r ar iu m 
for their service. Cu rre nt ly  the Board of Trustees is composed 
of the following six people: the C h a i r m a n  is Ar nol d Espe.
Arn ol d is a banker and acc ountant by background. He practices
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banking. Clyde Sherwood, who is a pr inc ip al in Arthur Young 
and Company, a CPA. Byron Mallott, cor po r at e executive. Byron 
is, of course, with Sealaska. Hugh Malone, r e c e n t l y  appointed. 
A land surveyor and a former legislator. I'm sure you all know 
Hugh. Mary N or dal e as the Co mm is s i o n e r  of Revenue. And N o r m a n  
G o rs uc h as the A t t o r n e y  General.

The Trustee s co nv ene  regular and special me eti ng s for the 
purpose of policy making. T he y also co nv ene  work sessions to 
d i sc us s investment strategy, to review c e r t a i n  investments and 
to formulate policy proposals for formal action. The Trustees 
employ an E xe cu t iv e D i r e c t o r - - i n  this case, m y s e l f - - t o  conduct 
the da ily op er at io ns  of the Fund. The E xe cu t i v e  Director in 
turn hires his staff and together they execute the policy as 
pro mulgated by the Trustees.

Th e Fund is administered by a very le an  and very p r o f e s­
sional staff of eleven people. Eleven people is an e x t r a o r d i n­
arily small amount. Ten of whom o p e ra te  from the C o r p o ra ti on 's  
O f fi ce s located here in Juneau, and one is in An chorage. In 
ad d it io n to the Ex ecu ti ve Director, the bre akdown of the o r g a n i­
zation is, very simply, three people r es po ns ib le  for ma k in g 
investments, we call them In vestment Officers. Th es e three 
people open up our shop a little bit before six each morni ng  
be c a u s e  we o p e r a t e  the Pe rma ne nt  Fund on Ne w York time b a s i c­
ally. The ad mi n is tra ti ve staff and people such as m y s e l f  come 
in at 8 or a few min ute s be for e and ge ne ra ll y  we close the 
doors of our shop somewhere betw een  4:30 and 5 o'clock. It is 
one  of the few o rg an iz at io ns  that is open almost twelve hours a 
day.

In addition to the three In vestment Officers, we have three 
charged with all accounting, custody, and c l e a r i n g  functions. 
These are the important functions of ma k in g sure that secu rit ies  
are properly safeguarded, that we account for every cent that 
we are respon si ble  for. We don't round to the nearest m i l l i o n  
dollars, we round to the nearest penny. I recall last year, 
as an aside, be ing off 36 cents b ec a us e we had 36 cents of the 
State's m o ne y and it was ph y s i c a l l y  ne c es sar y to issue a check 
for 36 cents to balance. But that's only illustrative of the 
case that this Fund is balan ced  to the penny; we don't deal in 
gross numbers.

We also have three people involved in the office m a n a g e m e n t  
functi on  which re ally sort of makes the o r g a n i z a t i o n  work. They 
keep track of everybody else. On e  other staff person divides 
his time be tw e en  A nc h or ag e and Juneau. He serves as research 
and liaison officer respon sib le  for re searching the issues, for 
ans we ri ng  q ue st io ns  of the Exe cutive and Le gis l at iv e branches, 
an sw ering an awful lot of public mail making inquiries about 
the Fund, h ow  it works, why it was established, and what have 
you.
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And in Chat regard I have behind me Pete Bushre, our co n­
troller. Pete is a senior member of our staff and is the fellow 
who worr ie s about those pennies. And to his left is Jim Kelly 
who is our re se ar ch  and liaison officer, who is the person 
char ged  with r esp on se to L e g i s la ti ve  and Exe cutive 3ranch 
requests. Our rule in our shop is that an y request that comes 
in w il l be handled w i t h i n  72 nours, and if there is a reason 
why we can't han dle  it within 72 hours, you'll get a note from 
us telling you what the problem is.

In addition to the small staff of eleven, the Fund employs 
some specialty co ntractors. And these include bank cu stodians 
to he l p with the sa fe kee pin g of securities, to collect funds 
w h e n  due, whether it is interest or dividends, to make payments 
and transfer of funds when secu ri tie s are purchased and sold. 
A d di ti ona lly , we have under contract some equity managers. 
T h e s e  are prof ess io nal s in the stock area. We do not pretend 
to be experts in co m mo n stock, living in Al ask a some 5,000 
mi les away from the markets. We employ, by contact, pr o f e s­
sionals to do the research and to handle a lot of the stock 
t r an sa ct ion s that we become engaged in. 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 pro perties are properly m a i n­
tained, and that it ap preciates in value, as, of course, is the 
re a s o n  we have it.

i-
. I me nt i o n e d  before that the Fund operates under the. prudent 

ma n rule. And the prudent man rule me an s very simply that it 
will  invest using' the same standards as other sophisticated, 
i n st it uti ona l investors. It is a high  degree of reliance and 
imp ortance placed on receipt of one, ma rket yields; two,
e n g e n d er in g  as l o w  a risk as possible; three, broad d i v e r s i f i­
cation; and four, adequat e liquidity. Th ese are the major
tenants of the prudent investor rule. Also, the Fund serves as 
a fiduciary. That is, it acts in a trust capacity, adhering to 
very high standards of investment and safekeeping. Certainly 
not the kind of standards you and I would adhere to in the 
ma n a g e m e n t  of our own particular personal wealth. It involves 
itself with some functions associated with  the very hard ec o­
no mic s of investi ng for gain. And it does not engage in p o l i t i­
cal or social investing. It is a hard guts, bo t t o m  line c o rp o­
rate entity involved in investing for gain. And the concept, 
bas ically, is that there are other elements without our state 
which should be responsible, primarily, for political or social 
investments, and this ba sic al ly  is your state Gene ral  Fund.

The Fund has the normal trust res pon si bi li ti es  of first
p r o te ct in g and pr es er vin g its corpus or principal, and second, 
e a rn in g a yield c o m me ns ur at e with risk. If we have a choice, 
we wo uld  rather enjoy less yield in favor of reduced risk. We
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are  a very, very risk [indisc.] We take our r es po ns ibi lit ie s 
of acc ou nt ab il i ty  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 d i s tr i bu te  4 00 ,0 00  or m o r e  di vid en d checks, people 
have a vested interest in the Fund and ho w 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 lost 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 firm. 
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 
transf err ed from the state to the Pe rm anent Fund to make sure 
that there wasn't a drop that leaked out in the transfer of 
funds betw een  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 m i l l i o n  dollars has disapp ea red  to, say, Venezuela. 
The internal control sys tem  within our or ga n i z a t i o n  is very, 
very stringent and you would p rob ab ly have to collude m o r e  than 
half of the o r g a ni za ti on  if there was to be any kind of leakage 
of money. And that is do ne  by design, not by default.

We do publish an annual report. We publish our financials 
thr oug hou t the. state in every judici al district. We advertise 
and conduct open meetin gs  and speak be for e groups throughout 
the state to answer que st io ns  and to provide information. And 
we are also accountable to the Legislature. Specifically, in 
this regard, we report to the L eg is lat ive  Budget and Audit 
Committee, which is re spo n si bl e for Fund oversight. We do 
adv is e Budget and Au dit C o m m i t t e e  of ma jor  shifts in investment 
strategy prior to m ee tin gs  being conducted. Wh ile we do not 
req ues t or require assent from the Committee, we make sure the 
C o mm it te e is notified of what the planned actions are and, of 
course, there is always a space on Per ma n en t  Fund agenda for 
any Legis la tor  to attend at any time. There is a special 
po r t i o n  of the agenda in addition to the availab ili ty to the 
public testimony, which is also welcomed at any meeting.

Yo u also all receive or should receive, you new folks, 
m e e t i n g  notices so you know when our m ee ti ngs  are conducted. 
We g en er al ly try to conduct mee ti ng s  in Jun eau  du rin g the s e s­
sion rather than someplace else in the state.

The Fund operates on its receipts. We don't get a General 
Fund appr opr ia tio n for operation. E xp en di tur es cu rr e nt ly  run 
at less than one-half of one percent of the net income figure. 
The Co r por ati on 's annual budget is, if course, approved by the
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Leg islature. So there is Leg is l at iv e ove rsight and control 
within the budget process. Obviously, you don't vant to create 
a sit ua tio n wh er e a fund like this has a blank check, c a n  earn 
$528 m il lio n a year and spend an yt hi ng  it wants. So the budget 
is very closely regulated and must be justified on the same 
basis as all other budgets before the L eg is l at iv e Committee.

A l l o w  me to spend a few m i nu te s on investment philosophy, 
and if I see you start to glaze over or doze off, I'll know you 
p ro bab ly  know m o r e  than you want to know  about investment p h i l o­
sophy. But it is important. First of all, the Trustees have 
es ta bli sh ed 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. T h e  real rate of re tu rn  is the ret urn  of the earnings 
after the rate of inflation. The Trustees have estab lis hed  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 wi ll  be years when we will be subst an tia lly  above 
three percent, and other years we will be s ub s t a n t i a l l y  be low  
three percent. The three percent real rate of re tu r n is better 
than most trusts have attained dur in g the past 15 years. In 
this day and age, three percent in current ma r k e t  is rel atively 
easy to attain with a rel at iv el y small de gree of risk. But 
over time, a three percent real rate of return is a handsome 
return, if you look at it in the h i s t or ic al  perspective. You 
m u s t  recognize, of course, that whatever real rate of return 
you have as your target, in order to earn that, you must engender 
risk, b e c a u s e  the only way you earn great sums of mo ney  is 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 rea sonable 
target lest we throw the Fund into a very risky situation.

Now, when we take a look at how we will invest, we take a 
look at the whole s pe ct rum  of instruments or types of i n v e s t­
ment s that we can put our money into. On the very top of the 
scale is so mething called U.S. Tr e as ur y  Bills, almost like 
cash. Ob lig at ion s of the United States go vernment, very short 
term. I was go ing  to say sound as a dollar, but that's probably 
not the way to put it. Very, very sound, but a very, very 
small return, but very safe. The next on the s p e c t r u m  is U.S. 
T r e as ur y Notes and Bonds. And these Tr eas ury  Bonds, again, are 
direct ob li ga t io ns  of the United States, but they are of longer 
term. And, obviously, the longer the term, the m o r e  risk you 
become involved in, because if you have a 30-year U.S. Tr ea sur y 
Bond, lots of things can happen in 30 years. It is ob viously 
not as safe as a two-year T r e a su r y Bond. The next thing on the 
rung is Certific ate s of Deposit. Th ese  are obliga ti ons  of 
banks, it's private sector. And private sector has a little 
bit m o r e  risk to it that the United States government. Things
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seem to be able to hap pe n a little bit more, volatily, if you 
will, in the private sector. The next instrument is something 
called bankers' acceptance, which is a c om bi na ti on  of bank and 
private sector debt. Bankers' accept an ces  give you a higher 
yield than the other instruments, but they also have a great 
deal more risk. F ol l ow in g that is co rpo ra te  debt. These are 
the instruments of cor po ra ti on 's  bonds, generally, but lots of 
things can happen to c o rp or at io ns  and they are subject to a lot 
of forces, both  internally and externally. So again, c o r p o r a t e  
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. Th e n you have common st ock of large c o r p o r a­
tions, the IBM's, the AT&T's, the Exxon's. A great deal of risk 
in com mo n stock, but very he al t hy  returns on an h is tor ic al 
basis. And then perha ps  the largest risk factor, other than 
venture capi ta l which we cannot invest in by law, is the common 
stock of  small corporations. Small cor por at ion s have t re m e n­
dous volati le  swings, some do ex tremely well--hit home runs, 
and others are pure stike outs. So again, you can make lots of 
m one y on com mo n stock of small corporat ion s,  but you can also 
lose eve rything as well.

