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Sec. 37.13.140. In c o m e . N et income of the corporation m u st be 
computed an n u a lly  as of the  las t day of the  fiscal y ear in accordance 
w ith  generally  accepted accounting principles, excluding any 
unrealized ga in s  or losses. Income av a i'ab le  for d istribu tion  equals the  
average n e t income of the corporation for the la s t five fiscal years, 
including th e  fiscal year ju s t  ended, bu t m ay no t exceed ne t income of 
the corporation for th e  fiscal year ju s t  ended plus the balance in  the  
und istrib u ted  income account described in AS 37.13.145. (§ 5 ch 18 
SLA 1980; am  § 8  ch 81 SLA 19S2)

Effect o f am endm ents. — The 19S2 
amendment, effective July 1, 19S2,
rewrote this section.

§ 37.13.145 A laska S ta tu te s  Supplement 8 37.13.170

Sec. 37.13.145. D isp o s itio n  o f  in co m e . A t the end of each fiscal 
year, an  am ount sufficient to offset the effect of inflation on principal 
of the A laska perm anen t fund durin g  th a t year, as m easured  by a 
nationally  recognized index, shall be tran sfe rred  from net income as 
defined in AS 37.13.140. excluding income on the und istrib u ted  income 
account in th e  A laska perm anen t fund, to th e  principal of the  A laska 
perm anent fund for re investm ent. The balance of the n e t income as 
defined in AS 37.13.140 shall be tran sfe rred  to the  u nd istr ib u ted  
income account in th e  A laska p e rm an en t fund. Money in the 
und istribu ted  income account sha ll be invested in investm ents au th o ­
rized under AS 37.13.120. Income from th e  investm ent of the  
und istribu ted  income account sha ll be tre a ted  as an addition to th a t 
account. (§ 9 ch 81 SLA 1982)

Effective dates. — Section 16, ch. 81. 
SLA 1982. makes this section effective 
July 1. 1982.

Editor’s notes. — Section 15. ch. 81. 
SLA 1982. provides: ’'TRANSITION. la) 
All income earned by the Alaska perma­
nent fund before the effective date of this 
Act (July 1,19821 that is not income avail­
able for disbursement shall be transferred 
to the undistributed income account estab­
lished in AS 37.13.1-15 added by sec. 9 of 
this Act. However, the amount transferred

under this section shall be reduced by an 
amount equal to one-half of the income 
available for disbursement for fiscal year 
1983.

"(bi The amount equal to the reduction 
in income under tai of this section shall be 
transferred to the general fund.

"(cl In this section 'income available for 
disbursement' shall be determined as set 
out in AS 37.13.140 before amendment by 
this Act.”
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A l a s k a  H > t a t e  l e g i s l a t u r e

S e n a t e
Wemocrs 

Sen a to r  F e rg u s o n  v c e  Cha i rm an  
S en a t o r  Ccgn i l l  

S e n a to r  S tu rg u 'e * s k i  
S e n a to r  V F'SCher

Senator Edna OeVnes Chairm an

Official  Business
Committee on 

Community anb Regional Affairs
PouCM V 

Ju n e a u .  A laska  93311

S e p t e m b e r  1 2 ,  1 9 8 5

S e n a t o r  F r a n k  F e r g u s o n  
A l a s k a  S t a t e  S e n a t e  
B o x  1 3 1
K o t z e b u e ,  A K  9 9 7 5 2  

D e a r  S e n a t o r  F e r g u s o n :

S U B J E C T :  S e n a t e  C S R A  C o m n i t t e e  M e e t i n g s ,  S e p t e m b e r  24 t h r o u g h  2 6 ,  1 9 8 5

A s  f o l l o w - u p  t o  e a r l i e r  c o r r e s p o n d e n c e  c o n c e r n i n g  c o m n i t t e e  h e a r i n g 0 s c h e d u l e d  
d u r i n g  S e p t e m b e r ,  S e n a t o r  D e V r i e s  h a s  a s k e d  m e  t o  a d v i s e  y o u  o f  t h e  l o g i s t i c a l  
d e t a i l s  o f  t h e  m e e t i n g s  s c h e d u l e .

A i r l i n e  t i c k e t s  w e r e  p r e v i o u s l y  m a i l e d  t o  y o u  i n  o r d e : :  t o  g i v e  y o u r  s t a f f  
a d e q u a t e  t i m e  t o  a r r a n g e  r e s e r v a t i o n s  b e s t  s u i t e d  t o  y o u r  p e r s o n a l  s c h e d u l e .

H e a r i n g s  a r e  s c h e d u l e d  a s  f o l l o w s :

S e p t e m b e r  24 -  A n c h o r a g e  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e ,  2 - 6  P . M .

S e p t e m b e r  25  -  M a t - S u  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e ,  2 - 6  P . M .

S e p t e m b e r  2 6  -  K e n a i  P e n i n s u l a  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e ,  2 - 6  P . M .

A t  t h e  p r e s e n t  t i m e ,  o n l y  S e n a t o r  S t u r g u l e w s k i  h a s  i n d i c a t e d  a  p o s s i b l e  
c o n f l i c t  t o  a t t e n d i n g  t h e  S e p t e m b e r  2 6 t h  h e a r i n g .

Se m e  o f  t h e  a v a i l a b l e  a i r l i n e  f l i g h t s  f r c m  A n c h o r a g e  t o  K e n a i  a n d  r e t u r n  
A n c h o r a g e  a r e :

S o u t h c e n t r a l  A i r l ’ n e s  F l i g h t  #16 —  D E P A R T S  A N C H Z R A C E  a t  1 1 : 0 0  A . M .  a n d  
A R R IV E S  K E N A I  a t  1 1 : 3 0  A . M .

A l a s k a  A i r l i n e s  F l i g h t  #832 ( E R A  A i r l i n e s  C o u n t e r )  —  D E P A R T S  A N C H 3 R A G E  
a t  1 1 : 3 0  A . M .  a n d  A R R IV E S  K E N A I  a t  1 2 : 0 0  N o o n .

A A I  ( A l a s k a  A e r o n a u t i c a l  I n d u s t r i e s )  F l i g h t  #154 —  D E P A R T S  K E N A I  6 : 3 0  
P . M .  a n d  A R R IV E S  A N C H O R A G E  a t  7 : 0 0  P . M .

S o u t h c e n t r a l  A i r l i n e s  F l i g h t  #43 —  D E P A R T S  K E N A I  a t  7 : 0 0  P . M .  a n d  
A R R IV E S  A N C H O R A G E  a t  7 : 3 0  P . M .
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S e n a t o r  D e V r i e s  a n d  t h e  c o m n i t t e e  s t a f f  w i l l  a r r i v e  i n  K e n a i  a t  1 1 : 3 0  A . M .  
o n  S e p t e m b e r  2 6 t h .

A  m a p  o f  t h e  r o u t e  t o  t h e  K e n a i  P e n i n s u l a  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e  
o n  l y e e  S t r e e t  i n  S o l d o t . i a  i s  e n c l o s e d .

I f  y o u  r e q u i r e  a d d i t i o n a l  i n f o r m a t i o n ,  p l e a s e  c o n t a c t  me a t  7 4 5 - 3 2 3 1 .

E n c l o s u r e

P . S .  I n f o r m a t i o n  o n  t h e  O c t o b e r  m e e t i n g s  w i l l  b e  s e n t  t o  y o u  n e x t  w e e k .

S i n c e r e l y ,
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M E M O R A N D U M

A laska  Perm anent Fu n d  C orporation
Pouch 4-1000 Juneau, Alaska 99802 

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

DATE: March 18, 1985

TO: Recipients of February 1985 Financial Statements

FROM: David A. Rose

Executive Director

SUBJECT: Report Highlights

Attached please find the Corporation's financial statements fo* February 

1985 and the fiscal year to date (July 1, 1984 - February 28, r98!j).

Sl
Total assets amounted to $6,365,445,000, representing an increase of 

approximately $830,000,000 from the fiscal year beginning balance ~f 

$5,530,799,GOO. The increase during the month of February amounted to 

$84,777,000,

Net income fiscal-year-to-date amounted to $421,826,000 and for February 

amounted to $57,596,000. These earnings include an unrealized gain on 

the investment in real estate equity pools of $3,898,000 which cannot be 

used in the computation of distributable income. Net income 

fiscal-year-to-date without this unrealized gain amounted to 

$417,928,000 and $53,698,000 for the month of February.

As of this report, an analysis of portfolio composition and investment 

yield is as follows:
Current

Percent of Interest and 

Portfolic Dividend Yield

Cash

Repurchase agreements 

Money markets 

Treasury bills 

Certificates of deposit 

U.S. notes and bonds 

Corporate bonds 

Common stock 

Mortgages

Alaskan certificates of deposit 

Real estate equity 

Interest receivable

79.9

.4

10.1
.7

1.6
1.7

2.7

.8

.4

1.3

.4

6.30

8.66
9.09

9.11

10.25

11.62

10.95

4.20

13.71

10.63

7.18

100.0 10.70
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for the past "ight months of this fiscal year has been added in the 

amount of $421,826,000. An amount to be utilized for dividend payments 

is set aside each month and for the eight months of this fiscal year 

that amount equals $142,916,000. Similarly, amounts are set aside each 

month for inflation-proofing. The eight month amount is $156,267,000. 

Graphically, funds can be traced through the account as follows:

Opening Balance, July 1, 1984 

Plus: Eight months net income

Gross amount in account 

Less: Eight month set-aside for

dividends 

Eight month set-aside for 

inflation-proofing 

Unrealized gain on real 

estate

$ 557

421

,347,000*/-X  i n i f  f i f r ]  Q Q O  
,826,000 -

Less:

Less:

979,174,000

(142.916.000)

(156.267.000)

Net balance
( 3,898,000)

$ 676,092,000

E s t ,  U laM 2 e m

a i d  a*\ o i c  I s o l d s

Updated projections for the period July 1, 1984 through June 30, 1985 

based upon eight months operations are as follows:

- Realized net income $ 622,100,000

- Transfer to State for payment of dividends 214,100,000

- Transfer to corpus for inflation-proofing 234,100,000-

- Addition to reserves 173,900,000^<

In making these projections, we estimate a 10.87 percent realized 

nominal return. The inflation rate has been established at

4.26 percent. This is the calendar year 1984 average increase over 

calendar year 1983 in the U.S. Consumer Price Index For All Urban 

Consumers. The projected realized real rate of return is 6.61 percent 

which is substantially above the long range average target rate of

3.0 percent.

DAR:aef/bn
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M E M O R A N D U M

A laska  Perm anent Fu n d  Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 901/465-2047 TLX 099-46-323

DATE: March 18, 1985

TO: Recipients of February 1985 Financial Statements

FROM: David A. Rose

Executive Director

SUBJECT: Report Highlights

Attached please find the Corporation's financial statements foe February 

1985 and the fiscal year to date (July 1, 1984 - February 28, T985p).

Total assets amounted to $6,365,445,000, representing an increase of 

approximately $830,000,000 from the fiscal year beginning balance of 

$5,530,799,000. The increase during the month of February amounted to 

$84,777,000.

Net income fiscal-year-to-date amounted to $421,826,000 and for February 

amounted to $57,596,000. These earnings include an unrealized gain on 

the investment in real estate equity pools of $3,898,000 which cannot be 

used in the computation of distributable income. Net income 

fiscal-year-to-date without this unrealized gain amounted to 

$417,928,000 and $53,698,000 for the month of February.

As of this report, an analysis of portfolio composition and investment 

yield is as follows:
Current

Percent of Interest

Portfolio Dividend

Cash mm warn mm mm 6.30

Repurchase agreements .8 8.66

Money markets .4 9.09

Treasury bills 1.3 9.11

Certificates of deposit .4 10.25

U.S. notes and bonds 79.9 11.62

Corporate bonds .4 10.95

Common stock 10.1 4.20

Mortgages .7 13.71

Alaskan certificates of deposit 1.6 10.63

Real estate equity 1.7 7.18

Interest receivable 2.7 ---------

100.0 10.70
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The average 1ife-to-meturity of fixed income marketable securities is 

six years.

Common stock dividend yield is estimated at 4.2 percent. The 

combination of dividend yield, realized gains on the sale of stock and 

unrealized gains on the stock portfolio indicates a total return of 

approximately 18 percent during the first eight months of this fiscal 

year.

The realized cash yield reflected on real estate equity investment is 

7.18 percent. The addition of the unrealized gain on the investment in 

real estate equity pools indicates a total return of 13.85 percent 

during the first eight months of this fiscal year.

Commitments on Alaska mortgages are currently being made by the 

Corporation at 12.375 percent. Commitment rates are adjusted monthly.

The following table sets forth the balance of commitments and net 

disbursements on Alaska’1 investments at February 28, 1S85:

Net

Committed Disbursed

Alaska home mortgages $ 80,000,000 $ 46,113,000

Alaska bank certificates of deposit 200,000,000 102,500,000

Corporate bonds (AHFC) 23,500,000 23,500,000

$323,500,000 $172,113,000

As a percent of Fund assets 5.08% 2.70%

Last month's analysis discussed the Statement of Changes in Fund Equity 

and the relationships between the corpus of the Fund and undistributed 

income (designated Reserve For Inflation And Dividends by the Trustees). 

Several individuals have suggested that this analysis be repeated each 

month, utilizing current month figures, to insure that there is a better

understanding of these accounts, Therefore, it is important to note the

foil owing:

° The corpus of the Fund is $5,385,867,000

0 The Reserve For Inflation And Dividends is 979,174,000

The reserve account is very large because it serves several purposes.

It contains reserves from prior years, it is a deposit account for all 

income received during the current year to date, and it is a holding 

account from which dividend payments and inflation-proofing 

disbursements are made. At the beginning of the fiscal year (July^1, 

1984) the reserves amounted to $557,347,000. To that amount, net income
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for the past eight months of this fiscal year has been added in the 

amount of $421,826,000. An amount to be utilized for dividend payments 

is set aside each month and for the eight months of this fiscal year 

that amount equals $142,916,000. Similarly, amounts are set aside each 

month for inflation-proofing. The eight month amount is $156,267,000. 

Graphically, funds can be traced through the account as follows:

Gross

Less:

Opening Balance, July 1, 1984 

Plus: Light months net income

amount in account 

Eight month set-aside for 

dividends 

Eight month set-aside for 

inflation-proofing 

Unrealized gain on real 

estate 

balance

$ 557

421

Less:

Less:

979,174,000

(142.916.000)

(156.267.000)

Net
( 3,898,000)

$ 676,092,000

\ l /
Est. ba-laM M  m  

U/icHsfcibuTecL income 
a d d  a *  o f t , / s o f a

Updated projections for the period July 1, 1984 through June 30, 1985 

based upon eight months operations ere as follows:

- Realized net income $ 622,100,000

- Transfer to State for payment of dividends 214,100,000

- Transfer to corpus for inflation-proofing 234,100,000-

- Addition to reserves 173,900,000#

In making these projections, we estimate a 10.87 percent realized 

nominal return. The inflation rate has been established at

4.26 percent. This is the calendar year 1984 average increase over 

calendar year 1983 in the U.S. Consumer Price Index For All Urban 

Consumers. The projected realized real rate of return is 6.61 percent 

which is substantially above the long range average target rate of
3.0 percent.

DAR:aef/bn



ALASKA PERMANENT FUND CORPORATION 

STATEMENT OF PORTFOLIO ASSETS, LIABILITIES AND FUND EQUITY

FEBRUARY 28, 1985

ASSETS

A "UNT

Cash

Receivables and prepaid expense

Investments:

Marketable debt securities - 

Repurchase agreements 

Short-term issues 

Intermediate and long-term issues

Total marketable debt securities

Real Estate - 

Equi ty pools 

Participating mortgages 

Ceneral partnership

Total real estate

Preferred A common stock 

Conventional mortgages 

Alaska certificates of deposit

Total investments

Property and equipment, net of 

accumulated depreciation

Total assets

1
2

jn

84

9

1
_2

1 2

100

$ 359,000

170,435,000

48,800,000 

1 37,446,000 

5^.166^428^000

5,352,674,000

69.118.000 

8,000,000
 28^097^000

105.215.000

587.984.000

46.113.000 

.102^500^000

6^194^486^000

165^000

$ 6^365^445^000

LIABILITIES 

Accounts payable 

E o y i n  

Contributed equity

Reserve for inflation and dividends

85

15

404,000

5,385,867,000

.2Z2u.lZlu.0CO

Total equity

Total liabilities & equity

1.Q0 

1 0C

6,365,041,000

5 6^.365^445^000



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

STATEMENT OF REVENUES AND OPERATING EXPENSES 

FEBRUARY 2 8 ,  19&5

_yJ A R - T O - D A T E

REVENUES

I n t e r e s t  $ 4 8 , 5 0 1 , 0 0 0  $ 3 9 8 , 3 7 6 , 0 0 0

D i v i d e n d s  4 , 1 6 6 , 0 0 0  1 5 , 7 4 2 , 0 0 0

R e a l i z e d  g a i n  on t h e  

s a l e  o f :

M a r k e t a b l e  d e b t  s e c u r i t i e s  2 3 6 , 0 0 0  3 , 0 1 7 , 0 0 0

Common s t o c k  __ 1 , 2 1 5 , 000   2 , 3 4 4 , 000

N e t  g a i n  1 , 4 5 1 , 0 0 0  5 , 3 6 1 , 0 0 0

U n r e a l i z e d  g a i n  on r e a l  e s t a t e  3 , 8 9 8 , 0 0 0  3 , 8 9 8 , 0 0 0

R e i m b u r s e m e n t  o f  c o n s u l t i n g  f e e s  _  _________  _ 1 0 0 ^ 0 0 0

G r o s s  R e v e n u e s  _ 5 8 A 0 1 6 JL0 00  4 2 3 ^ 4 7 7 ^ 0 0 0

P f  ATJ_NG_EXPENS ES

S a l a r i e s  and  b e n e f i t s  6 6 , 0 0 0  4 5 0 , 0 0 0

T r a v e l  2 , 0 0 0  3 9 , 0 0 0

T r u s t e e  H o n o r a r i a  5 , 0 0 0  2 4 , 0 0 0

C o m m u n i c a t i o n s  1 5 , 0 0 0  1 0 1 , 0 0 0

C o n s u l t i n g  and s t u d i e s ,  a d v i s o r s  1 3 , 0 0 0  1 2 3 , 0 0 0
P r i n t i n g  and  a d v e r t i s i n g  1 3 , 0 0 0

O f f i c e  r e n t  8 , 0 0 0  6 1 , 0 0 0

C u s t o d y a n d s a f e k e e p i n g f e e s  5 2 , 0 0 0  1 1 1 , 0 0 0
Common s t o c k  and  r e a l  e s t a t e

m a n a g e m e n t  f e e s  2 3 9 , 0 0 0  4 9 8 , 0 0 0
C o n v e n t i o n a l  m o r t g a g e  s e r v i c e

f e e s  1 3 , 0 0 0  8 2 , 0 0 0
P u b l i c  I n f o r m a t i o n  P r o g r a m  6 6 , 0 0 0

D e p r e c i a t i o n  4 , 0 0 0  5 3 , 0 0 0

O t h e r ____________________________________________________ ________2  2.000  3 0 ^ 0 0 0

T o t a l  O p e r a t i n g  E x p e n s e s   i t l O^OOO !.i.§51_2.000

N e t  I n c o m e  . $ _ 5  7 ^ 5  9 6 ^ 0 0 0  8 2  6 ^ 0 0 0
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STATEMENT OF CHANCES IN FUND EQUITY 

FEBRUARY 28, 1985

ALASKA PER MAN ENT  FUND COR POR ATI ON

Balance, January 31, 1985 .