W h a t  the Trustees do is they try to blend all of these 
kinds of instruments, and we use some linear programm in gs and 
r e g r es si on  and correlation. We use standard d ev ia ti o n and one
of these days when you have some free time and , xi want to sit
in on an a mass  a ll oca tio n meeting, you are m o r e  than welcome. 
But b a s i c a l l y  what we do is try to mesh all of these, given the 
dif fe re nt  risk factors, into a blended p or tf ol io  which gives 
you the h i gh e st  possible pot ent ia l return with the lowest 
possib le coeffi ci ent  of risk. And it is a rather technical 
type operation. And it isn't always right. We do it on two 
bases. One on a his torical basis of what has happened' in the 
past fifty years. And then we do it on a second basis which 
adjusts for the current m ar k e t  that we know, b e c a u s e  we know 
that this is not n ec e s s a r i l y  a mirror of the past fifty years. 
We take that blend and then we choose the di fferent types of 
investments we want; fixed income, bonds, real estate and 
equities, which are stocks. But we have m o r e  than those three 
c at ego rie s bec aus e in those categories, which all of these 
ot he r instrument fall into, is the nec ess it y to b al anc e and
blend within each of them. For example, in fixed income bonds,
we may  and do balance our p o rt fo li o so that bonds are balanced 
b et w e e n  very short matur iti es , immediate ma tur it ie s , and very 
long maturities. Because I indicated b ef o r e  that there is a 
very great deal of risk. Little risk for short ma tu ri tie s and 
little return. Grea ter  risk with long mat ur it ie s  but a great er 
return. And intermediates are just that, intermediate. Wi th in  
equities, we balance them b e tw ee n what  we call passive index 
investments and active investments. Pass ive  investment is no 
m o r e  than a computer mo del of the ma r ke t as a whole. We do the
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co mpu ter  m o d e l  and we say, okay, we are going to invest a p o r­
tion of our co mmo n stock in the market. Wh ate ve r the market 
doe s- -a nd  the m ar k e t  is m e a s u r e d  by the Stand ard  and Poors 500-- 
whatever the ma rk e t  does we will suffer the same fortune. We 
will take roughly two-thirds of our stock a l l oc at io n and put it 
in our st ati sti ca l mirror of the S&P 500. The other one -third 
is placed in tl.e hands of sp ecialty ma na ge rs  who have d if fe ren t 
disciplines, ba la nce d again, and their charge is to do better 
that the S&P 500. Or, if the S&P 500 does mise rab ly,  to still 
do better. Not lose as m u c h  money. And so you have that 
b a la nc e w i t h i n  the common stock area.

And lastly., in real estate, you have several regimens of 
balance. We have pools, and that is where we join with  many 
other investors and go into a pool where we all chip in money 
and we bu y m a j o r  shopping centers and industrial parks and
r es i d e n t i a l  h o u s i n g ,' m u l t i p l e  family, and office buildings. We 
are in a rather large pool now. Some of our partners, for 
interest, C a r n e g i e  Co rporation, Cornell, Yale, Stanford, Notre 
Dame, United M et ho d i s t  Church, Uni ve rs i ty  of S ou th e r n  California, 
Vanderbilt, m a n y  of the educat io nal  institutions hap pe n to be 
in that pool. All of these folks, our partners, give these 
investments the same kind of scrutiny that we give it, and 
there is a lot of solice in k n ow in g that very established, l o n g­
term institutions are m a k i n g  the same kind of investments that 
we are making. And it is not uncomm on for us to pick up a
phone a n d — well, m a y b e  .-it is uncommon, we don't do it that 
oft.en, but. we. do do it--pick up a. phone and reach a co unterpart 
and say, what are some of the analysis points, why do  you think 
this is'good or ;why do yo u think it is bad.

Our present portfolio- target est ablished by the T ru st ees  
to pr od u ce  that three percent rate of return wi th  least risk is 
75 percent fixed income, 15 percent equities, common stock, and
10 percent- real estate; .- And. that is their target. That is,
y o u - m a y -. not • invest, in less than 75 percent fixed income, and
you m ay  not invest in m o r e  than 10 percent real estate or 15
percent in stock. Those are caps. The actual investment pr o­
file as of Decembe r 31, was 90 percent of the Fund was actually 
invested in fixed income, 2 percent in real estate, and 8
percent in stock. Fixed income gives us a very, very high real 
rate of re tu rn  in today's economy. It offers the least risk. 
And so this is just a portrayal of some of the risk aversity 
that we have.

Let me at this point move on to a few numbers. As of
Decemb er  31, 1984, which was our last re po r t i n g  period--and, 
incidentally, we do not have long gaps betw een  our reports. 
G e n e r a l l y  our reports for the m o nt h  just ended are issued w i t h­
in 20 to 25 days after the m o n t h  just ended, so that you don't 
wait two and three months for a report. The December 31 report
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indicated that we had some $6 , 1 9 3 , 0 0 0 , 0 0 0  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 increased by about a billi on dollars and we 
expect a grea ter  increase this fiscal year. The rate of return 
last year was a re c o r d - b r e a k i n g  7.67 percent. This is measured 
after inflation. Th is  year after inflation it will be about 
6.6 percent, which is lower, but still more than double the 
long term target of three percent. And h e r e  we are speaking of 
realiz ed  returns. We are talking about hard money. We are not 
talking about paper prof it s or paper losses. When  I 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 co m pl exi tie s 
of a fund' dealing with the d is tr i b u t i o n  of its earnings. 
B e c a u s e  I think- your- le gi s la ti on  is g oi ng  -to involve man y of 
the q ue st io ns  of dis tr ib ut io n  of earnings as well as the Fund 
itself. And there are three items t iat I w ou ld  like to cover. 
These are dividends, inflation proofing, and the undi str ibu te d 
income account which the T ru ste es  have des ignated as reserve.

First, let's talk about the di vi de nd  program. You should 
b e  aware that the C o r p o r a t i o n  does not administer this program. 
Th a t' s handled by the De par t me nt s of R e ve nu e and Adm in ist ra tio n. 
Each h a v e  re sp ec ti ve  functions wi th  respect to the Pe rma ne nt  
Fund d i v i d e n d s . • We-,-the C o r p o r a t i o n , si m p l y  earn  m one y and we 
send it to the- De p art men t of. Revenue, in respo nse  to an annual 
le gi sla ti ve a p p r o p r i a t i o n  ma de  in ac c or da nc e with the st atu to ry 
formula. The formula .'provides that w e - average the last five 
years of realized, again not paper but realized, net income. 
You take that average for five years and we mu lt ip ly  it by 
50 percent. And this amount is forwarded to the Department of 
Revenue. The De partment of Revenue, in turn, d e du ct s its costs 
of a d m i n i st er in g the dividend- program, and divides the balance 
available- to distribute- by the number of app licants 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 di v id en d program, they 
take the bala nce  of that and divide into it the nu mbe r of 
ap plicants and that is the per capita that yo u get. A rule of 
thumb, for example, last year we paid over $175 m i l l i o n  to the 
Department. This year we project payment of $213.8 million. 
If you were to take $213.8 million, de d uc t a couple of m i l l i o n  
dollars for expenses and divide into it the popu lat ion  of w h a t­
ever you think the app licants will be, ma yb e 500,000, you'd see 
that this year's dividend might app ro x im a te  $400, up s u b s t a n­
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. Inf la t io n proofing, 
we think, is inherent in any well mana ged  trust. And inflation
proofing, perhaps m o r e  than any other item, is of m a j o r  concern
to the T rus te es as fiduciaries. You must re cog n iz e that the 
T r u s te es  are concerned wi th  their fiduciary relationship. They 
want to protect the Fund and thev are extremely parochial when 
it comes to pr ot e ct io n of the F. nd in a fiduciary capacity. 
Sim ply  stated, inf lation proof ing  means that the pur cha sin g 
power of the fund which is dec re a se d by the effects of in fla­
tion each year must be replaced. And it is restored by a 
c o n t r i b u t i o n  equal to that rate of inflation. So if you have 
the fund at a given rate, you have three percent inflation, 
the pur chasing power of the fund is erroded by three percent, 
it mu s t  be replaced. And what happens then is the Fund, by 
re p la ci ng  it, retains its pu rchasing power co n ti nu ou sl y over 
time. H o w  this works is si mpl y that the Trustees, in accordance 
wi t h law, have- selected a na ti on all y rt'ognized inflation 
index in order to make this annual c om put at ion  and contribution. 
The y use the United States Consum er  Price Index for U rb an  
C on su m e r s  on an average year to average year basis. So for 
this year we will take the average of the last full calendar
year, 1984, the average, and we will take the average for 
1983, and we will me a s u r e  the year-to- yea r average and that
will be the inflation rate. We won't know that rate until 
about Fe br ua ry  sometime w h e n  it is published by the U.S. D e p a r t­
ment of Commerce. We then take that rate, we mu lt ip ly  it by 
th e-p ri nc ip al  ba la nc e at the end of each year, a figure is 
arriv ed  at . then which is re tai ned  from earnings and put into 
the corpus of the fund. So, you have earnings from it, a 
check to the Dep artment of Re ve nu e for dividends, another use 
of earnings for inflation proofing, and then you may have 
some th ing  left over. And that leads me to the next element.

T h e  m o s t  und erstood element, perhaps, of the Fund, which 
is called the und ist ri bu t ed  income account. In years when the 
Fund earns enough m o ne y to mee t its dual ob li g at io n of paying 
di v id end s first, and second, transfer ri ng funds for inflation 
proofing, and it still has m o ne y left over, the surplus is held 
as un di str ib ute d income. Conversely, in years when there is 
not sufficient earnings to meet dividends and inflation proofing, 
funds are wi thd ra wn  from the un dis tributed income account, if 
there is a balance in that account. So in a sense, the u n d i s­
tributed income account is a reserve account of retained earnings 
which will increase or decre ase  as we have good and bad earnings
years, and in di rect r ela tio n to inflation. Now whether you
ca l l this account a buffer, a reserve, retained earnings, or 
und is tr ib ut ed  income, it is extremely important to those of us 
who manage the Fund. And this importance stems from the fact
that the priori ty dis tr ib ut io n  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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cert ai nly  will have adequate funds to meet the dividend o b l i­
gation, but not enough to inflation proof. The sh ortfall for 
inflation proofing has to come from this reserve. Our analysis 
shows over time using an earnings rate of 9 percent, which we 
c on si de r reasonable over time, an inflation rate of 6 percent, 
that we will not be able to cover our inflation proofing 
needs over the long 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 ma kes  us protective of this reserve 
account. And it stems from the fiduciary concern about i n f l a­
tion proofing the Fund. Of course, we have had three o u t s t a n d­
ing years in a row when earnings hit an all-time record and
inflation rate has really plummeted. Thus, this reserve is
ab normally high. The un distributed income account or the 
reserve account at the end of last year was in excess of $550 
million,- It will g r o w  again this year. But a sense of reality 
and h is tor y clea rly  indicates that this will not always be the 
case. Your Fund managers, while I like to think my staff is 
e x tr em el y professional and very, very good, and in fact, they 
are some of the best in the nation; the fact of the matter is 
that we are very ma r ke t reactive. And if ma r k e t s  and inflation 
are such, we are not going to be able to mainta in the kind of 
eq u il ib ri um  that we have for the last three years. We have 
been ext remely 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 s u s c e p t­
ible' to use,, to a detriment. And there is a que st io n then, if 
you have a reserve, how large a reser ve must you have; what is 
the proper amount? Our projections indicate that over time, 
you will use every bit of the huge reserve you build up now, 
i f we return to some kind of normalcy. On e of the ju dgments 
and decisions of the L eg isl at ure  is the adequacy of that 
reserve and how  large should it be for future needs. And I 
think there will probably be que stions about th.it later on.