Net income from  o p e ra tio n s

D edicated s ta te  revenues

P ro v is io n  fo r  1985 d iv idends

P ro v is io n  fo r  1985 in f la t io n  

p ro o fin g

P ro v is io n  fo r  fu tu re  in f la t io n  

and d iv idends

Current Month Tota l

C o n trib u te d  

Equi ty

Reserve f o r  

I n f l a t i o n  and 

D ividends

U n re a lize d  

Loss on 

Stock

5 6,28C ,275,000 $ 5 ,358,697 ,000  5921,578,000

57.596.000

27.170.000 27,170,000

18.033.000

19.533.000

20,030,000

Balance, February 28, 1985 $ 6,365,041 ,000 $ 5 ,385,867 ,000  $979,174,000 $

Y ear-to -D a te

Balance, June 30, 1984

Net income from  o p e ra tio n s

D edicated s ta te  revenues

C it iz e n  C o n tr ib u tio n

P ro v is io n  fo r  1985 d iv idends

P ro v is io n  fo r  1985 in f la t io n  

p ro o fin g

Allowance fo r  u n re a liz e d  lo ss  

on p re fe rre d  & common s tock

P ro v is io n  fo r  fu tu re  in f la t io n  

and d iv id e n d s

$ 5,374,820,000 $ 4 ,838,344,000 $557,347,000 $ (20 ,871 ,000 )

421.826.000

547.522.000 547,522,000

1,000 1,000

142.916.000

156.267.000

20,871,000 20,871,000

122,644,000

Balance, February 28, 1985 $ 6,365,041,000 $ 5 ,385,867,000 $979,174,000 $_

U n d is tr ib u te d  

Income

$ 57,596,000

(18 .033 .000)

(19 .533.000)

(2 0 ,0 3 0 ,0 0 0 j 

$__________

$421,826,000

(142.916.000)

(156.267.000)

(122 ,644 ,000 ) 

$________
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ALASKA PERMANENT FUND CORPORATION 

STATEMENT OF CHANGES IN CONDITION 

FEBRUARY 28, 1985

FUNDS WERE PROVIDED BY:

CURRENT MONTH YEAR-TO-DATE

Investment operations:

Net income

Items not affecting funds- 

Amorti zati on 

Depreciation 

Decrease in receivables 

& prepaid expenses 

lncrease/(Decrease) in accounts 

payable

Unrealized gain on real estate

57.596.000

(282,000)

4,000

19.900.000

11 ,000 
11^898^000)

421 ,826,000

(1 ,?75,000) 

53,000

816,000

(444,000)

_11a £ 11 j.0 0 0 )

Total provided by operations 73,331,000 416,978,000

Sale o f :

Marketable securities 

Common stock

Total sales

Maturity of debt obligations 

Conventional mortgage repayments 

Recovery of value of common stock 

Citizen Contribution 

Contributions from the State 

of Alaska 2 7 0 ^ 0 0 0

1 ,845,308,000 

 59^492^000

1 ,904,799,000

612,504,000 

2,610,000 

20,871,000 

1 ,000

547,522,000

Total funds provided 185^857^000 .1^05^285^000

FUNDS WERE USED FOR:

Purchases of:

Marketable securities 226,022,000 2,866,626,000

Conventional mortgages 1,851,000 14,174,000

Common stock 55,548,000 335,769,000

Real estate equity 6,576,000 85,817,000

Property & equipment 13,000 97,000

Alaska certificates of deposit    11Zj.111j.111
Total purchases 290,010,000 3,404,983,000

Increase in value of preferred

& common stock 20,871,000

Payments to the State of Alaska    Illz.lllz.lll

Total funds used ______290^020^000  1^110^984^000

Net change in funds $____(104, 153,000) $____1Z1 j.111z.111)



ALASKA PERMANENT FUND CORPORATION 

STATEMENT OF CHANCES IN CONDITION

(continued)

SUMMARY OF CHANCES

I ncrease in cash

Decrease in repurchase 

agreements

Net Change in Funds

 £ U R R E N T _ M O N T H   ______^ E A R ; T O - D A T E  

S <>7,000 $ 1 0 1 , 0 0 0

00^000 )  ^75^800^000 )

S - l lO iU lS ^ O O O )  $____ ( 7 5 , 6 9 9 , 0 0 0 )
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ALASKA PERMANENT FUND CORPORATION 

NOTES TO THE FINANCIAL STATEMENTS 

FEBRUARY 28, 1985

1. ENTITY

The Constitution of the State of Alaska was amended by public referendum in 1976 

to provide for the dedication of certain natural resource revenues to the 

Permanent Fund. The principal of the Permanent Fund is invested in perpetuity.

In 1980, the State Legislature created the Alaska Permanent Fund Corporation

(the "Corporation"), a public corporation separate from the agencies of State 

government and governed by a Board of Trustees, (the "Trustees"), to manage the 

investments of the Permanent Fund. In 1982, the Legislature amended the law to 

provide that a portion of the annual earnings would be made available to the 

State for the payment of dividends and that a portion would be contributed to 

the principal of the Permanent Fund sufficient to offset the impact of

inflation. The balance was to be retained by the Corporation in an

undistributed income account.

2. SIGNIFICANT ACCOUNTING POLICIES 

Contributions -

Contributions by operation of statute are recorded when they become due from the 

State, i.e., when certain revenues are received by the State Department of 

Natural Resources.
I

Contributions by appropriation are recorded when they are received.

Depreciation -

Furniture and equipment are depreciated on a straight-line basis over a three 

year useful life. Other property is depreciated on a straight-line basis over a 

five year useful life.

Dividend appropriations -

Current law directs that one-half of a five year moving average of the net 

income of the Corporation be made available for the payment of dividends each 

year.

Funds -

For purposes of the Statement of Changes in Financial Position, the term "Funds" 

has been defined as cash and repurchase agreements.

-6-



The impact of inflation is measured by the United States Consumer Price Index 

previous calendar year average for all urban consumers applied against the

balance of contributed equity at the end of the fiscal year.

Interest Income -

Interest income on all securities is accrued monthly as earned.

Interest income is shown net of amortization of premiums and accretion of

discounts.

Investments -

In accordance with Statement of Position of the Accounting Standards Division 

No. 78-10, investments in the aggregate are valued as follows:

Type Basis

Marketable debt securities Cost adjusted for ar xtization

Inflation Impact -

Realized gains or losses on the sale of investments are determined by specific 

identification.

Undistributed Income -

Net earnings are credited to the undistributed income account at the end of the 

fiscal year. Earnings attributed to the investment of undistributed income are 

based upon the balance at the beginning of the fiscal year.

3. RECEIVABLES AND PREPAID EXPENSES

Receivables and prepaid expenses consisted of the following as of February 28,

Common stock 

Real estate

Conventional mortgages 

Alaska certificates of deposit

of premiums and accr tion of 

di scounts

Lower of cost or market value

Market value

Cost

Cost

1985:

State of Alaska dedicated revenues 

Purchased interest receivable 

Accrued interest receivable 

Dividends receivable 

Prepaid expenses

$ 10,825,000 

2,188,000 

152,763,000 

A,631,000 

28,000

$170,A35,000

-7-



MARKETAB LE DEBT SECURITI ES

The estimated market values of debt securities at February 28, 1985 are as 

follows:

AMOUNT YIELD

Repurchase Agreements $ 48,800,000 8.66%

Short Term Issues 138,234,000 9.31%

Intermediate and Long

Term Issues 5,123,723,000 11.62%

$5,310,757,000 11.53%

All of the Corporation's investment securities are held by commercial lending 

institutions pursuant to custodial agreements.

COMMON STOCK V •s

At February 28, 1985, the investment in preferred and common stock was valued at 

cost, which was less than the aggregate market value of $644,327,000 on that 

date. The dividend yield on preferred and common stock amounted to 4.20 

percent.

REAL ESTATE

Equity Pools

At February 28, 1985, the investment in real estate equity pools was valued at 

market, which approximates cost in all cases save one. On December 31, 1984, 

Corporate Property Investors completed an independent appraisal of the 

properties which underlie the investment of the Corporation. The appraisal 

reported a 15.6% uiC.rease in n?t asset value, or $1U 69 per common share» for a 
total unrealized gain of $3,898,000 to the Corporation. Future adjustments to 

market value will be based upon independent appraisals of the properties which 

constitute the pools.

Participating Mortgages

The investment in participating real estate mortgages conveys an undivided 

interest in real property acquired in connection with a loan made on and

collateralized by certain '•eal estate. At February 28, 1985 the investment was

valued at market, which approximates cost. Future adjustments to market value 

will be determined by the combined total of (i) an annual appraisal of the real 

property, and (ii) the difference between the present value of the mortgage and

the outstanding principal balance of the note. Terms of the mortgage note

provide for interest at 10.5 percent per annum. In addition, the Corporation 

will participate to the extent of its percentage of ownership in future net cash 

flow derived from leasing the property. The total amount of interest and net 

cash flow each year is limited to the maximum rate for interest allowed under 

applicable State of Texas or federal law.



Ceneral Partnership

A t  F e b r u a r y  2 8 ,  198 5 ,  t h e  i n v e s t m e n t  i n  r e a l  e s t a t e  g e n e r a l  p a r t n e r s h i p s  w a s  

v a l u e d  a t  m a r k e t ,  w h i c h  a p p r o x i m a t e s  c o s t .  F u t u r e  a d j u s t m e n t s  t o  m a r k e t  v a l u e  

w i l l  b e  b a s e d  u p o n  i n d e p e n d e n t  a p p r a i s a l s  o f  t h e  p r o p e r t i e s .  T h e  C o r p o r a t i o n  

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

f l o w  d e r i v e d  f r o m  l e a s i n g  t h e  p r o p e r t i e s .