Let m e  conclude by saying that there is an awful lot of 
qu e st io n and discussion about the Fund. What it is g oi ng to be 
used for. The Trustees have not really en unciated any p a rt ic u­
lar use for the Fund. The Tr u st e es  generally feel very strongly 
that their function is to earn money for the Fund and to protect 
the Fund. But the dis position of earnings of the Fund are l e g­
islative prerogative, and not the pr erogative of the Truste es 
of the Pe rma ne nt Fund to dictate or n e c e s s ar il y interfere with. 
And they have enunciated that on many occasions. But I think 
more people each day are re al i z i n g  that income can be used in 
the future to offset the predicted fall in state revenues, to 
assist in the operations of state government. Th e major q u e s­
tion facing us all is if the Fund is go ing to be used for that 
pirpose, to make up the shortfall in revenues, how large does 
t'.e Fund have to be in future years to provide the income that 
we will all need. It bo ils down to some simple questio ns  of do
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you save today so you c a n  spend tomorrow, or do you spend today 
and not have an yt hin g availa ble  for tomorrow, or very little. 
The shortfall between revenue and ex pen di tur e in future years 
will either have to come from the Fund or it may have to come 
from r e i m p o s i t i o n  of taxation or some other source. We haven't 
quite figured out what it will be yet. And perhaps then the 
o ve ra ll  legacy of the Fund may be to forestall new taxation and 
preserve some tax rate sta bility which business can depend on 
and thrive on in the future. In short, the legacy co uld be the 
creat ion  of a climate for the long term busine ss  expansi on  and 
d e v e l o pm e nt  that we all hope to achieve. Eno u gh  philosophy on 
that realm.

We do have some charts. I think I have covered most of 
the figures but if you cer ta i nl y have qu estions we can g r a p h i c­
ally di s p l a y  them. And I am prepared at this point, Madam 
Chairman, to r es pon d to.any qu es ti on  that you have.

R E P R E S E N T A T I V E  BOUCHER:

I want to com pli me nt you. I've probab ly  got m or e in fo rm a­
tion in this one hal f- h ou r than I've gotten the rest of the 
time. The first thing we hear so much about tnis undistributed 
income over there and I finally understand what it is all about. 
There's one thing in watching, there appears to be a balancing 
affect in nation al  and world economics. In other words, our 
F u n d  s e e m s ; to be .h e a l t h y  when  o u r ^ o i l  prices are going down. 
The United States seems to have an econo mic  recov ery  where 
w e ' r e ’having the down side. And obv iously you folks are into 
what is the major r e s o u r c e - - m o n e y . I mean, m on ey  is produced by 
oil, and money is produced by money.

One thing that c on ce rns  me, we met this morn ing  and we've 
met, and does this m ag ic day of March when somebody is go ing  to 
fly in here and tell us, "what is the down side of the dol lar s, " 
and I've- heard ■ figures.--from. $300- to $500 million. Is it not 
possible, since you are de al ing  in the world mo ney markets and 
oil has bee n the genera tor  in this world money ma r ke t that we 
might not be asking you what is the r ea li ty  of the down side of 
wo rld oil prices. Or is that a far-fetched question?

DAVE ROSE:

Well, I think in respon se to that, we are general eco nomists 
and we don't have any great sagacity when it comes to oil. But 
there are a couple things that we know. Nu m b e r  one, we know 
that we have a confli ct within the Fund in the sense that as 
oil prices decline, it has a tremendous do wn wa rd  affect on the 
inflation factor, and therefore our investment returns are great. 
Of course, the down side is 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 a ny thi ng  
else is with  respect to OPEC, when OPEC  contro led  70 percent of 
the supply of pe tro leu m in the world and they were raising 
prices, it was easy to m a i n t a i n  very solid discipline. If you 
control 70 percent and e v e ry th in g is going up and you 'r e ma ki n g 
a bundle of money, g r e at  di s c i p l i n e  for OPEC. But be ca use  of 
conservat io n, OPEC no w controls less than 50 percent of the 
world market of pet rol eu m and they are having to cut prices. 
And you do not have di sc ipl in e under that kind of scenario. So 
I think from our meager economist viewpoint, we really don't 
give much c r ede nce  to m u c h  d i s ci pl in e 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 wil l p r o b a b l y  be reviewing that strategy to see w h et h er  or 
not, be ca use  Al ask a is so attuned to oil, whether it makes any 
sense at -all for us to have any large deg ree  of investment in 
oil co mpanies at all. Because as their fortunes decline, ours 
decline, and that's obvious ly  not where Al a sk a ought to be. 
That kind of d i s cu ss io n  will go on within the Fund in the next 
thirty days.' • Not to infer that we would sell all our oil 
stocks. But we may change our strategy [indiscernible].

R E P R E S E N T A T I V E  BOUCHER:

My second part of that q ue st i o n - - d o  you and the De p art men t 
•of R e v e n u e  j-- who-• we ; -are r e c e i v i n g  pro jections from, and you 
op e rat e on information and we are trying to opera te  on informa­
tion, talk to each other about this subject? I see a lot of 
brain power ih this "room. Before we we re  focusing on one man, 
Vin ce Wright, saying what's the magic number. And it appears 
that we have- got to wait for somebody to come in. I, some ho w 
or other, feel that within the investments and kn ow in g you as I 
do, there's a lot m o r e  kn owl ed ge in how these wo rld pri ce s are 
go ing to f l u c t u a t e .■ So-my qu es ti on  is, are you talk ing  to each 

■other? Do- we have the -best informat ion- to make dec isions on?. 
Because these are mind b ogg lin g numbers.

DAVE ROSE:

Nu mber one, we do talk. N u m b e r  two, I don't know whether 
we have  the best information. Number three, we de pen d and 
accept the Department of Re v e n u e  numbers. All of our p r o j e c­
tions for our number st ruc tu ri ng  relies on the Department of 
Revenue. We don't re plicate or d up li ca te that. Now, for our 
investment decisions, that's just general r es ea rch  and market 
feel. But that is nowheres near as stylized or as finite as 
Vince Wright' s.  So, for example, all the numbers we will ever 
present, for example, to Leg islators in our pro jections are 
Vi nc e Wr ig ht 's  figures, the 30 percent case. Now, we also m a i n­
tain full da ta  on the 50 percent projections which we don't
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g e ne r a l l y  use because we like 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 
h e av il y on the Depa rt men t of Revenue.

R E P R E S E N T A T I V E  BOUCHER:

Are we ge tt ing  the best information?

DAVE ROSE:

I can't give a value judgment. Beca us e what I haven't
done is, I hav en' t tracked, for example, the 30 percent case 
agai ns t reality over a period of years. I think it would be 
int er es ti ng  to see just how cl ose that 30 percent case turns 
out in reality. You know, the interesting thing is that the 30 
percent case, it almost is a... let's say they do track, I 
assume that they may. That means chat 70 percent chance exists 
that you will do better than the 30 percent case and h i st or y 
would indica te that that is not happening, that 30 percent case 
is indeed the most probab le  case. So there should be some 
in tu ition there that m a y b e  the 30 percent case is really the 
medium, or whatever you're no r ma ll y going to find. I have 
never seen the 70 percent case, you know, the other 70 percent 
which says that you are g oin g to do much better. If I u n d e r­
stand the 30 percent case, it means that 30 percent pr oba bil it y 
you  will earn at least that amount of money. And if it is the 
same, but you have to use your own intuition.

RE P R E S E N T A T I V E  BOUCHER:

Thank you.

C H A IR MA N HURLEY:

Does- any other c o m m i t t e e  me mbe r have a question? R e p r e­
sen ta tiv e P ig nal be ri is here and I see h im  waiti ng  to ask a
question.

v

R E P R E S E N T A T I V E  PIGNALBERI:

Thank you for e nt er tai ni ng a q u e s ti on  from a no n -c om mi tt ee  
member, M a d a m  Chairman.

Dave, first I want to echo R e p r e s e n t a t i v e  Boucher's co m­
ments. You deal with a c om pl ex  topic and no one has ever said, 
through the whole time that you've bee . there, that the P e r m a n­
ent Fund is anythi ng  but ex cel le ntl y managed. I think that's 
a real trib ut e to you and your staff. You don't need L e g i s l a­
tors, e sp eci al ly freshmen, to come in and muck  things up for 
you. And I'm going to ask you a couple of questions now and
hop ef ul ly  I wo n't do that.
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I've always been curious about what to me is an apparent 
c o n t r a d i c t i o n  in the fact that inflation proofing, from the 
st a ndp oi nt of public policy, is the first priority. And yet, 
in the dis tr ib ut io n of the earnin gs of the Fund, it really 
comes number two because we take the di vidends out first. And 
I'm wo nd e r i n g  what yo u would think, or what the board would 
think if we we re  to go ahead and inflati on proof first and then 
do away with the five year average and pay divide nds  only  out 
of the mo ne y that is left over after inflation proofing, be ca u se  
that, to get back to a basic H am mo nd  concept, lets the people 
kno w how the Fund did that par ticular year, and it's not 
di storted by the earnings or losses from the over five years. 
I know you m u s t  have con sidered that be fo re  and I wondered if 
you would share your thoughts with us.

DAVE ROSE:

Yes. There are a couple of questions wi th in  that question. 
First is the qu es tio n of priority. Cer ta i nl y from the parochial 
vie wp oi nt  of the Fund the change in priority would pr o b ab ly  be 
de sir ab le  in the sense that we would meet our o bli ga tio ns of 
prot ect ing  the Fund through inflation proofing. And what that 
also does, you see, is meets the needs of the Fund and the 
Tr us te es  and so that from the T r ust ees  co nsi deration, beyond 
the point of in flation proofing, i.e., the e xp end it ure  of 
earnings, is really n o n e  of their concern. They only are co n­
cerned about ea rni ng s as long  as inflation pr oo fi ng  is involved.

Now., with respect to the el im in at io n  of the five year 
income averaging, that is in there for a particular reason and 
the reason that it is there- -we ll there are several. Num ber  
one, for whatever, the earnings are used, whether it is dividen ds  
or sometime down the road for the op era ti on of state government, 
or whatever, if those earnings each year are se nsitive to market, 
in other w o rds’, if we earn a lot of mo ne y and we can meet 
inflation, pr oof ing  and there is some left over we will have 
m on ey to pay out. If we have little money, there is nothing 
left. What happ ens  is, you have a mar ke t like this, and in 
good years everybody g e t s  a payroll and in bad years eve rybody 
is in the pits. The purp ose  of the five year income ave ra gin g 
set up was so that even if in one year you had zer o earnings, 
you would still not affect the amount of mo ney  being paid out 
any m o r e  than 20 percent, b ec aus e you would then have four 
years of positive earni ng s divided by the five year average. 
And even if the fifth year was zero, it's only 20 percent 
different. So the idea was whatever that income is used for, 
whether it's for st ate gov er nm en t or di vi dends or whatever, 
rather than have a market flu ctuation like this, becau se  it's 
not only good pe rf or ma nc e or bad performance, it's also mari.ut 
performance. That what you would attempt to do is have a 
m od ula r rather than a peak and valley. That's the first thing
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it does. So the income averaging is important if you want 
a steady stream of payments at roughly the same amount of money, 
it's important for that purpose. It's probabl y also important 
from a m a n a ge ri al  sta ndpoint 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  c ont in ual ly  high earnings. 3ut what happens is, you find 
a manager ma k i n g  short term dec isions to look good, as most 
co r p o r a t e  industry does today, and then three or four or five 
years down the road b ec aus e no bo dy  has done the wise long 
planni ng  that's needed, these co rporations fall apart. So you 
don't want to have somebo dy re act in g or ha v i n g  the ability to 
react to hitting home runs in any one year or two, to make 
thems el ves  look good, to the detriment of the Fund. For example, 
today we have substantial earnings on paper. Now, I could say, 
boy, would you give me a pay increase if I go out and I sell 
this, and I re tur n a huge increase 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 I sell off things that are very 
well invested today, they might even increase in value and be 
bett er  tomorrow. So I think those are the two important 
ingredients in answer to your second question.

I think from an economic standpoint and a m an age ri al 
standpoint, you probably want to keep the income averaging.