7 .  C O N T R I B U T E D  E Q U I T Y

T h e  p r i n c i p a l  b a l a n c e  o f  t h e  A l a s k a  P e r m a n e n t  F u n d  a t  F e b r u a r y  2 8 ,  1985  w a s  

c o m p o s e d  o f  t h e  f o l l o w i n g  e l e m e n t s :

D e d i c a t e d  s t a t e  r e v e n u e s  $  2 , 3 0 3 , 7 AO ,0 0 0  
A ^ o r o p r i a c i o n s  f r o m  t h e  S t a t e  2 , 7 0 0 , 0 00 ,0 0 0  
P r o v i s i o n  f o r  i n f l a t i o n  3 8 2 , 127 ,00 0

^ ^ ^ E S E R V

$  5 , 3 8 5 , 867 ,0 0 0

R E S E R V E  F OR I N F L A T I O N  AND D I V I D E N D S

T h e  T r u s t e e s  o f  t h e  P e r m a n e n t  F u n d  h a v e  d e s i g n a t e d  t h e  b a l a n c e  o f  t h e  

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

i m p a c t  a n d  d i v i d e n d  p a y m e n t s .  A l t h o u g h  t h e  S t a t e  L e g i s l a t u r e  c o u l d  l e g a l l y  

a p p r o p r i a t e  t h i s  a m o u n t  f o r  o t h e r  p u r p o s e s ,  i n  t h e  o p i n i o n  o f  t h e  T r u s t e e s ,  t h i s  

d e s i g n a t i o n  i s  i n  a c c o r d a n c e  w i t h  t h e  s t a t e d  p u r p o s e  o f  u n d i s t r i b u t e d  i n c o m e ,  

i . e . ,  t o  p r o v i d e  a  r e s e r v e  f o r  t h e  c u r r e n t  s t a t u t o r y  u s e s  o f  C o r p o r a t i o n  i n c o m e  

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

i n t e n d e d  t o  e n a b l e  t h e  C o r p o r a t i o n  t o  f u l l y  o f f s e t  t h e  i m p a c t  o f  i n f l a t i o n  a n d  

s t i l l  m a i n t a i n  a  c o n s t a n t  l e v e l  o f  d i v i d e n d s  i n  y e a r s  w h e n  P e r m a n e n t  F u n d  

e a r n i n g s  a r e  n o t  e n o u g h  t o  d o  b o t h , .

T h e  B o a r d  o f  T r u s t e e s

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

G e n t l e m e n :

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

b o o k s  o f  a c c o u n t  w i t h o u t  a u d i t ,  a n d  n o  i n d e p e n d e n t  o p i n i o n  o n  t h e  f a i r n e s s  o f  

t h e s e  s t a t e m e n t s  h a s  b e e n  r e n d e r e d .

S i n c e r e l y ,

«
P e t e r  A .  B u s h r e  

C o m p t r o l l e r
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A L A S K A  P E R M A N E N T  : 0 S D C O R P O R A T I O N  

FINANCIAL PROJECTIONS AS OF 3/15/85

PRINCIPAL: ACTOAL 4 PROJECTED INCOME: ACTUAL 4 PROJECTED.........
(in ciliior.s) (in siilions!

Distributions Reserves

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

FT Balance priationsRevenues* Proofing Balance Shortfall Balance Income Dividends Proofing Fund Adj.** (Delete) Balance Assets

78 54.4 54.4 54.4 1.8 1.3 .5 55.0
79 54 .4 84.1 138.5 138.5 8.0 6.6 1.4 140.5
80 138.5 344.4 .3 433.2 483.2 32.4 11.8 .3 11.8 8.5 502.9
81 483.2 900.0 335.1 .2 1.768.5 1,768.5 149.9 27.5 .2 27.5 36.0 58.7 58.7 1,874.6
82 1,768.5 800.0 400.5 2,969.0 2,969.0 368.4 71.1 71.1 41.1 185.1 243.8 3,301.7
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
84 4.021.2 300.0 365.2 150.9 4,838.3 4,838.3 529.5 175.0 150.9 203.6 557.4 5,530.8

85 4,838.3 300.0 358.1 234.1 5,730.5 5,730.5 622.1 214.1 234.1 173.9 731.3 6,675.9

86 5,730.5 359.9 365.4 5,455.8 6,455.8 597.3 258.9 365.4 26.5) 704.8 7,419.5
87 6,455.8 345.3 408.1 7,209.2 7,209.2 650.0 288.1 408.1 36.2) 668.6 8,165.9
83 7,209.2 355.6 453.9 8,013.7 8,019.7 725.1 313.5 453.9 42.3) 626.3 8,959.5
89 8,019.7 361.7 502.9 8.884.3 8,884.3 794.4 339.9 502.9 48.4) 577.9 9,802.1
90 8,884.3 353.8 554.3 9,792.4 9,792.4 867.5 364.5 554.3 51.3) 526.6 10,683.5
91 9,792.4 342.6 608.1 10,743.1 10,743.1 944.1 399.1 608.1 63.1) <63.5 11,605.7
92 19,743.1 342.8 665.2 11,751.1 11,751.1 1,024.0 435.5 665.2 76.7) 386.8 12,573.4
93 11,751.1 338.9 725.4 12,815.4 12,315.4 1,107.7 473.8 725.4 91.5) 295.3 13,584.5
94 12,815.4 319.6 788.1 13,923.1 13,923.1 1,194.3 513.8 788.1 107.6) 187.7 14,624.6
95 13,923.1 ;24.1 854.8 15.102.0 15,102.0 1,284.6 555.5 854.8 125.7) 62.0 15,719.5
96 15,102.0 306.9 841.7 16,250.6 82.8 16.333.4 1,373.6 598.9 841.7 62.0) 16,849.5
97 15,250.6 290.2 .831.5 17,372.3 160.9 17,533.2 1,475.6 644.1 831.5 18,016.4
98 17,372.3 282.2 885.3 18,539.8 174.0 13,713.8 1,576.2 690.9 885.3 19,230.7
99 18,539.8 265.8 940.9 19,746.5 187.4 19,933.9 1,680.5 739.6 940.9 20,486.1
0 19,746.5 253 .2 998.6 20,998.3 201.4 21,199.7 1,788.6 790.0 998.6 21,788.3

* Source: Alaska Department of Revenue

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

ASSUMPTIONS: 30* CASE FORECAST - 2nd fit: FT85

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

4.26* Inflation FI85 
10.87* Return FT85

6* Average Inflation FY86-FY00 
9* Average Return FY85-FY00

FT

76
79
80
31
82
83
84

85

86

87
88
89
90
91
92
93
94
95
96
97
98
99
0
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A l a s k a  S t a t e  L e g i s l a t u r e

Senate

Pouch V 

State Capitol 

Juneau, Alaska 99S11

September 23, 1985

To: C & R A  Committee

From: C & R A  Stafjjj^

Subj: Contents of S B  244 Folder

Contents of the folder are as follows:

I) Statement by Senator Coghill on the purpose of bill

2.' Sectional analysis of S B  244 by Division of Legal Services

3) Graphic exp'.anation of the relationship of the permanent fund
to the undistributed income account

4) Earnings on undistributed income, account projected through 2003

5) M e m o r a n d u m  from Dept of C & R A  on municipal assistance funding
from F Y  82 through F Y  86

6) M e m o r a n d u m  from Legislative Finance stating their Mean case
and Risk Adjusted case projections for the undistributed income 
account from 1985 through 1990. Attachments to the m e m o  
give detailed information through 1995.

7) A  statement of changes in undistributed income over the period
July I, 1980 through June 30, 1985

8) Memoranda: Fr o m  Senator Ferguson to Dave Rose and Dave Rose
answer to the Senator on questions concerning the availability
for appropriation of the undistributed income account

9) M e m o  from Jim Kelly, P e r m  F u n d  staff, to P e r m  F u n d  Trustees
attaching certain resolutions passed by the Trustees, pertaining 
specifically to the undistributed income account.

Official Business

10) Miscellaneous financial/fiscal information on the Permanent F u n d



ALASKA 
STATE LEGISLATURE

M E M O R A N D U M SEP 1 6 R£CO

To: Senator Edna DeVries

m -7From: Frank R. Fergusoi

Alaska State Senator

Date: September 11, 1985

Subject: Interim Hearings (Senate Bill 244)

T h is m e m o  is to i n f o r m  yo u that I w i l l  be u n a b l e  to a t t e n d  

the hearings set for September 24,25 and October 22,23 regarding 

Senate Bill 244. I understand the Sheffield Administration has a 

task force addressing both municipal assistance and revenue sharing 

and beli ev e the committee efforts are a duplication of efforts 

and cost.

Enclosed please find the airlrne tickets provided by you to 

attend these meetings.

If you should have any questions, please contact my office.

Enclosures

FRF/cc
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TO: All members of the Committee on Community and Regional Affairs

FROM: Senator John B. Coghill

RE: SB 244, two-year funding of municipal programs

The main purpose of this bill lies with the commitment the state has 

made to the municipalities and subdivisions of the state under the 

Shared Revenue and Municipal Assistance programs. These programs can 

best be managed in declining revenues with a two-year funding cycle.

We are obligated legally, politically and morally to fund the two 

assistance programs. Using a two-year funding cycle will allow the local 

officials to manage their budgetary programs in times of declining 

revenue. This is very essential to assure proper services and 

stability. This is not a raid on the permanent fund or the interest 

account known as the undistributed income account.

The reason why I choose that conduit is the constitutional ability to 

bind one legislative process to the next legislative process i.e. from 

one two year cycle to another. This ability stems from Sect. 15,

Article 9 of the constitutional amendment setting up the permanent fund 

allowing that "All income from the permanent fund shall be deposited in 

the general fund unless otherwise provided by law."

In our forward funding proposal we would guarantee that the amount we 

are allocating is the amount we are appropriating. Therefore, it is 

necessary to say that if we find our treasury unable to meet that 

commitment the balance would be taken from the undistributed income 

account to make up that commitment.

If we appropriate the fund into the undistributed income account it 

would be in a holding position in that fund for distribution to the 

municipalities, then it would not be necessary to implement the clause I 

have in the bill establishing the shortfall provisions.

Regardless of the formula the program uses and regardless of 

requirements of statutes, the Legislature can r-hortfall appropriations 

because of lack of funds. When the Legislature allocates the forward 

funding under the bill, they will, by necessity, have to make it clear 
by legislative intent what the allocation is for the same as they do in 

a general appropriations bill.
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Some questions and answers regarding SB 244

1. Would SB 244 change the current shared revenue and municipal 

assistance formulae used by the state?

No. We are not addressing the issue of the calculation method of the 

formula. The Governor's Task Force on Shared Revenue is working on 

that.

2. When would the local governments receive their payments?

They would get their payments in one lump sum in June. They would 

receive notice of the amount they would receive the following June at 

the same time.

How will this assist in local government budget preparation?

This will be a revelation. Local government will be able to account 

on the amount of state funds available and will be able to plan with 

that in mind.
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Institute of Social and Economic Research, University of A!c:ka October 1984, R.S. IMo. 22

The Alaska Permanent Fund Dividend Program: 
Economic Effects ard Public Attitudes

How do Alaskans feel ab o u t th e  Perm anent 
Fund Dividend Program and w hat have been its 
econom ic effects? Researchers a t  the  U niversity’s 
Institu te  o f Social and Econom ic Research recently  
addressed these questions in a new report fo r the  
Alaska P erm anent Fund C orporation . T hey found 
th a t:
•  A bout 60 percen t o f Alaskans th in k  th e  dividend 

program  is a good idea, 29 percen t have m ixed 
feelings, and 1 0  percent think it a  bad idea.

•  The “ average” recip ient saved $200  o f his 1982 
dividend, paid $200 in federal taxes, paid o ff  $50 
in deb t, and spen t $550 ($4 50  fo r day-to-day 
expenses such as food, heat, c lo th ing  and $ 1 0 0  for 
special item s such as airline ticke ts  and video 
recorders).

•  Dividends create  m ore spending m oney and jobs— 
and resu lt in m ore population grow th—than  o ther 
ways o f spending th e  same am o u n t o f public 
m oney, including bigger operating  and capital 
budgets, tax  reductions, and subsidizing econom ic 
activity.

Alaskans' Attitudes Toward the Dividend Program
Based on a te lephone survey o f  1,016 house­

holds, m ost Alaskans prefer th e  dividend program  
over such alternatives as local co n stru c tio n  projects, 
reduced p ro p erty  taxes, subsidized loan program s, or 
saving the  dividend m oney in th e  P erm anent F und. 
Given the  choice, however, 71 percen t w ould now 
choose to  end th e  dividend program  ra th er than  
bring back th e  personal income tax , and a m ajority  
would sup po rt using part of th e  dividend m oney to  
pay fo r th e  s ta te ’s longevity bonus program .

M ost persons interviewed th o u g h t th ey  were 
en titled  to  a share o f  th e  earnings o f  th e  Perm anent 
Fund and had no problem  w ith  receiving m oney 
directly  from  th e  state . Most em phatically  believed 
th a t how  th ey  used th e  m oney should  n o t determ ine 
w hether o r n o t th e  program  con tinued . M ost respond­
ents also th o u g h t th a t  the  dividend program  helped to  
p ro tec t th e  principal o f th e  Perm anent Fund and was

a b e tte r use o f  the m o ney  th an  legislative ap p ro p ri­
ations. In addition, th e y  th o u g h t th a t  th e  dividend 
program  had made them  pay closer a tte n tio n  to  how  
th e  sta te  spent the  m oney  it received.

R espondents w idely supported  th e  dividend 
program , particularly those from  low er incom e 
groups, rural residents, recen t im m igrants, persons 
w ith  relatively less ed uca tio n , and younger and older 
Alaskans. However, even 45 percen t o f  those from  
high-incom e households (receiving over $60 ,000  
incom e in 1983) supported  th e  program .

R espondents w ere m uch m ore likely to  favor 
dividends if they felt th a t :  ( 1 ) residents w ere en titled  
to  a share in the  s ta te ’s w ealth ; (2) Alaska residents 
were b e tte r  able to decide how  to  spend th e  s ta te ’s 
m oney than  the  legislature; and (3) dividends were an 
im p o rtan t source o f incom e in their com m unities.

A ttitudes tow ard A laska’s fiscal fu tu re  also 
influenced responden ts’ views. Those w ho expected  
s ta te  revenues to  decline in th e  nex t 1 0  years were 
likely to  oppose the  dividend program  in favor o f 
increased state  savings, w hile th e  reverse was tru e  fo r 
those  ■••ho firmly believed revenues w ould n o t 
decline.

Impact of the Dividends on Income
More than  458 th o usand  1982 dividend checks 

o f  $1 ,000  and m ore th a n  430 thousand  1983 divi­
dend checks o f $386 .15  w ere d istribu ted  to  Alaskans 
under th e  Alaska Perm anent F und  Dividend Program . 
T he im pact o f these dividends on incom e varied 
widely am ong Alaskan households. F o r 35 p ercen t o f  
A laskans, 1982 P erm anent Fund dividend incom e 
represen ted  less than  a  5-percent increase in th e ir  
fam ilies’ after-tax  incom es. F or an o th er 47 percen t, 
th e  dividends represented  an increase in after-tax  
incom es o f  5 to  20 percen t.*  For th e  rem aining 17

* Adults paid 28.4 percent of their 1982 dividends as federal 
income taxes. Since 31 percent of the dividend income went 
to children, most of which was not taxed, the average tax rate 
for all dividend income was about 20,2 percent. Total federal 
income taxes were $88 million on 1982 dividends and $32 
million on 1983 dividends.



percent of Alaskans, the dividends represented more than a 
20-percent increase in family incomes. The contribution of 
dividends to family income was relatively greater in rural 
Alaska, and especially so for rural Alaska Natives. Nineteen 
eighty-two dividends represented more than a 20-percent 
inciease in family income for over half of rural Alaska Natives. 
Since the 1983 dividends were smaller than those of 1982, 
their contribution to after-tax income was also smaller.

H o w  Alaskans Used Their Dividend Income
Based on the survey, Alaskans spent about 10 percent of 

their dividend income on special purchases, the most common 
of which were airline tickets (one-fifth of all special pur­
chases), furniture, houses, home additions, televisions, appli­
ances, bicycles, snow machines, and three-wheelers. They 
spent 45 percent for day-to-day purchases such as food, heat, 
clothing, and rent. Based on the survey, they saved about 20 
percent of their dividend income and used nbout 5 percent to 
reduce debt. They paid the remaining 20 percent to the federal 
government in taxes.

.jwer-income and rural households used less of their 
dividend income for taxes or savings and more for debt reduc­
tion and special purchases.

Parents decided how their children’s dividends would be 
used in over one-half of all households, while children made 
the decisions in less than one-tenth. In the remainder of 
households, the decisions were made jointly. The greater the 
children’s say in the use of the dividends, the more was spent, 
while the greater the parents' say, the moie was saved or 
used to reduce debt.

Economic Effects of the Dividenu Program
The dividends have provided one of the most important 

sources of growth in disposable (after-tax) personal income in 
Alaska since the current economic boom began in 1980. The 
dividends dh‘°ctly accounted for 17 percent of the increase in 
disposable income for the years 1981-1983. They also created 
5,000 new jobs by 1983. People moving to Alaska to fill these 
new jobs increased the state’s population by 4,000 by 1983, 
resulting in higher government expenditures and private 
investment. In addition, earnings from the new jobs further 
increased disposable income by 23 percent in 1983 over and 
above the direct amount of the dividend.

The dividend program has not noticeably affected 
inflation. Few, if any, people have left the labor force as a 
result of dividend income. There is no evidence of substantial 
migration to Alaska by people hoping to receive dividends,

although some people may have postponed their departure 
from Alaska for that reason. The secondary economic effects 
of dividends were felt most in the support industries of trade, 
services, and finance, which are concentrated in the urban 
parts of the state. Private holdings of wealth increased m o d­
estly and tended to be concentrated among the higher-income 
groups. The availability of funds resulted in a small amount of 
capital investment for business purposes.

The dividends produce larger increases in before- and 
after-tax income than spending an equivalent amount for other 
public purposes. In the long run, the dividends also cause 
larger increases in employment and population. While the 
employment growth from dividends takes place in the support 
sector, other public expenditures produce more jobs in govern­
ment or construction-related industries.

Because nearly all state revenues come from the produc­
tion of finite petroleum reserves, total public spending— in the 
form of dividends or for other uses— cannot be sustained at its 
current level. If current public spending patterns— including 
paying of dividends— continue, significant and continuing 
reductions in government expenditures will become inevi­
table early in the next decade, cutting per capita real public 
spending to half its current level by the turn of the century. 
Thus, any use of public funds m.olves a trade-off not only 
between different uses but also the timing of use. Permanent 
Fund earnings spent as dividends produce the largest effect on 

economic growth in the present but reduce the level of future 
public assets in the same way as other public spending.

In contrast, saving Permanent Fund earnings has no 
effect on the economy in the present but increases future 
opportunities for public or private spending by enlarging state 
fund balances in the future— augmenting future public reve­
nues that are projected to be much smaller than those of 
today.

T h e  r e p o r t  s u m m a r i z e d  h e r e , The Alaska Permanent 
Fund Dividend Program: Economic Effects and Public Atti­
tudes, w a s  p r e p a r e d  f o r  t h e  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  b y  G u n n a r  K n a p p ,  S c o t t  G o l d s m i t h ,  a n d  J a c k  
K r u s e  o f  t h e  I n s t i t u t e  o f  S o c i a l  a n d  E c o n o m i c  R e s e a r c h  a n d  
G r e g g  E r i c k s - i n  o f  E r i c k s o n  a n d  A s s o c i a t e s ,  J u n e a u .  I t  i s  
a v a i l a b l e  t h r o u g h  t h e  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 ,  
6 0 1  l / V .  F i f t h  A v e n u e ,  S u i t e  4 3 5 ,  A n c h o r a g e ,  A l a s k a  9 9 5 0 1  
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H o u s e  o f  R e p r e s e n t a t i v e s

Committee on State Affairs

Âlaska Jiiaie
Pouch V 

State Capitol 
Juneau, Alaska 99811

(907) 463*4903

TO:

FROM:

DATE:

RE:

Members

Fourteenth Alaska Legislature

Representative Katie Hurley/^-r^

House State Affairs Chaif'T- t'

2/4/85

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



R e g a r d i n g

H O U S E  STATE AF F A I R S  C O M M I T T E E

an O v e r v i e w  of the Al a s k a  P e r m a n e n t  Fund

Juneau, Al as k a  
J a n u a r y  24, 1985



P R O C E E D I N G S

H o u s e  S t at e A f fa ir s C o m m i t t e e  will  come to order on J a n u­
ary 24 at 3:00 PM. P res en t, in ad di tio n to the Chair, Vice 
C ha ir R e 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  Jenkin s, R e p r e s e n­
tat iv e Cato, and R e p r e s e n t a t i v e  Bo uch er . I h a v e  a m e s s a g e  
from R e p r e s e n t a t i v e  M il l e r  that he won't be able to be here  
today and I know that R e p r e s e n t a t i v e  C o l l i n s  will be he re  
shortly.