• ••• R EP R E S E N T A T I V E  PIGNALBERI ;• •. •••.; '

Maybe not the dividend but the income averaging. Thank 
you, M a d a m  Chairman. ' •

CH AI RMA N 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 com mitment to involve ourselves in 
the long term financing for Cot ton woo d Mall at Was ilia. That 
t r a n s a ct i on  has not yet closed. We had expected that it would 
close by now, it has not yet. That is the only  comm erc ia l real 
es t at e we have in Alaska. We do have a home m or tg a g e  program 
wh ere we make loans from single family to four-plex. It must 
be owner-occupied. It's at floating rates. We have an $80 
mi ll io n a v a i la bi l it y commitment; $40 m il lio n of that has been 
taken. But again, that's a m a r k e t  rate progr am  which competes 
with Ala sk a H ou sin g Finance Corporation, which is a subsidized 
rate program. So generally, we do not have too many people 
taking that p ro gr am  unless they are buying very expensive homes 
or they like and find attractive the floating rate as opposed
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to the fixed rate. Also, AH FC  has about a 16-year term, roughly, 
and we al low a 30-year term. So we have a little bit more flex­
ibility. But anytime you have a m ar k e t  program as opposed to a 
s u b si di ze d program, obv io u sl y we, as financiers and anyone else 
would take the subsidized program.

CHAIRM AN  HURLEY:

A n y o n e  else? I sure do ap pr ec iat e your... I hope that you 
will give us a copy of your te st im on y if you have it.

DAVE ROSE:

I do have some charts and ill ust rations that you may  find 
interesting. Ce rta in ly  when you get to qu est io ns  about specifics 
in any of the .legislation, Ji m Ke lly  or mys el f are prepared to 
give  you the dollar impacts, both on the Fund and on an annual 
basis.

CH A IR M A N  HURLEY:. .

We wo ul d like to have you here w h e n  we get it. We do have 
four bills but we do not... R e p r e s e n t a t i v e  Boucher?

R E P R E S E N T A T I V E  BOUCHER:

•• !' havb a-que'st.ionV5 "-You have seen •all’of the bills that have 
been introduced, h a v e  you not?

'DAVE- ROSE:' • V  ••• ’• ' '

Oh, yes.

RE P RE SE N T A T I V E  BOUCHER:

■That rel at e to the Per ma n en t Fund.

DAVE ROSE:

Ma n y times.

R EP R E S E N T A T I V E  BOUCHER:

W ha t 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 spe ci fic all y instead of all of them. 
Wh y  don't you say...
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R E PR ES EN TA TI VE  BOUCHER:

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

DAVE ROSE:

Well, what we would, I think, prefer to do on the bills is 
to tell you the advantages and dis ad va nt ag es  of the bills and 
let you dr aw  your own conclusions. We are prepared, whenever
you want to get into that, to very di sp as s i o n a t e l y  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.

M a d a m  Chairman, we are at your disposal at any time.

CHAIR MAN  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. 
Th at  doesn't me an  that we are going to be dis cu ss in g  them 
ne c e s s a r i l y  in depth, but I think we should ask some questions 
about this or else we are going to have to reassign them and 
not discuss the m for five days. So I thought that since they
are... Am I not correct?

• .• . 1..', .

R EP RE SE N T A T I V E  CATO:

We can make  m e nt io n of them w it hou t actually d i s cu ss in g 
them in detail, me r el y that we have brou gh t bill 71 before the 
c o m m i t t e e  on this d a t e  and we will take it up at a later time. 
T he n you will not have to republish.

CH AI RM AN  HURLEY:

Okay. Mr. Miller told me ot herwise so I bo w to you. You 
are more experienced.

R E P R E S EN TA TI VE  CATO:

Oh. H e  may  be correct.

R EP R E S E N T A T I V E  JENKINS:

M a d a m  Chairman? Mr. Rose, a follow-up from Mr. Boucher, 
but a little more important 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 information of the 
last two or three weeks, I assure you from a responsible, h o p e­
fully, member of this com mittee and member of this legislature,
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give us some very sobering vie wpoints of the wo rl d and the way 
our reven ue  proj ect ion  is. And obviously, as you indicate, 
th ere are some good things, there are some pluses in each of 
these and some minuses in others. In v i e w  of the last two or 
three weeks and the possible pr ojections and information, 
obviously, we are going to know better, can you reflect on 
that?

DAVE ROSE:

Well, on e  of the major qu est i on s that you have with  all of 
these bills is whether or not you want to create a system w h e r e­
by you d e d i c a t e  additional monies, i.e., take the money off the 
table so that it is never co ns ide re d by the legislature and it 
flows au t om at ic al ly  into the fund on one hand. Or, the option 
of not c ha ngi ng  the dedicated stream of m on ey  but ma k in g flat 
a p pr op ri at i on s as was done  in 1980 and 1981. One obv iously 
takes mo ne y off the table so there is no co mpe t it io n for it, it 
is g o n e  before an yone sees it in the Le gislature. The other 
is to have to compe te  and com par e with priorities. That makes 
it ver y dif fic ul t. So that's clearly on e of the options. The 
o ve ra ll  question, of course, is still spending versus saving. 
And the hard decision, ultimately, which the Le gis la tu re  has to 
m ak e is if you want to pay for the programs that you are going 
to have in the future, where are you going to get the resources 
to do it, and should we take steps n o w  to preserve the ability 
to pay in the future. But r eg ard les s of the substance of the 
vote, the hard, de ci sio n is do you want to save now  or spend 
now. It is really no mo re  complex than that. It really isn't.

C H A IR MA N HURLEY:

Since we do have about a half an hour left, 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 n o t i c e  about h a v i n g  had the bills on the table, 
and maybe save you from ha vin g to come over. And we will have
Mr. K el ly  come in next time.

DAVE ROSE:

We would be pleased to. Let m e  ask Jim if he would pull 
his chair up because J i m  has the license to interrupt and grab
me by the throat anytime I make a m i s s t a t e m e n t  here.

CH A IR MA N HURLEY:

Well, the first bill that we had is H o us e  Bill 9. One  of 
our c o mm it te e mem ber s is a co-sponsor: Szymanski, Clocksin,
Pourchot, and Navarre.
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R EP R E S E N T A T I V E  CATO:

M a d a m  Chairman?

C H A I R M A N  HURLEY:

Yes?

R E P R E S E N T A T I V E  CATO:

In noticing House Bill 9 and H o u se  Bill 32 and reading 
them over, they seem  to have a great deal of similarity. I was 
wo n d e r i n g  if we could c om bi ne the two bills for their dis cu s si on  
and our d is cus si on and very p oss ibl y looki ng at them in the 
s i t u a t i o n  of possibly com bining the two bills and the best and 
per tinent points of each -- taking them both up at the same 
time is what I am saying.

CHA I RM AN  HURLEY:

Yes. W h e n  I read them through, what Ma rr ou' s bill does is 
take the law and amend it with specific amendments. And what 
the other bill is, is they have repealed it and reenacted it. 
So they are very similar, but not altogether. Let's look at 9 
first and then 32.

••••.•• DAVE ROSE: •-V ‘ .....  •

Okay. House Bill 9, under section 2, has the effect of 
in cr ea si ng  the dedicated amount of revenues that flow into the 
Fund. Currently, 25 percent of the des cr i be d revenues for 
fields be for e 1980... I.'m sorry. The pe rcentage is 25 percent 
for all fields before 1980 and 50 percent for all fields after 
1979. What this bill would do would make it 50 percent across 
the board. That d o e s n ' t . m e a n  then, of course, that you have a 
doubling- of the c o n tr i bu ti on  rate, si nce we a l re ad y rec eiv e 50 
percent of develo pm ent  after 1979. So the first thing that 
should be clear in your minds is that while you would increase 
the de dicated amount, you don't double it, but you do increase 
it substantially. Because we are alrea dy  e nti tl ed under the 
statu te to receive 50 percent for every thi ng  after P r u d h o e  Bay 
and Kuparuk. What this would do ba si c a l l y  is include Prudhoe 
Bay and Kuparuk. This has the effect then of increasing the 
income flow to the Fund automatically, from Department of 
N a tu ra l Res ou rce s to the Per ma n en t Fund. The impact, and I 
will give  you a few years numbers. St ar t in g with fiscal year 
76 is $360 mi l l i o n  more; the next year $345.4 million; three 
years he nce is $328.0 million; the fourth year $313.8 million; 
and in the fifth year $296.9 million. N ow  this, then, is a d d i­
tional m o n e y  not n o w  received by the Fund that would a u t o m a t i c­
ally flow without ap pr op ri at io n or anything else. It is a
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pure dedication. The effective costs over time, if you c om par e 
the Fund by the year 2000 under this scheme as to what you
would have under the status quo, I think the figure is about
$6 bi ll ion  more, $7... $6.8 bill ion  more in the Fund. So over
the next fifteen years until the year 2000, the Fund would grow
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, therefore it will increase the dividend
payments. It will increase the amount of m o ne y withhe ld  for 
inflation proof ing  each year. And it will, based on our pr o­
jections, affect the un di st rib ute d income account in the infla­
tion proof ing  area where the a v a i l a b i l i t y  of that money would 
be drawn down a year earlier. The most im med iat e impact of 
this bill in terms of your budget d el ib er at i on s this ye?.r-- 
re me mbe r I said in '86 you would take $360.0 m i l l i o n  into the 
Fu nd -- th at  is $-360 m il lio n off the table for the fiscal year, 
the budget year that you are now co nsidering. So that if you 
have an effecti ve  date im med ia tel y it means that you are short 
$360 m i l l i o n  in additi on to other shortages for this fiscal 
year. And you must  be aware.., and I'm not m ak i n g  a value j u d g­
ment on that but you should be very c le ar  that that's what you 
are d oi ng  to yourselves. If the eff ective date were not im med­
iately and it was a year hence, be yon d your budget co nsi deration, 
that might be an al ternative that you might wish to consider.
But it will  take $360 m i l l i o n  off of the table. And that is
not-vintended .. to -be-.-negative, just d i s p a s s i o n a t e l y  direct.

Jim, is there any other impact on 9 that I haven't covered?

JIM KELLY:

No, but there was one a lte rn ati ve also that you didn't 
me n tio n and that was the... not in creasing the co nt ri bu ti on  to 
50 percent. . If the numbers, the r ev en ue  that you have to take 
off the table se em  too. large, you. could consid er re du ci ng  the 
c o n t r i b u t i o n  from 50 percent to som et h in g hi gh er than 25 percent, 
but less than 50.

DAVE ROSE:

O n e  thing we would urge there, is that since everything 
post 1979 is cu rre nt ly  50 percent and e v e r yt hi n g pre 1980 is 25 
percent, that if there is any c o n s i d e r a t i o n  of adjusting the 
rates, you don't adjust the post 1979, you only deal with 
P r ud ho e and Kuparuk.

C HA IRM AN  HURLEY:

R e p r e s e n t a t i v e  Cato?
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RE P R E S E N T A T I V E  CATO:

M a d a m  Chairman, in other words what we wo uld be doing in 
this bill is going back and p ic kin g up past monies spent. We 
have  spent the revenue from K up ar uk  and Prudhoe. I don't think 
you get what I want. I'm not say ing  it as well as I probably 
could. Wh at  I am saying is that inasmuch as we already get 50 
percent from ev e r y t h i n g  since K up aru k and Prudhoe, so what we 
wo uld be doing is ba ckt rac ki ng and p i ck in g up what could have 
been picked up at that time, had it been at 50 percent.

DAVE ROSE:

Well, ex cep t that it would not be a ret ro a ct iv e  bill, so 
. it w oul d kick in immediately.

R E P R E S E N T A T I V E  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. Wha t it 
is re al l y  saying is no w you depend on ge tt ing  75 percent of the 

" money- from- Kuparuk- and Prudhoe.- - And what  this bill would do, 
it would only  giv e you 50 percent. So you would hav e to adjust 
this  year's revenue this direction.

R E P R E S E N T A T I V E  BOUCHER:

M a d a m  Chairman?

CHA I RM AN  H U R L E Y •

Yes, Mr. Boucher.

R E P R E S E N T A T I V E  BOUCHER:

As you invest in this, when we are d o w n si di ng  on the oil 
and in flation is down, does not the P er ma ne nt  Fund begin to 
p r od uc e m o r e  for us. W e ' 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 con ti nue d to slide, would 
there be one point in time that we were actua lly  hoping that 
the oil pr ice s flattened out?

DAVID ROSE:

Oh, I w ou ld  think so. But we wo uld look.., for example, 
under this bill, were it to go in at the level proposed, the
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projected net income, for example, in the year 2000, is some 
$2.3 billion per year in the Fund. Jim, I don't have the
curre nt  projection, do you...

R E PR ES EN T A T I V E  BOUCHER:

The  net.

DAVID ROSE:

This  is net income after expenses, but that is not very 
much. The income is $1.7 billion. See, y o u go from $1.7 or 
$1.8 bi l l i o n  projected now, to $2.35 b i l l i o n  then. So it does
begin to pay very he avy di vid en ds  down the line. But it is a
long range decision. T h e  prob lem  is, how  much does that hu~t 
to ma k e that d ec isi on  for the immediate year in exchange for
the long run.

R E P R E S E N T A T I V E  BOUCHER:

Ex c us e me, I'm really stimulated. Fina lly  I've got some 
qu es ti on s and I'm a little excited about it. At what point do 
we arrive wh ere our money becomes a gre ate r resource than 
Prudh oe  Bay? Is there such a point? You said it's the largest 
net income producer now. W o ul d there not be a point if we 
arrived at that we would be assured of that future? Have I 
asked the right qu est io n there?

DAVE ROSE:

Well, you've asked the right question, but I don't know 
the. answer. . Do you h a v e  it?

JIM KELLY:

Pagf 37' of the Revenu e Source book, there are some numbers. 
Again, I think they are from V i n c e  Wright. Th ey  are long-range 
r e ve nu e projections and they break out the Permanent Fund, the 
con tr ib ut io ns  from the royalties, P ru dho e Bay m o ne y essentially, 
and it breaks out how much comes from there off into the future. 
And if you compa re that with our net income, probably somewhere 
about ten years from now we'll end up having m or e net income 
from the Pe rmanent Fund than what the oil is producing.

R E P R E S E N T A T I V E  BOUCHER:

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

CH AI RM AN  HURLEY:

Go ahead Re p r e s e n t a t i v e  Jenkins.
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RE P R E S E N T A T I V E  JENKINS:

Is the [indiscernible] in total or just the Prudhoe B a y / 
Kuparuk share?

JI M 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 writt en  analysis, but we do 
have pro je ct io n runs that show the impact of the bill and would 
c er ta in ly  mak e that available for the record. Maybe not today 
but wi l l get it over tomorrow. Do you want to go on to House 
Bill 28?

C H A I R M A N  HURLEY:

Well, 32, since it is similar. Similar subject.

DAVE ROSE:

H o u s e  Bi l l 32 does a couple of things. It does front load 
the Fund in the same ma nner as H o us e Bill 9 does. That is 
similar. T h e  co ns tr uc tio n of the verb age  is dif fe r en t but the 
effect is the same... It front loads the Fund to the same degree. 
It does, however, in section 2, have a g re ate r payoff of 
dividends. So what it does is, while it front loads the Fund, 
it also pays out a great deal of m o n ey  for dividends. The net 
effect of this bill by the. year 2000 is that it increases the 
ov e ral l value of the Fund by some $1 billion, but it also, of 
course, increases the payout over time of dividends which I 
have not calculated in terms of the sum. So what it means is 
the Fund grows under Ho use Bill 32, but also the m on ey in the 
pocket of A la sk ans  gr ow  to the same degree.

Some of the other impacts of the bill is that it does 
effect inflation proofing n eg ati vel y be c a u s e  it does retain the 
prior ity  payment of dividends first and inflation proofing 
second. W hi ch  means that there is less money available for 
inflation proofing, so while there is a defini te  positive effect 
on dividends, there is a negati ve effect with respect to 
inflation proofing. And our printouts av ai lable 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.



CH A I RM AN  HURLEY:

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

DAVE ROSE:

Okay. H ous e 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 
div id en ds  second. The second thing it does is it indicates 
that the un di st rib ut ed income account ought to be main tai ne d to 
the de g re e possible at a five percent reserve. So that you
have in your undistri but ed  income account five percent as the 
bu f fe r to meet the needs of the future rather than eradic ate  
that account entirely, for example. The third thing it does is 
it strikes a co mpu ta tio n immediately and says of your u n d i s­
tributed income account, take five percent, leave that in your
account, and everything else in the undistributed income account
move i mm edi at ely  into the coffers of the principal. And the
fourth thing it does is it says that in any succeeding year, if 
you exceed fivf percent in the un di stributed income account, 
that imount of money can  flow a ut om at ic a ll y into the principal. 
So what that account bas ic all y does is takes a hard look at the 
un di st r ib ut ed  income account, make the d e t e rm in at io n that five 
percent for- retained earnings- is- pr ob ab ly  re ali sti c o n  a c o r­
po rat e 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 
j u x t a p o s i t i o n  to the other bills we talked about. Because
H o us e Bill 28 does-move m on ey  into the Per manent Fund immediately 
and dir ec t ly  into the coffers, without taking money off the 
table.- In other words, it is a point for this year w h er e money 
can be moved'-.into, the Permanent Fund without ha ving to go 
through the app rop riation process in terms of competing monies. 
W h e n  you take this into j ux ta p o s i t i o n  with H ous e Bill 32, for 
example, or even House Bill 9, it m a y  be possible to consider a 
dif fe ren t effective date on those bills so that what happens is 
you use H o us e 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 b ec au se  you achieve that with 28, and 
in some succeeding year w h e n  it ma y 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 mi ght be the thing to do this year in terms of some 
immediate action to do som ething from a parochial viewpoint. 
That's why I said it is difficult to look at these bills because
it is a que st io n of timing. T h e r e  is cer tai nl y noth ing  wrong
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with H ou se  Bi ll  9. P e r s p e c t i v e l y , there's nothing wrong with 
28. Immediately, and put together, they work very well and 
they co m p l e m e n t  each other. That's the sub je ctivity... and 
that's Dave Rose talking, not his Trustees.

C H A I R M A N  HURLEY:

R e p r e s e n t a t i v e  Jenkins?

R E P R E S E N T A T I V E  JENKINS:

I'll accept Dave Rose talking. This act is retroactive 
to June 30, 1984. Does that me an  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 r e t r o­
activity, it has the effect of us ma ki ng  an immediate c o m p u t a­
tion on the effective date and transferring... what was that, 
Jim... $315.5 m i l l i o n  immediately, and ap pr o xi ma te ly  $99.4 
m i l l i o n  at the end of this fiscal year. If yo u didn't have the 
re tro act iv ity , str angely enough you would hav e a transfer of a 
greater amount of money. That's the way the numbers work. The 
re t ro ac ti vi t y actually is less by about $30 million, at least 
on our r a w  calculations. But in any event, if you struck the 
five percent balance and you transferred a ' 1 of undistributed 
income account, that's what you would be adding to the Fund, 
about $415 million.

C H A IR MA N HURLEY:

Th e  other bill is 71 that we had before us. We have since 
then re ce i ve d some other bills but we haven't had the five day 
rule so we wil l have to talk about those later. If you want to 
comment briefly.

DAVE ROSE:

Yes. On H ou se  Bill 71, of course, this was introduced at 
the request of the Govern or  and it provides a $500 mi ll io n 
a p p r o p r i a t i o n  wh ich is open-ended. This bill is, of course, 
almost identical, not quite, but it would work the same way. 
Ide nti cal  to the 1980 and the 1981 ap pr op ria tio ns  which b a s i c­
ally says that you add mo ney to the Fund when it is determined 
to be available in an excess of General Fund revenues necessary. 
The advantage of this bill, I think, from a le gis la tiv e p e r s p e c­
tive, is a sense that it gives you a great deal of flexibility. 
It gives you the fle xibility in a sense that... as opposed to 
ded ication, you don't take m one y off the table and lock yourself 
in so you never see it. You always have a chance to see all
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your revenues. It g i’ os you that flexibility. It gives fl exi­
bility to the Governor, o bv i o u s l y  b e c a u s e  he would call the 
shots as t' when that m on ey  would go in. So it probably is the 
most flexible bill both from the A d m i n i s t r a t i o n  and the L e g i s l a­
tive viewpoint. From the parochial Fund viewpoint, it is not 
hard cash until it is act ua ll y  received.

R E P R E S E N T A T I V E  BOUCHER:

M a d a m  Chairman. Might that not be subject to the v ar iab le 
who 's gov er nor ? You know.

DAVE ROSE:

Well, yes. Except the Pe rma ne nt  Fund w ou ld  pr ob ab ly  hound 
the incumbant to death until he got hi s money. Wh en  I first 
came over to set up the Fund as a sep ar at e c o r p o r at io n I went 
through the books and, of course, I found that $700 m i l l i o n  was 
due the Fund. So I sent a bill to the D e p ar tm en t  of Revenue. 
I mean, I didn't know  any better. And I laid out an easy p a y­
ment  plan. [Laughter] We did obviously, Gov er n or  S he ff ie ld  
did... while he didn't q ui te  meet the easy payment plan, he did 
pay it entirely. So I guess if you hound any person enough you
can get it. And, of course, he  was wi l l i n g  to be hounded. So
I think that whatever incumbant you have... C er ta i n l y  $500 
m i l l i o n  is st ill well within Gover nor  S h e f f i e l d ' s  term. If it 
was appropriated, I'm sure we could get him to pay it one way 
or the o t h e r .

C H A I R M A N  HURLEY:

R e p r e s e n t a t i v e  Cato.

R E P R E S E N T A T I V E  CATO:

T h i s  do es n't  have anything to do wi t h the Per ma n en t Fund.
It has to do with Mr. Rose and his office staff. Wh en  I met
you in A n c h o r a g e  sometime not too long ago, or m ay be it was a
long time ago, you said that you have been  relegated to the
b a s em en t of the capit ol  building, are your q uar te rs somewhat
nicer now?

DAVE ROSE:

No, no. Th a t wasn't qu ite true. That was in a di ffe ren t 
c o n t e x t .

R E P R E S E N T A T I V E  CATO:

Yes. We were... I was just asking w h e r e  your quarters
a r e .
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DAVE ROSE:

We are over in the Go l db el t B ui ldi ng  which is a three 
story modern bu ild in g on tenth street, which is the same street 
that the bridge comes off of. Very m o d e r n  quarters that we 
rent and we have  been allowed to set up the o r g a n i z a t i o n  with 
all of the e le ctr on ic equipm ent  to meet  the mar ke t needs so 
that we are pre tty  current. We have e ve r y t h i n g  from telephones 
which are suDported by b at t e r i e s  so that if the mar k et  is hot 
and the power goes out we are able to react, to R ue te rs  mac h in es  
which are by satel ite  which gives us stock m ar k e t  results, to 
tellury by land lines which give us the bond results. It's a 
very m o d e r n  and efficie nt operation. It's really keen.

R EP R E S E N T A T I V E  CATO:

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

CH AI RM AN  HURLEY:

I. want to thank you, Mr. Rose, for your very excellent 
presentation. It's been inf ormative for all of us. And it's
be en  a very g oo d meeting. I can't believe an hour and a half 
went by so quickly.

DAVE ROSE:

Thank ycu for asking us and it is our pl eas ur e any time.

CHAIR MAN  HURLEY:

We will be calling you b e c a u s e  we do need to take up these 
bills and the issue soon.

DAVE ROSE:

We wi l l submit for the record what little w ri t t e n  analysis
we have so that you have the bene fit  of it.

C HA IR M A N  HURLEY:

I think we have q u i te  a bit of it in our folders that "fyim 
has taken care of.