Our agenda today is an o v e r v i e w  of the P e r m a n e n t  Fund 
Program; a b r i e f i n g  by Dave Rose, E x e c u t i v e  D ir ec tor  of the 
Al a s k a  P e r m a n e n t  Fund C or po r a t i o n .  And we hav e four bills that 
so far have been as si gn ed  to the c o m m i t t e e  under the five-d ay 
notice. And we w o u ld  be happy to have d i s c u s s i o n  on these but 
we are not g oi ng  to take any action today after we hear from 
Dave Rose. Could you come forward, please? Please, e v e r y o n e  
who is here, w o ul d you r e g is te r so we will ha v e a record of 
those in attendance. And if I'm m is s i n g  someon e,  a VIP around 
here, I hope that you will st and  up so I can see you so I can 
introduce for the record. I k n o w  there are several st af fe rs  
here and I a p p r e c i a t e  your at ten da nce . Dave?

DAVE ROSE:

M a d a m  Cha irman, m e mb e rs  of the Com mi tt ee . For the record, 
I'm David Rose, E x e c u t i v e  Director of the Al a sk a P e r m a n e n t  Fund. 
I also serve as an o ff ic er  as se cr e t a r y  and tr eas ur er  of the 
Ala sk a P er ma ne n t Fund C o r po ra ti on .

My p r e s e n t a t i o n  today is s tr uct ur ed in six parts. F irs t a 
d e s c r i p t i o n  of the m a g n i t u d e  of the Fund in the c on te xt  of 
m a jo r endowment, foundation, and p e n s i o n  funds with  n our 
co u n t r y  today. Next, a brief h i s t o r y  of the Fund, why it was 
cre at ed and how  it was created. Next, the o r g a n i z a t i o n  and 
op e r a t i o n  of the Fund and ho w in vestment s t r a t e g y  is formulated. 
Some current numbers that m a y  be of interest to all of you in 
terms of pro je cti on s, earnings, wh a t- ha v e - y o u .  C e r t a i n l y  a 
point for q u e s t i o n s  by m e m b e r s  of the co mmittee, and finally, 
c o m m e n t a r y  on s p e c i f i c  propo sed  l e g i s l a t i o n  to w hat eve r de gr ee  
you wish to ex p l o r e  the v a r i o u s  bills and wis h any impact 
ana l ys is  that we m a y  be able to offer. In that regard, while 
we don't, as a Fund, take an ad voc ac y p o s i t i o n  one way or the 
other on the Fund, on these bills we do feel it is cur r e s p o n­
si bi lit y to give you the dol la r impact of each bill  so that you 
hav e a fee li ng  for what you m a y  be g e t t i n g  y o u r s e l f  into with 
the a d o p ti on  of any o ne  of them.

C H A I R M A N  HURLEY:

- 1 -



Fi rst  just  let's examine, b as ed on latest av ail ab le  numbers, 
where our Fund ranks am ong  the m a j or  trust funds e s t a b l i s h e d  
w i t h i n  th< Un ite d States today, b e c a u s e  I think that c on tex t is 
important If the P er m a n e n t  Fund  were c on s i d e r e d  an en do wm en t 
fund, we w oul d be the lar g es t e n do wm en t fund in the United
States. Second to us would come the Texas P e r m a n e n t  Fund, next 
the U n i v e r s i t y  of Texas, and third, the H a r v a r d  U n i v e r s i t y  
Trust. If the P e r m a n e n t  Fun d were c o n s i d e r e d  a foundation, we 
w o ul d be the la rg es t f ou n d a t i o n  in the Un ite d States today.
R a n k i n g  next to us would be the Ford F ou nd at io n , followed by the 
P E W  T r u s t s  and the J. Paul  G e tt y Trust. If we w e r e  to wear
the hat of a union p en sio n fund, which of c ou r s e  we're
not, but that's another large type of trust, we w ou ld again 
rank the largest in the Un ite d States. We  wo uld be followed by 
the T e a m s t e r  C e nt ra l States, S o u t h e a s t  and S ou t h w e s t  Areas, by 
the T e a m s t e r s  W e s t e r n  C o n f e r e n c e  third, and pr ob a b l y  by the 
Un ite d Mi n e W o r k e r s  fourth. If we w e r e  ranked as a c o r p o r a t i o n  
trust fund, p en sio n fund, which of co u r s e  are some of the 
largest in the country, your P e r m a n e n t  Fund w ou ld rank about 
seventh. W e  would be smaller than U.S. Steel, A . T . &  T. , G e ne r al  
Electric, G.M., and Dupont. But we w o u l d  be larger than I.B.M., 
larger than Exxon, larger than Ford, and larger than Sears. If 
the P e r m a n e n t  Fund w e r e  a F o r t u n e  500 company, and it is a big 
b us in e s s  o r g a n iz at io n,  and we were to be m e a s u r e d  on a net 
income basis, we w o u l d  be ranked about 24th on the F o r t u n e  500 
index. If we were m e a s u r e d  on a st o c k h o l d e r  eq u i t y  basis, we 
w ou ld p l a ce  about 16th on the F o r t u n e  500 list,

In short, your Fund is one of the largest in the c o u n t r y  
and p e r h a p s  on e of the fastest g r o w i n g  in st it ut io ns  in the 
country. It should be i n t e r e s t i n g  to note that in Alas ka , the 
Al ask a P e r m a n e n t  Fund is the largest p ro du cer  of net income in 
our state, other than the p e t r o l e u m  in du s tr y itself. And what 
has happened, in a sense, is that the citizens of A l a s k a  have 
c re ate d an industry, a b u s i n e s s  if you will, a m o n ey  m a k i n g  
institution, which is now the largest in the st ate other than 
the p e t r o l e u m  i nd ust ry  itself.

Le t's e x am in e why the P e r m a n e n t  Fund was cre ate d and the 
shape it took b e ca us e I think that gives you a feel for why we 
are w h a t  we are today. Some of you, I'm sure, r e m e m b e r  the 
fateful day of S ep t e m b e r  10, 1969, wh ich was the date the state 
r e c ei ve d $ 9 0 0 , 0 4 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 de ba te  at the time as to what we 
should do w i t h  this $900 mi lli on . We had the B r o o k i n g s  I n s t i t u­
tion co m e into the state and co n d u c t  seminars t h r ou gh ou t  the 
state, and we had a lot of testimony, a lot of public hea rings. 
And the c o n c l u s i o n  reac hed  by, I think, an o v e r w h e l m i n g  c o n s e n s u s  
of A l a s k a n s  at that time was that the m on ey  should be spent. 
It should be spent on p h y s i c a l  plants, b a s i c a l l y  I guess some 
pe op le call it i n f r a s t r u c t u r e  today, but we are talking water,
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sewer, schools, and access. A c c e s s  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 hea lt h and education.

Th e m one y was spent, as you all know. And it was m o m e n­
tarily a pp re cia te d. But a few years, really shortly there aft er , 
the spe nd in g c o ns e n s u s  of A l a s k a n s  was for got te n and there was 
s t a t e w i d e  ne g at iv e  r e a c t i o n  to the " w a s t i n g "  of the S900 millio n. 
This reached its height in 1975 when people sort of looked back 
at m o n e y  h.;ing be en  spent and there was no new m on ey av ai l ab le  
and certain i.y no in vestment or income st r e a m  c o m i n g  from it. 
And th er e ’..ere several p r o p o s a l s  which result ed  in the Al a s k a  
Permanent. Fund.

In N o v e m b e r  of 1976, the peo ple  of A l a s k a  passed S e c t i o n  15 
of A r t i c l e  9, which was an ame nd men t to the St ate  C o n s t i t u t i o n  
wh ic h created the Fund and it d ed ic at ed  25 percent of all 
m i ne ra l lease rentals, r oy alt ies , r o ya lt y sale proceeds, federal 
m i n e r a l  revenue sharing payments, and b on use s received by the 
state to the Fund. It further provi ded  that i n v e s t me nt s must 
be income p ro d u c i n g  and that the income w o u ld  flow to the 
Ge n e r a l  Fund unless provided o t h e r w i s e  by law. Well, du ri ng  
the next four years, from 1976 until 1980, d e b a t e  raged as to 
w h et he r the Fund  sho ul d take the form of a d e v e l o p m e n t  ba nk  on 
the one hand, and an old f a sh io ne d  trust on the other. And the 
c o nc ep t of the trust ev e n t u a l l y  pre vai le d in the 1980 l e g i s l a­
tion w h ic h is known as the P e r m a n e n t  Fund  Act.

The ten ant s of that involved seve ra l t h i n g s - - f i r s t , the 
p r i n c i p l e s  should r e m a i n  inviolate. Secondly, the sa fety of 
p r i n c i p a l  was para mou nt . I n ve st me nt s have to be c o n s e r v a t i v e  
and have  to be m ad e at m a r 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 at tac k 
on its pr incipal. Sec on d is through the i nve stm en ts it makes, 
if it m ak es  t h e m  at less than market, yo u can er rod e the fund 
until you don't have what  it was o r i g i n a l l y  worth. And the 
third, of course , is wasted in terms of p u r c h a s i n g  power b e ca us e  
in f la t i o n  has an impact on a fund wh e n it remains stable, it's 
p u r c h a s i n g  power is reduced.