The C om m i t t e e  w i ll  not m e e t  tomorrow or Monday. Our next 
me e t i n g  will be Tuesday. That's r i g h t - - S a t u r d a y  for the public 
hearing. 2 PM here. I'm sorry, thank you. The  m e et in g is
adjourned at 4:30  PM.

-30-



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

M E M O R A N D U M

DATE: January 25, 1985

TO: Trustees

FROM: Jim Kell ^ s ^ R e s e a H h  & Liaison Officer

SUBJECT: 1985 Legislation

l^j^Researsh

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: j

* 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 in 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

NET INCOME FOR CURRENT YEAR ON PERMANENT FUND PRINCIPAL 

PLUS NET INCOME FOR CURRENT YEAR ON ACCOUNT 

EQUALS: CURRENT YEAR ADDITION TO ACCOUNT

PLUS: PRIOR YEAR ACCUMULATION IN ACCOUNT

EQUALS: TOTAL IN ACCOUNT

LESS: DIVIDENDS AS CALCULATED <______________
PAID FIRST FROM INTEREST EARNED ON ACCOUNT 
PAID SECOND FROM THE ACCOUNT

LESS: INFLATION PROOFING

EQUALS: BALANCE IN ACCOUNT

DIVIDEND PAYMENT TO STATE 

NET INCOME FOR CURRENT YEAR 

ADD: NET INCOME PRIOR 4 YEARS 

DIVIDE: BY 5

EQUALS: FIVE YEAR INCOME AVERACE

DIVIDE: BY 2

EQUALS: DIVIDEND PAYMENT TO STATE



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
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A L A S K A  P E R M A N E N T  F U N D  C O R P O R A T I O N  

I n v e s t e d  F u n d s  

D e c e m b e r  3 1 ,  1 9 8 V

A M O U N T A Y 1 E L D

C a s h S 3 5 0 , 0 0 0 9 . 7 2

M a r k e t a b l e  S e c u r i t i e s ,  a t  m a r k e t :  

R e p u r c h a s e  A g r e e m e n t s

* 4

2 A , 1 0 0 , 0 0 0 . A 8.  A 6
S F S  T r e a s u r y  O b l i g a t i o n s 3 0 , 1 1 0 , 0 0 0 .5 9 . 0 9
U S T  8 1 1 1 s 9 2 , A 5 8 , 0 0 0 1 . 5 9 . 2 1
C e r t i f i c a t e s  o f  D e p o s i t 2 5 , 2 8 9 , 0 0 0 .A 1 0 . 2 5
U. S .  N o t e s  I  B o n d s 5 , 1 7 9 , 3 1 3 , 0 0 0 8 2 . 9 1 1 . 6 1
C o r p o r a t e  B o n d s 2 7 , 9 5 9 , 0 0 0 . 5 1 0 . 9 0
S t o c k

ooo00o-3-

in

3 . 2 A . A 9

T o t a l  M a r k e t a b l e  S e c u r i t i e s $ 5 , 8 9 4 , 1 4 2 , 0 0 0 9 A . A 1 0 . 9 2

C o n t r i b u t i o n s / I n t e r e s t  R e e e l v a b l e 1 5 1  , 5 0 5 , 0 0 0 2. A

O t h e r  I n v e s t m e n t s ,  a t  c o s t :

L o a n s  a n d  M o r t g a g e s A 3  , 0 3 3  , 0 0 0 .7 1 A . 1 0
A l a s k a  C e r t i f i c a t e s  o f  D e p o s i t 1 0 2 , 5 0 0 , 0 0 0 1 . 6 1 1 . 0 9
R e a l  E s t a t e  E q u i t y 5 A . 2 S 0 . 0 0 0 .9 7 . 7 8

S 6  , 2 tf5 , 7 3 0  . 0 0 0  1 0 0 . 0 1 0. 91
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ALASKA PERMANENT FUND CORPORATION
SOURCE OF ASSETS SINCE INCEPTION

Appropriations

•82.400(44%)

—  D e d i c a t e . c l  S t a t e  R e v e n u e

Inflation Proofing 

| | || Reserves

JUNE 30 , 1984
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OCTOBER 31 , 1984



A L A S K A  P E R M A N E N T  F U N D  

C O R P O R A T I O N  

M O N T H L Y  F I N A N C I A L  R E P O R T  

D E C E M B E R  19  84-



ALASKA  P E R MA N E NT  FUND C O R P O R A T I O N
S T A T E H E N T  OF  P O R T F O L I O  A S S E T S ,  L I A B I L I T I E S  AND FUND E Q U I T Y

D E C E M B E R  3 1 ,  1 9 8 4

A S S E T S

A M O U N T

C a s h  $ 3 5 0 , 0 0 0

R e c e i v a b l e s  a n d  p r e p a i d  e x p e n s e  3 1 5 1 , 7 9 7 , 0 0 0

I n v e s t n e n t s :

M a r k e t a b l e  d e b t  s e c u r i t i e s  -

R e p u r c h a s e  a g r e e m e n t s  2 4 , 1 0 0 , 0 0 0

S h o r t - t e r m  I s s u e s  2 1 4 7 , 5 2 5 , 0 0 0

I n t e r m e d i a t e  a n d  l o n g - t e r m  i s s u e s  8 3  5 , 1 6 5 , 6 3 6 . 0 00

T o t a l  m a r k e t a b l e  d e b t  s e c u r i t i e s  8 5  5 , 3 3 7 , 2 6 1 , 0 0 0

P r e f e r r e d  I c o m m o n  s t o c k ,  n e t  o f

v a l u a t i o n  a l l o w a n c e  8 5 0 3 , 8 1 1 , 0 0 0

R e a l  e s t a t e  e q u i t y  p o o l s  1 4 6 , 2 5 0 , 0 0 0

P a r t i c i p a t i n g  r e a l  e s t a t e  m o r t g a g e s  8 , 0 0 0 , 0 0 0

C o n v e n t i o n a l  m o r t g a g e s  1 - 4 3  , 0 3 3  , 0 0 0

A - la s k a  c e r t i f i c a t e s  o f  d e p o s i t   2 1 0 2  , 5 0 0 . 0 0 0

T o t a l  I n v e s t m e n t s  1 2  6 , 0 4 0 , 8 5 5 , 0 0 0

P r o p e r t y  a n d  e q u i p m e n t ,  n e t  o f

a c c u m u l a t e d  d e p r e c i a t i o n  .. . ____ 1 5 0 , 0 0 0

T o t a l  a s s e t s  1_00 $ 6, 1  9 3  , 1 5 2 . 0 0 0

L I A B I L I T I E S

A c c o u n t s  p a y a b l e  j 4 0 6 , 0 0 0

E Q U I T Y

C o n t r i b u t e d  e q u i t y  8 6  5 , 3 2 9 , 0 6 3 , 0 0 0

R e s e r v e  f o r  i n f l a t i o n  a n d  d i v i d e n d s  1 4  8 6 3 , 6 8 3 . 0 0 0

T o t a l  e q u i t y  H ) 0  6 , 1 9 2 , 7 4 6 , 0 0 0

T o t a l  l i a b i l i t i e s  & e q u i t y  1_00 $ 6 , 1 9 3 , 1  5 2 . 0 0 0



S TA TEM EN T OF CHANCES IN FUNO ECUITY 

DECEMBER 31, 1984

ALASKA PERMANENT FUNO CORPORATION

Cur rent Month

Balance, November 30, 1984 

Net  Income from operations

Total

Reserve for Unrealized 

Contributed Inflation and Loss on 

Eoulty Dividends Stock

S 5,908,005,000 $ 5,099,192,000 58 09, 184,000 (371,000)

54,499,000

Dedicated state revenues 229,871,000 229,871,000

Provis io n for 1985 dividends 18,084,000

Provision for 1985 inflation 

p r o o f 1ng 17,256,000

Al low anc e for unrealized loss 

on preferred and common stock 371,000 371,000

Provision for future Inflation 

and dividends 19,159,000

Balance, December 31, 1984 5 6,192,746,000 S 5,3 29 ,063,000 5863,683,000 S

Year-t o- Dat e

Balance, June 30,' 1984 5-5,374-,820,000 $ 4, 838,344,000 5557,347,000 5(20,871,000)

Net Income from operations 30 6,336,000

Dedica te d stats revenues 490,718,000 490,718,000

Ci tizen Contribution 1,000 1,000

Provision for 1985 dividends 106,459,000

Provision for 1985 Inflation 110,047,000

Al lo wan ce  for unreollzed loss 

on preferred & common  stock 20,871,000 20,871,000

P rovision for future inflation 

and dividends 89,830,000

Balance, December 31, 1984 $ 6,192,746,000 5 5,329,063,000 586 3, 683,000 $

Un d ist ri bu ted

Income

$ 54 ,499,000

(18.084.000)

(17.256.000)

( 19 . 1 59 . 00 0 ) 

5 _________

$3 06 ,33 6, 00 0

(106.459.000)

(110.047.000)

(80 , 3 3 0 , 0 0 0 ) 

5________________



A L A S K A  P ER MANE NT  FUND C O R P O R A T I O N
S T A T E H E N T  OF C HA NC E S  I N  C O N D I T I O N

( c o n t l n u e d )

f

C U R R E N T  M O N T H Y E A R - T O - D A T E

S U M H A R Y  O F  C H A N C E S

( D o c r e a s e ) / 1 n c r e a s e  In  c a s h S ( 3 8 9 , 0 0 0 ) S 9 1 , 0 0 0

D e c r e a s e  In r e p u r c h a s e

a g r e e m e n t s ( 5 2 , 1 0 0 , 0 0 0 ) ( 1 0 0 , 5 0 0 , 0 0 0 )

N e t  C h a n g e  In  F u n d s S ( 5 2 , 4 8 9 , 0 0 0 ) S ( 1 0 0 . 4 0 9 , 0 0 0 )



A USKA  PERMANENT FUND CORPORATION

NOTES  TO T H E  FINANC IA L STATEMENTS 

DECEM BE R 31, 1990

1. ENTITY

The Const it uti on  of the St at e of Alaska was amended by public refer en dum  in 197G 

to pr o vi d e  for the dedication of certain natural resource revenues to the 

Perma ne nt Fund. The principal of the Perma ne nt Fund 1s Invested In perpetuity. 

In 1980, the State Le gi sl a tu r e  create d-t he  Alaska Permanent Fund Corporation 

(the "Corporation"), a pu bl ic corpor ati on  separata from tho agencies of State 

gover nm ent  and governed by a Board of Trustees, (the "Trustees"), to ma na ge  the 

Investments of the P er ma ne nt Fund. In 1982, the Legislature amended the law to 

provi de  that a portion of tho annual earnings would he made available to the 

S t at e  for t he payment of di vi den ds  and that a portion would be con tributed to 

the principal of the P er ma ne nt Fund sufficient to o ffset the impact of 

inflation. Th e ba lance w a s  to be retained by the Corporation in an 

un di str ib ute d income account.

2. SIG NI FI C AN T  A CCO U NT I N G P O LIC IE S 

Contri bu tio ns  w  • *

Con tr ibutions by operat io n of statute are recorded when they becom e due from the 

State, i.e., when certai n revenues are received by the State Depar tme nt  of 

Natural Resources.

Cont ri but io ns  by ap p rop ria ti on are recorded when they are received.

D e p r e d a t i o n  -

Furniture and equipment ara d e pre ci at ed on a straight-1'ne basis over a three 

year useful life. Ot he r pro p e rt y  is depreciated on a st r aig ht -l ine  basis ov er  a 

five ye ar  useful life.

Dividend appropria tio ns -

Curran t la w directs that o n e -h a l f of a five year moving av er ag e of the net 

income of the Corporation be m ade  available for the payment of divide nd s each 

year.

Funds -

For purposes of the St at em ent  of Changes in Financial Position, the term "Funds" 

has been define d as cash and  repurchase agreements.
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MARKETABLE DEBT SECUR IT IES

The estima te d m a rk et v alu es  of d eb t securities at December 31, 198*1- are as 

follows:

AM OU NT YIELD

Re purchase Agreements $ 24,100 ,0 00  8.46*

Sh or t Ter m Issues 1 *7 ,85 7, 000  9.36*

Intermediate and Long

Te rm  Issues 5 .207,277.000 11.61*

$5 ,3 79 ,2 3*. 00 0 11.53*

All of tho Cor po ration's In ve stm en t securities are held by commercial lending 

Institutions pursu an t to custodial agreements.

CO MMO N ST OC K '

At  December 31, 198*, the invest me nt In preferred and common stock was valued at 

cost, which w as  less than t he  aggre ga te m ar k e t value of $514,9 08 ,0 00 on that 

date. The dividend y i el d  on pr ef er red  and common stock amounted to 4.49 

percent.

REA L EST ATE  E QUI TY POOLS

At December 31, 1984, the invest me nt  In real estate  equity pools was va lu ed at 

market , which approximates cost. Future adjustments to m ar k et  v al u e will be 

based upon Independent app raisals of the properties which consti tu te  the pools.

PART IC IPA TI NG  REAL E STA TE  MORTGA GE S

The Investment 1n partic ipa ti ng real es tate mo rt ga ges  conveys an undivi de d 

interest in real property acqui red  in con nection rrlth a loan m ado  on and 

collateral iz ed by cortain real estate. At  December 31, 1984 the inv estment was 

valued at market, w h i ch  approx im ate s cost. Future adjustments to ma rk et value 

will be determined by the c o mbi ne d total of (1) an annual appraisal of th e real 

property, and (ii) th e diffe ren ce  between the pre sent value of the mo rt ga g e  and 

the outsta nd ing  principal balan ce of the note. Terms of the mo rt g ag e  note 

provide for Interest at 10.5 pe rc en t per annum. In addition, the Cor poration 

will pa rt ic ipa te  to t h e  ex ten t of its pe rcentage of ownership in future net cash 

flow derive d from leasing the property. The total amount of intere st and net

cash fl ow each year is limited to the ma x i mu m  rate for interest al lowed under

ap pli cab le  St ate  of Toxas or federal law.

CO NT RIB UT ED EQUITY

The principal balance of the Alask a Permanent Fund at December 31, 1984 was 

composed of th e following elements:

Dedicated state revenues $ 2,246,936,000 

Appropriat io ns from the S ta te 2,700,000,000 

Provision for inflation 382,127,000

$ 5, 329,063,000
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Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-16-323

M E M O R A N D U M

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.

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.

■ .A comparison of markets’-!'' • ;> r7cies held at the end of December,
. ..' .. valued..in. terms of bgth :.cv .- * 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-

’ • "  '' " • ■■■ $ 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 $ 3 5 , 0 0 0 , 0 0 0

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

M E M O R A N D U M

DATE: January 9, 1985

TO: Representative Jim Duncan
Alaska S t a t e ^ ^ > s j ^ ^ e ^

FROM: David A. Rose, Executive Director

Alaska Permanent Fund Corporation

SUBJECT: 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 

t ransfer as of the end of FY84 will be $ 3 1 5 , 5 0 0 , 0 0 0 . 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 y e a r  is realized. The 

corpus balance at the end of FY85 will be $6,056,000,000.

To this will be added another transfer of $ 9 9 , 4 0 0 , 0 0 0 .

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 level 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) is drawn down in the succeeding five years 
and runs out in 1990.

Sheet Number Two is 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 y e a r  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



A L A S K A  P E R M A H E S T  F G S D  C O R F O R A T I O S

FINANCIAL PROJECTION’S AS OF 11 9/65

: ACTOAL i PROJECTED............. .
(in tillions)

Distributions Reserves

Dedicated Ondistrib. State Ondistrib.
Beginning Appro- State Inflation Incooe Ending Net Inflation General Incooe Trans. Add Total

FI Balance priationsRevenues* Proofing Transfer Balance Incoce Proofing Dividends Fund Transfer Adj.** (Deiete) Balance Assets Fi

78 54.4 54.4 1.6 1.3 .5 55.0 7(
79 54.4 84.1 138.5 8.0 6.6 1.4 140.5 75
80 138.5 344.4 .3 483.2 32.4 .3 11.8 11.8 8.5 502.9 8(
81 483.2 900.0 385.1 .2 1,768.5 149.9 .2 27.5 27.5 36.0 58.7 58.7 1,874.6 8)
82 1,768.5 800.0 400.5 2,969.0 368.4 71.1 71.1 41.1 185.1 243.8 3,301.7 81
83 2,959.0 400.0 421.0 231.2 4,021.2 471.1 231.2 107.9 109.5 ( 87.5) 110.0 353.8 4,593.0 8:
84 4,021.2 300.0 366.2 150.9 315.5 5,153.8 529.5 150.9 175.0 315.5 ( 111.9) 241.9 5,530.8 84

85 5,153.8 300.0 358.1 244.1 99.4 6,155.4 618.1 244 .1 213.7 99.4 60.9 302.8 6,671.9 85

86 6,155.4 359 .9 390.9 6,906.2 597.4 390.9 258.5 ( 52.0) 250.8 7,415.5 86
87 6,906.2 345.3 435.1 7,686.6 659.7 435.1 287.5 ( 63.0) 187.8 8,162.0 87
88 7,686.6 356.6 482.6 8,525.8 724.7 482.6 312.9 ( 70.8) 117.0 8,955.7 86
89 8,525.8 351.7 533.3 9,420.8 794 .1 533.3 339.4 ( 78.6) 38.4 9,798.6 8!
90 9,420.8 353.8 586.5 10,361.1 867.3 586.5 319.2 ( 38.4) 10,680.3 9t
91 10,361.1 342.6 642.2 11,345.9 947.9 642.2 305.7 11,651.6 9!
92 11,345.9 342.8 701.3 12,390.0 1,036.6 701.3 335 .3 12,725.3 97
93 12,390.0 338.9 753.7 13,492.6 1,130.4 763.7 366.7 13,859.3 9!
94 13,492.6 319.6 828.7 14,640.9 1,228.7 828.7 400.0 15,040.9 94
95 14,640.9 324 .1 897.9 15,862.9 1,332.3 897.9 434.4 16,297.3 95
96 15,862.9 306.9 970.2 17,140.0 1,441.5 970.2 471.3 17,611.3 96
97 17,140.0 290.2 1,045.8 18,476.0 1,555.7 1,045.8 509.9 18,985.9 97
98 18,476.0 282.2 1,125.5 19,883.7 1,675.5 1,125.5 550.0 20,433.7 96
99 19,883.7 265.8 1,209.0 21.358.5 1,801.5 1,209.0 592.5 21,951.0 99
0 21,358.5 253.2 1.296.7 22,908.4 1,933.7 1,296.7 637 .0 23,545.4 0

PRINCIPAL: ACTUAL i PROJEC' 
(in uiiiions)

* Source: Alaska Department of Revenue

“ Chapter 81, SLA 1982, Sec. 15(b)

ASSDXPTIOKS: 30V CASE FORECAST - 2nd Qtr FI85

25V Pre-ISBO Contribution Rate 
50V Post-1979 Contribution Rate 

4.20V Inflation FY85 
10.80V Return FI85

6V Average Inflation FY86-FYOO 
9V Average Return FY86-FY00

5V Reserve Factor SHEET NUMBER QNF



A L A S S A P • 8 H  S S 1 T F O N D  C 0 R P 0 P. A I I 0 K

FINANCIAL PROJECTIONS AS Or 11 9/85

— PRINCIPAL: ACTOAL & PROJECTED................................. ISCOKE: ACTUAL i PROJECTED.........
(in t r i l l ions) (in ci i l ior .s)

Distributions Reserves

Dedicatee Ondistrib. State Ondistrib.
Beginning 
t Balance

Appro- State 
priationsRevenues*

Inflation Inccre 
Proofing Transfer

Ending
Balance

Net
Incooe

Inflation 
Proofing Dividend

General
'Fund

Incore
Transfer

Trans.
Adj.*1

Ad:
(Delete!

Dividend 
Balance Shortfall

Total
Assets!

3
J 54.4 54.4 1.8 1.3 .5 55.
9 5(.4 84.1 138.5 8.0 6.6 1.4 1(0.5
) 138.5 3(4.< .3 483.2 32.( .3 11.8 11.8 8.5 502.?
1 (33.2 900.0 335.1 .2 1,768.5 149.9 .2 27.5 27.5 36.0 58.7 58.7 1,874.8
1 1,768.5 800.0 (00.5 2.969.0 368.4 71.1 71.1 41.1 185.1 243.8 3,301/
1 2,969.0 ( 00.0 (21.0 231.2 4,021.2 471.1 231.2 107.9 109.5 ( 87.5) 110.0 353.8 4,593.t
1 (,021.2 300.0 366.2 150.9 315.5 5,153.8 529.5 150.9 175.0 315.5 ( 111.9) 241.9 5,530.5

5 5,153.8 300.0 358.1 2(4.1 99.4 6,155.4 618.1 244.1 213.7 99.4 60.9 302.8 6,671.9

5 6,155.< 359.9 390.9 6,906.2 597.4 390.9 253.5 ( 52.0) 250.8 7,415.5
7 6,906.2 3(5.3 (35.1 • 7,686.6 659.7 435.1 287.6 ( 63.0) 187.8 8,162.C
j 7,685.6 356.6 482.6 8,525.8 724.7 482.6 312.9 ( 70.8) 117.0 8,955.7
I 8,525.8 361.7 533.3 9,420.8 794 .1 533.3 339. ( ( 78.6) 38.4 9,798.6
: 9,(20.8 353.8 586 .5 10.361.1 867.3 536.5 319.2 ( 38.4) 45.1 10,680.3
: 10,361.1 3(2.6 6(2.2 11.345.9 947.9 642.2 305.7 93.7 11,651.5
2 11,3(5.9 3(2.8 701.3 12,390.0 1.036.6 701.3 335.3 101.8 12,725.3
3 12,390.0 338.9 763.7 13,492.6 1,130.4 763.7 366.7 110.9 13,859,3
( 13,(92.6 319.6 828.7 14.640.9 1,228.7 828.7 400.0 121.1 15,040.3
I 14,6(0.9 324.1 897 .9 15,362.9 1,332.3 897.9 434.4 133.2 16,297.3
: 15,862.9 306.9 970.2 17,140.0 1,441.5 970.2 471.3 « 1(5.7 17,611.3
7 17,1(0.0 290.2 1,045.8 18,(75.0 1,555.7 1,045.8 509.9 159.0 18,985.3
: 18,476.0 282.2 1,125.5 19,883.7 1,675.5 1,125.5 550'. 0 173.4 20 , 433/
3 19,833.7 265.8 1,209.0 21,358.5 1,801.5 1,209.0 592.5 188.2 21,95l.f
J 21,358.5 253.2 1,296.7 22,908.4 1,933.7 1,296.7 637.0 203.8 23,545.4

j' Source: Alaska Departoent of Revenue

' Chapter 81, SLA 1982, Sec. 15(b)

ASSUMPTIONS: 30* CASE FORECAST - 2nd Qtr FY85

25* Pre-1980 Contribution Rate 
50* Post-1979 Contribution Rate 

(.20* Inflation FI85 
10.80* Return FI85

6* Average Inflation FY86-FY00 
9* Average Return FY86-FY00

5* Reserve Factor SHFFT NUMBER TWO



A L A S K A  P E R U S E S ?  F 0 S D C O R P O R A T I O N

FINANCIAL PROJECTIONS AS OF 1/17/85

PRINCIPAL: ACTUAL i PROJECTED............................. INCONE: ACTOAL S PROJECTED---------
(in ai l l ions)  (in ai i l ions)

Distributions Reserves

Dedicated Inflation Adjusted State
Beginning Appro- State Inflation Ending Proofing Ending Net Inflation General Trans. Add Total

FI Balance priationsRevenues' Proofing Balance Shortfall Balance Incose Dividends Proofing Fund Adj." (Delete) Balance Assets PI