The  third tenant was that the prudent investor rule w o ul d 
be adhered to. And I will say a few words about the pru den t 
investo r rule in a few mi nu tes . And lastly, the Fund w o u l d  be 
ma n a g e d  i n d e p e n d e n t l y  from the state, to se pa r a t e  the sa vi n g  
from the s pe ndi ng  function. In 1980  and in 1981, in r e m e m b r a n c e  
of the famous quote, " w a s t i n g  of the $900 m i l l i o n , "  the s tat e 
l e g i s l a t u r e  passed speci al ap pr o p r i a t i o n s  of so- ca lle d s u r p l u s  
funds. In 1980 the amount was, sym bo li ca ll y,  $900 mi lli on . 
And in 1981 the amount ap pr o p r i a t e d  was, also sy mbo li ca ll y,  
twice $900 m il li on,  or $1.8 billion. So the thread of the 
s p ec ia l a p p r op ri a ti on s,  the a p p r o p r i a t i o n s  of surp lu s to the
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Fund, has always b e e n  in rem em br a nc e,  if you will, of the 
o r i g i n a l  $900 million, which was spent in a c c o r d a n c e  with the 
g e n e r a l  c o n s e n s u s  of what A l a s k a n s  wanted, but q u it e ap pa re nt ly  
a few years later they d e ci de d  that that r e a l l y  wasn't what 
they wanted. Th ey  di dn 't  want to spend, they wanted to save.

In 1982, which is tht. on ly  a me nd me nt  we ha v e to the 
P e r m a n e n t  Fund Act, the Act was amended and th ere w e r e  several 
p r o v i s i o n s  but the c e n t r a l  p r o v i s i o n  was a r e q u i r em en t that a 
s u f f i c i e n t  amount of income we re in ve ste d after o p e r a t i n g  
e x p e ns es  were taken car e of and after d i v i d e n d  payme nts  were 
ta ke n care of, to prote ct  the Fu n d' s p ri n ci pa l from inflation. 
And this pr oc e d u r e  is w i d e l y  re fe rr e d to today as in flation- 
pr oofing. So m u c h  for the history. It took a lot of years and 
just a few m i n u t e s  to talk about, and p r o b a b l y  I've slighted a 
few ev e nt s and people, but I think those are the basic high- 
1 i g h t s .

The  Fund today is op er a t e d  in a c c o r d a n c e  w i t h  C h a p t e r  13 
of T i t l e  37 of A l a s k a  St atutes. We call it the P er m a n e n t  Fund 
Act. And that is, T i t l e  37, C h a p t e r  13, is the basic s t r u c t u r e  
for the Fund. I b e l i e v e  that the o r g a n i z a t i o n  is one of the 
s t r o n g e s t  points of the P e r m a n e n t  Fund C o r p o r a t i o n .  T h e  Fun d 
is e s t a b l i s h e d  with an e n t i t y  cal led  the A l a s k a  P e r m a n e n t  Fund 
C o r p o r a t i o n .  W e ' v e  b ee n  created in the c o r p o r a t e  form, s e p a r a t e  
from the State of Alaska, a l t h o u g h  we are c l e a r l y  an i n s t r u m e n t­
ality of the state. And it was intended that this iso lat io n 
from the state itself w o ul d serve to c l e a r l y  s e p a ra te  the saving 
from the s p e n di ng  function. G o v e r n m e n t s  which have g r a ci ou s 
s p e n d i n g  a p p e t i t e s  g e n e r a l l y  do not  mix we ll  with in st it u ti on s 
d e d i c a t e d  to save. And c le ar ly  the " es ta bl ish me nt of the Fund 
wi t h i n  an i nde pen de nt c o r p o r a t i o n  serves to bu ffe r and de fu s e 
e f f o r t s  to turn a savings acco un t into a s p e nd in g account.

The C o r p o r a t i o n  is d i r e c t e d  by a s i x - p e r s o n  board of 
trustees. Four m e m b e r s  are c i t iz en s from the p ri va te  sector 
ap p oi nt ed  by the G o v er no r for a fo ur-year term. They  serve 
t hes e terms on a stagge red  basis. A fifth tr us tee  is, by law, 
the S t at e C o m m i s s i o n e r  of the D e p a rt me nt  of Re ve nu e , and the 
s ixt h is a C a b i n e t  M e m b e r  of the free ch o ic e of the Gov er nor . 
T h e Bo ard of D i r e c t o r s  serve on a par t-time, unpaid basis. 
Four are, obvi ous ly , fully e m p lo ye d w it h other jobs in the 
p r i v a t e  sector. And the two C a b i n e t  M e m b e r s  h a v e  major pub li c 
r e s p o n s i b i l i t i e s  and are engaged in o p e r a t i n g  large d e p a r t m e n t s  
of the S tat e g o v e r n m e n t .  The p ri vat e sector trust ees  so r e c e i v e  
an h o n o r a r i u m  for their a t t e n d a n c e  at m e e t i n g s  and their p a r t i­
ci p a t i o n  in the Fund. O bv i o u s l y ,  the two C a b i n e t  Me mb ers  are 
o n the St ate  p a y r o l l  and they do  not r ec ei ve  any h o n o r a r i u m  
for their service. C u r r e n t l y  the Board of T r u s t e e s  is c o m p os e d 
of the fo llo wi ng  six people: the C h a i r m a n  is A r n o l d  Espe.
A r n o l d  is a banker and a c c o un t an t by b ac kg ro un d.  Fe p r ac t ic es
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banking . C ly de Sherwood, who is a p ri nc i p a l  in Ar thu r Y o u n g  
and Compa ny,  a CPA. B y r o n Mallott, c o r p o r a t e  executive. By ron 
is, of course, with Sealaska. Hug h Malone, r e c e n t l y  appo in ted . 
A land surveyor and a former leg islator. I' m s ur e  you all kn o w 
Hugh. Mary N o r d a l e  as the C o m m i s s i o n e r  of R e v en ue . And N o r m a n  
G o r s u c h  as the A t t o r n e y  General.

T h e  T r u s te es  c o n v e n e  reg ula r and speci al  m e e t i n g s  for the 
p u r p o s e  of pol ic y making. Th e y also c o n v e n e  work sessi ons  to 
d i s c u s s  investment strategy, to review c e r t a i n  invest me nts  and 
to for mulate policy pr opo sa ls for formal action. The T r u st ee s 
em p l o y  an E x e c u t i v e  D i r e c t o r - - i n  this case, m y s e l f - - t o  conduct 
the da il y o p e r a t i o n s  of the Fund. The E x e c u t i v e  Direc tor  in 
turn hires his staff and t og et her  they e x e c u t e  the policy as 
p r o m u l ga t ed  by the Trustees.

T h e  Fund is adm in is t er ed  by a very l e a n  and very p r o f e s­
sion a l  staff of eleven people. E le v e n  people is an e x t r a o r d i n­
arily small amount. Te n of wh o m o p e r a t e  from the C o r p o r a t i o n ' s  
O f f i c e s  located here in Junea u, and one. is in A n c h or ag e.  In 
a d d i t i o n  to the E x e c u t i v e  Director, the b r e a k d o w n  of the o r g a n i­
zatio n is, very simply, three people r e s p o n s i b l e  for m a k i n g  
investments, we call them I n v es t me nt  Off ic e r s.  T h e s e  three 
peo pl e open up our shop a little bit be f or e six eac h m o r n i n g  
b e c a u s e  we o p e r a t e  the P e r m a n e n t  Fund on N e w  Yor k time b a s i c­
ally. The a d m i n i s t r a t i v e  staff and people such as m y s e l f  com e 
in at 8 or a few m in ut es  b e f o r e  and g e n e r a l l y  we c lo se  the 
d oo rs  of our shop so mew her e b e t w e e n  4: 30  and 3 o'clock. It is 
on e  of the few o r g a n i z a t i o n s  that is open  al most twelve hours a 
day.

In a dd it ion  to the three I n v es tm en t Of fic ers , we have three 
c h ar ge d with all accounting, custody, and c l e a r i n g  functions. 
T h e s e  are the important functions of m a k i n g  su r e that s e c ur i ti es  
are pr op er ly  s af eg uar de d, that we account for ev ery  cent that 
we are re sp o ns ib le  for. We don't round to the n ea res t m i l l i o n  
dollar s, we round to the n e ar es t penny. I rec all  last year, 
as an aside, b ei ng  off 36 ce nts b e c a u s e  we had 36 ce nt s of the 
S t at e' s m o ne y  and it was p h y s i c a l l y  n e c e s s a r y  to issue a check 
for 36 cents to balance. But that's only i l l us t ra ti ve  of the 
case that this Fund is b a l a nc ed  to the penny; we do n't  deal in 
g r o s s  numbers.

We also have three people involved in the of fi ce  m a n a g e m e n t  
f u n c t i o n  which rea ll y sort of ma kes  the o r g a n i z a t i o n  work. They  
keep track of eve ry bo dy  else. O n e  other staff pe r so n d i vi de s 
his time b e t w e e n  A n c h o r a g e  and Juneau. He serves as r es ea r c h  
and l ia iso n offi cer  r e s p o n s i b l e  for r e s e a rc hi ng  the issues, for 
a n s w e r i n g  q u e s t i o n s  of the E xe c u t i v e  and L e g i s l a t i v e  br anc he s, 
a n s w e r i n g  an awful lot of public mail m a k i n g  inq uiries about 
the Fund, h o w  it works, why it was es ta b li sh ed , and what have  
you.
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And in that re ga rd  I ha ve  behind me P e t e  Bushre, our c o n­
troller. Pete  is a senior me m be r  of our staff and is the fe llo w 
who wo r r i e s  about those pennies. And to his left is J i m  K e ll y 
who is our r e s e a r c h  and l ia iso n officer, who is the pe rso n 
c h a r g e d  w i t h  r e s p o n s e  to L e g i s l a t i v e  and E x e c u t i v e  Br anc h 
req ue st s.  Our rule in our shop is that any  r eq ues t that co mes 
in w il l be han d le d w i t h i n  72 hours, and if there is a rea so n 
why we can't h a n d l e  it wi th i n  72 hours, yo u' l l  get a no te  from 
us telling you what the p r o b l e m  is.