78 54.4 54.4 54.4 1.3 1.3 .5 55.0 78
79 54.4 84.1 138.5 • 138.5 8.0 6.6 1.4 140.5 79
80 138.5 3(4.4 .3 433.2 433.2 32.4 11.8 .3 11.8 8.5 502.9 80
81 (£3.2 900.0 385.1 .2 1,768.5 1,763.5 149.9 27.5 .2 27.5 36.0 53.7 53.7 1,874.6 81
82 1,768.5 300.0 (00.5 2,969.0 2,969.0 363 .4 71.1 71.1 41.1 185.1 243.3 3,301.7 82
83 2,969.0 (00.0 (21.0 231.2 4,021.2 4,021.2 471.1 107.9 231.2 109.5 ( 87.5) 110.0 353.8 4,593.0 83
S( (.021.2 300.0 366.2 150.9 4,333.3 4,333.3 529.5 175.0 150.9 203.6 557.4 5,530.8 84

85 (,838.3 300.0 358.1 230.3 5,727.2 5,727.2 618.6 213.8 230.8 174.0 731.4 6,672.4 85

86 5,727.2 359.9 365.2 5,452.3 6,452.3 597.5 258.5 365.2 ( 26.2) 705.2 7,416.0 86
37 5,(52.3 3(5.3 407 .9 7,205.5 7,205.5 659.7 287.6 407 .9 ( 35.8) 669.4 8,152.5 87
83 7,205.5 356.6 453.7 8,015.8 8,015.8 724.8 313.0 453.7 ( 41.9) 627.5 8,956.3 88
89 8,015.8 351.7 502.7 8,330.2 8,880.2 794 .2 339.5 502.7 ( 48.0) 579.5 9,799.2 89
90 8,880.2 353.8 554 .0 9,786.0 9,788.0 867.3 364.4 554.0 ( 51.1) 528.4 10,680.8 90
91 9,753.0 3(2.6 607.3 10,738.4 10,733.4 943 .9 399.0 607.8 ( 62.9) 465.5 11,602.9 91
92 10,738.< 3(2.8 664.9 11,746.1 11,7(6.1 1,023.8 435.4 664.9 ( 76.5) 389 .0 12,570.5 92
93 11,745.1 338.9 725.1 12.310.1 12.810.1 1,107.4 473.7 725.1 1 91.4) 297 .6 13,581.4 93
S( 12,310.1 319.6 787 .8 13,917.5 13,917.5 1,194.1 513.7 787.8 ( 107.4) 190.2 14,621.4 94
S5 13,917.5 324.1 854.5 15,096.1 15,096.1 1,284.3 555.4 854.5 ( 125.5) 64.6 15,716.1 95
96 15,096.1 306. S 8(4.1 16,247.1 80.1 16,327.2 1,378.3 598.8 844.1 ( 64.6) 16,845.9 96
97 15,2(7.1 290.2 831.4 17,368.7 160.8 17,529.5 1,475.3 643.9 831.4 18,012.6 97
9: 17,368.7 282.2 385.1 13,536.0 174.0 18,710.0 1,575.9 690.6 885.1 19,226.8 98
9? 1c.335.0 265.3 940.8 19,742.6 187.3 19,929.9 1,660.2 739.4 940.3 20,482.0 99
0 19,7(2.6 253.2 998.4 20,994.2 201.4 21,195.6 ! 108 1 789.8 998.4 21,784.0 0

* Source: Alaska Departcent of Revenue

“ Chapter 81, SLA 1982, Sec. 15(b)

ASSUMPTIONS: 301 CASS FORECAST - 2nd Qtr FI85

251 Pre-1980 Contribution Rate 
501 Post-192? Contribution Rate 

(.201 Inflation FY85 
10.811 Return FI35

51 Average Inflation FY86-FY00 
91 Average Return FY86-FY00
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CALCULATIONS USED IN DETERMINING 

DIVIDEND PAYMENTS 

AND

UNDISTRIBUTED INCOME

UNDISTRIBUTED INCOME ACCOUNT

NET INCOME FOR CURRENT YEAR ON PERMANENT FUND PRINCIPAL

PLUS NET INCOME FOR CURRENT YEAR ON ACCOUNT

EQUALS; CURRENT YEAR ADDITION TO ACCOUNT

P L U S : PRIOR YEAR ACCUMULATION IN ACCOUNT

EQUA L S : TOTAL IN ACCOUNT

LESS: DIVIDENDS AS CALCULATED ^_____

PAID FIRST FROM INTEREST EARNED ON ACCOUNT 

PAID SECOND FROM THE ACCOUNT

LESS: INFLATION PROOFING

DIVIDEND PAYMENT TO STATE 

NET INCOME FOR CURRENT YEAR 

A D D : *NBT INCOME PRIOR 4 YEARS 

DIVIDE: BY 5

EQUALS: FIVE YEAR INCOME AVERAGE
*•

DIVIDE: BY 2

EQUALS: DIVIDEND PAYMENT TO STATE

EQUALS: BALANCE IN ACCOUNT



<f)\ctt\ckyv'e|

A L A S K A  P E A A A 1 E I  T P 0 S 0 C 0 R ? 0 R A T  I 0 S

FINANCIAL PROJECTIONS AS OF 1/17/35

■PSISCIPAL: ACTUAL 4 PROJECTED.........................................................................ISCOHE: ACTUAL 4 PROJECTED........................ .
(in millions) (in Billions)

Distributions Reserves

Dedicated Inflation Adjusted State
Beginning 

FI Balance
Appro- State 

priationsRevenues*
Inflation Ending 
Proofing Balance

Proofing
Shortfall

Ending
Balance

Set Inflation General 
Incoze Dividends Proofing Fund

Trans.
Adj.**

Add
(Delete) Balance

Total
Assets FI

78 54.4 54.4 54.4 1.8 1.3 .5 55.0 78
79 54.4 84.1 138.5 138.5 3.0 6.6 1.4 140.5 79
80 138.5 344.4 .3 483.2 483.2 32.4 11.8 .3 11.8 8.5 502.9 80
81 433.2 900.0 385.1 .2 1,768.5 1,768.5 149.9 27.5 .2 27.5 36.0 58.7 58.7 1,874.6 81
82 1,768.5 800.0 400.5 2,969.0 2,969.0 368.4 71.1 71.1 41.1 135.1 243.8 3,301.7 82
83 2,969.0 400.0 421.0 231.2 4,021.2 4,021.2 471.1 107.9 231.2 109.5 ( 87.5) 110.0 353.8 4,593.0 83
84 4,021.2 300.0 366.2 150.9 4,838.3 4,838.3 529.5 175.0 150.9 203.6 557.4 5,530.8 84

85 4,838.3 300.0 358.1 230.8 5,727.2 5,727.2 613.6 213.8 230.8 174.0 731.4 6,672.4 85

86 5,727.2 359.9 365.2 6,452.3 6,452.3 597.5 258.5 365.2 ( 26.2) 705.2 7,416.0 86
87 6,452.3 345.3 407.9 7,205.5 7,205.5 659.7 287.6 407.9 ( 35.8) 669.4 8,152.5 87
88 7,205.5 356.6 453.7 8,015.8 8,015.8 724.8 313.0 453.7 ( 41.9) 627.5 8,956.3 88
89 8,015.8 361.7 502.7 8,880.2 8,880.2 794.2 339.5 502.7 ( 48.0) 579.5 9,799.2 89
90 8,880.2 353.8 554.0 9,788.0 9,788.0 867.3 364.4 554.0 ( 51.1) 528.4 10,680.8 90
91 9,788.0 342.6 607.8 10,738.4 10,738.4 943.9 399.0 607.8 ( 62.9) 465.5 11,602.9 91
92 10,738.4 342.8 664.9 11,746.1 11,746.1 1,023,8 435.4 664.9 ( 76.5) 389.0 12,570.5 92
93 11,746.1 338.9 725.1 12,810.1 12,810.1 1,107.4 473.7 725.1 ( 91.4) 297.6 13,581.4 93
94 12,810.1 319.6 787.8 13,917.5 13.917.5 1,194.1 513.7 787.8 ( 107.4) 190.2 14,621.4 94
95 13,917.5 324.1 854.5 15,096.1 15,096.1 1,284.3 555.4 854.5 ( 125.5) 64.6 15,716.1 95
96 15,096.1 306.9 844.1 16,247.1 80.1 16,327.2 1,378.3 598.8 844.1 ( 64.6) 16,845.9 96
97 16,247.1 290.2 831.4 17,368.7 160.8 17,529.5 1,475.3 643.9 831.4 18,012.6 97
93 17,368.7 282.2 885.1 18,536.0 174.0 18,710.0 1,575.9 590.8 885.1 19,226.8 98
99 18,836.0 265.8 940.8 19,742.6 187.3 19,929.9 1,680.2 739.4 940.8 20,482.0 99
0 19,742.6 253.2 998.4 20,994.2 201.4 21,195.6 1,788.2 789.8 998.4 21,784.0 0

* Source: Alaska Departaent of Revenue

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

ASSUMPTIONS: 304 CASE FORECAST - 2nd Qtr PI85

254 Pre-1980 Contribution Rate 
504 Post-1979 Contribution Rate 

4.204 Inflation FY85 
10.814 Return FY85

64 Average Inflation FY86-FYOO 
94 Average Return FY86-FY00



Cruelty to 

Animals

Permanent Fund

Income_________

(disposition)

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. 2 7 , by Reps. M. M. Miller, Goll, Grussendorf

and Duncan. Would make it a crime of cruelty to animals if a
person recklessly neglects to provide a confined animal with a

sufficient quantity of good and wholesome food and water. Would 

allow the court to require a convicted person to forfeit all rights

to the animal and to repay the reasonable costs incurred before
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 
A n i m a l s ) .

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 "’nor signs bill).

Introduced January 14 and referred to Judiciary, Resources,

Finance.

-MOUSE- BILL NO. 2 8 , 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.

oaee 44



INTRODUCTION OF BI L L S , (cont'd)

Appropriat ion 

(special) 
(Mat-Su 

Borough)

State 

Purchases 

(payment of)

HB 2 8 . (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. 2 9 , by Rep. 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 referred to Community & Regional Affairs,

then Finance.

B OUSE BILL NO. 3 0 . 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 amount due, 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 is 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 is required to pay interest 
on the unpaid balance from the date of receipt of the invoice at

the legal rate of interest unless an agreement exists between 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, as specified in Alaska Statute 37.13.020, is "to maintain
safety of principal while maximizing total return."

Conserving the value of the Fund is not only our goal, it is also our 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.

■Except 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.

A r n o l d  E s p e ,  Chairman
Board o f  T r u s t e e s

AE:JK:bm



.A la s k a  j i t a l e  'jt& e g i& h d m s

House of Representatives

C o m m i t t e e  o n  State Affairs Pouch V 
State Capitol 

Juneau. Alaska 99811Official Business

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

“Graphic illustrations of assets and investments

“Monthly Financial Report, Permanent Fund Corporation, December 1984



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

March 19, 1985

The Honorable Ben Grussendorf 

5peaker 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, as specified in Alaska Statute 37.13.020, is "to maintain

safety of principal while maximizing total return."

Conserving the value of the Fund is not only our goal, it is also our 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.

Except for our interest in "inflation-proofing", the Trustees remain neutral on 

any other uses of the earnings. All decisions about 'now 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.

A f n o l d  E sp e ,  Chairman
Board o f  T r u s t e e s

AE:JK:bm



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802
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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, as specified in Alaska Statute 37.13.020, is "to maintain
safety of principal while maximizing total return."

Conserving the value of the Fund is not only our goal, it is also our 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.

Except 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.

A r n o ld  Espe ,  Chairman
Board o f  T r u s t e e s

AE:JK:bm



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

fi E n 0 R A N D U H 

DATE: February 11, 19S5

TO:

FROM:

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 -,n policy 

or assumptions which result from this meeting.

Executive Director

DAR/JK/bn