In add i ti on  to the small s t af f of eleven, the Fund e m p l o y s  
some spe ci al ty  c on tr a c t o r s .  And t he se include bank c u s t o d i a n s  
to h el p with the s a f e k e e p i n g  of s ec ur it ie s,  to c o ll ec t  funds 
w h e n  due, w he th er  it is intere st or divid en ds,  to ma ke  p a y m e n t s  
and transfer of funds when s e c u r i t i e s  are p u r c h a s e d  and sold. 
A d d i t i o n a l l y ,  we have under c o n t ra ct  some eq uit y m a na g er s.  
T h e s e  are p r o f e s s i o n a l s  in the s t o ck  area. We  do not pretend 
to be e xp er ts  in c o m m o n  stock, liv in g in A l a s k a  some 5,000 
m i l es  away from the markets. We employ, by contact, p r o f e s­
sion al s to do the re sea rc h and to han dle  a lot of the stock 
t r a n s a c t i o n s  that we b ec o m e  en g a g e d  in. And lastly, we re t ai n 
real est at e advis ors  who ass ist  in the p u r c h a s e  and sale of 
real estate, and en su re  that these assets are p r o p e r l y  leased, 
that rents are coll ect ed , that p r o p e r t i e s  are p r o p e r l y  m a i n­
tained, and that it a p p r e c i a t e s  in value, as, of course, is the 
r e a s o n  we have it.

I m e n t i o n e d  be fo re  that the Fund  o p e r at es  under the pr ud ent  
man  rule. And the p r u d e n t  ma n rule m e a n s  very si mp ly  that it 
w i l l  invest using the same s ta n da rd s as other so ph i s t i c a t e d ,  
i n s t i t u t i o n a l  inv estors. It is a h i g h  d eg r e e  of r e l i a n c e  and 
im p o r t a n c e  placed on re c e i p t  of one, m a r k e t  yields; two, 
e n g e n d e r i n g  as l o w  a risk as possible; three, b ro ad  d i v e r s i f i­
cation; and four, a d e q u a t e  liquidity. T h e s e  are the m a jo r 
te n ant s of the prude nt  investor rule. Also, the Fund serves as 
a fiduciary. Th at  is, it acts in a trust capacity, a d h e r i n g  to 
very  high  s t a n d a r d s  of in ve st men t and s a f ek ee pi ng .  C e r t a i n l y  
not the kind of st and ar ds you and I w o u ld  a dh e r e  to in the 
m a n a g e m e n t  of our own p a r t i c u l a r  pe rs o n a l  weal th.  It i n v o lv es  
itself with  some functions a s s oc ia te d w i t h  the very hard e c o­
no m i c s  of i n v e s t i n g  for gain. And it does not en ga ge  in p o l i t i­
cal or social investing. It is a hard guts, b o t t o m  line c o r p o­
rate e nt i t y  involved in i n v e s t i n g  for gain. And the concept, 
b a s ic al ly , is that there are other e l e m e n t s  wit hou t our state 
which should be r e s p on s ib le , pr im ar il y,  for p o l i t i c a l  or social 
investments, and this b a s i c a l l y  is your st ate  G e n e r a l  Fund.

The Fund has the no r m a l  trust r e s p o n s i b i l i t i e s  of first 
p r o t e c t i n g  and p r e s e r v i n g  its co rp us  or p r i nc ip al ,  and second, 
e a r n i n g  a yield c o m m e n s u r a t e  with risk. If we hav e a choice, 
we w o u l d  rather enjoy less yi eld in favor of redu ced  risk. We
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are  a very, very risk [indisc.] We  take our r e s p o n s i b i l i t i e s  
of a c c o u n t a b i l i t y  very ser iously. Your Fund is very public. 
Not only do le gi sla tor s have que stions, but the public has a 
tr em en do us  amount of inqui ry as to what the Fund does. Any 
time you d i s t r i b u t e  4 0 0 , 0 0 0  or m o r e  d i v i d e n d  checks, people 
have a ve s te d interest in the Fund and ho w  it operaLes. We  do 
get a steady st re am of inquiry as to how we invest, and wh a t our 
yi eld s are, and h o w  well we are doing, and h av e we lost any 
mon ey . T h e r e  is an awful lot of public aw ar e n e s s  of the Fund.

W i t h  r es pec t to ac co un ta bi li ty , we do s u bj ect  the Funds to 
audits. T h e s e  are o u ts id e aud it s by an in de pen de nt Bi g-8  firm. 
Last year we not on l y had a financial audit, we had an audit of 
i nt ern al  controls, we also had an audit on funds that had been  
t r a n s f e r r e d  from the state to the P e r m a n e n t  Fund to make sure 
that there wa sn' t a drop that leaked out in the transfer of 
funds b e t w e e n  the state and the Fund itself.

We  have an e xt e n s i v e  system of internal controls. After 
all, we d on 't  want yo u or me or anyone to wake up one  m o r n i n g  
that a few m i l l i o n  doll ars  has d i s a p p e a r e d  to, say, Ve ne zu el a.  
The i n t e rn al  c o n t r o l  s y s t e m  w i t h i n  our o r g a n i z a t i o n  is very, 
very  st ri ng en t and you would p r o b a b l y  have to co ll ud e m o r e  than 
half  of the o r g a n i z a t i o n  if t h er e was to be any kind of lea kag e 
of mo ney . And that is d o n e  by design, not by default.

We  do pu b l i s h  an ann ual  report. We  p ub lis h our fi na nc ial s 
t h r o u g h o u t  the state in every j u d i c i a l  district. We a dv er t i s e  
and c o n d u c t  open  m e e t i n g s  and sp eak  be for e gro ups  th ro ug ho ut  
the st ate to an swer q u e s t i o n s  and to p ro v id e information. And 
we are also a c c o u n t a b l e  to the L e g i sl at ur e.  S p e c i f i c a l l y ,  in 
this regard, we re por t to the L e g i s l a t i v e  Bu d ge t and A ud it  
Co mm it te e,  wh ich  is r e s p o n s i b l e  for Fun d oversight. W e  do 
a d v i s e  Bu d g e t  and A u di t C o m m i t t e e  of m a j o r  shifts in inves tm ent  
s t r a t e g y  prior to m e e t i n g s  b e i n g  co nd uc ted . W h i l e  we do not 
r e q u e s t  or r e q u i r e  assent from the Co mm it te e,  we m ak e sure the 
C o m m i t t e e  is n o t i f i e d  of what the planned actions are and, of 
course, th er e is always a space on P e r m a n e n t  Fund agenda for 
any L e g i s l a t o r  to at te nd at any time. T h er e is a spec ial
p o r t i o n  of the ag end a in a d d it i on  to the a v a i l a b i l i t y  to the
pub lic  testimony, which is also w el co m e d  at any meeti ng.

Yo u  also all re ce iv e or sh ou ld  receive, you new fo 1> s ,  
m e e t i n g  n o t i c e s  so you know when our m e e t i n g s  are conduc 
We g e n e r a l l y  try to condu ct  m e e t i n g s  in J u n e a u  d u r i n g  the s t j * 
sion rat her  than so me pl ac e else in the state.

T h e  Fund ope ra te s on its receipts. We d o n’t get a G en er al  
Fund a p p r o p r i a t i o n  for op e ra ti on . E x p e n d i t u r e s  c u r r e n t l y  run
at less than o n e -h al f of one  p er cen t of the net income figure. 
Th e C o r p o r a t i o n ' s  an nual budget is, if course, ap pro ved  by the
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L e g i s l a t u r e .  So th er e is L e g i s l a t i v e  o v e r s i g h t  and c on t r o l  
w i t h i n  the budget process. Ob vi ou sly , you  do n't want to c re a t e  
a s i t u a t i o n  w h e r e  a fund like this has a blank check, c a n  earn 
$528 m i l l i o n  a year and spend a n y t h i n g  it wants. So the budget 
is very  cl o s e l y  reg ul a te d and must be j us ti fi ed  on the same 
basis as all other b ud ge ts  be fo r e  the L e g i s l a t i v e  Comm itt ee .

A l l o w  m e  to spend a few m i n u t e s  on inves tme nt  ph ilosophy, 
and if I see you start to g l az e over or doze  off, I'll know you 
p r o b a b l y  know m o r e  than you want to k n o w  about in ve st men t p h i l o­
sophy. But it is important. First of all, the T rus te es have  
e s t a b l i s h e d  an ea rni ngs  goal of three per cen t after inflation. 
We h av e s e ve ra l terms that we use, we use no mi nal . No mi na l 
m e a n s  si mply the raw am ou nt  of earnings. We subtr act  from that 
the in fla ti on  rate and you ha ve  s o m e t h i n g  ca ll ed  the real rate 
of return. T h e  real rate of r e t u r n  is the re tu rn  of the earnings 
after the rate  of inflation. The T r u s t e e s  ha v e e st a b l i s h e d  a 
t hr ee  perc ent  real rate of return. T h e  amount earned after 
inflation. And this goal is to be a c h i ev ed  over time, r e a l i z i n g  
that there w i l l  be years when we wi l l be s u b s t a n t i a l l y  above 
three percent, and other years we will be s u b s t a n t i a l l y  b e l o w  
thr ee  percent. The  three percent real rate of r e t u r n  is bet ter  
than most trusts have a t t a in e d d u r i n g  the past 15 years. In 
this day and age, t hre e perc en t in curre nt  m a r k e t  is r e l at iv el y 
ea s y to a tt a i n  with a r e l a t i v e l y  small de g re e of risk. But 
over time, a three percent real rate cf re tu rn  is a ha nds om e 
return, if yo u  look at it in the h i s t o r i c a l  pe rs p ec ti ve . You 
m u s t  recognize, of course, that w h a t e v e r  real rate  of return 
you ha v e as your target, in order to earn that, you must en g en d er  
risk, b e c a u s e  the only way you earn g re at  sums of m o n e y  is to 
ri s k a gr eat  deal. So it is very imp ortant that wh en  we set our 
target of what we want  to earn, that we set it as a re as on ab le  
tar g et  lest we t hr ow  the Fund into a very ri sky  situation.

Now, w h e n  we take a look at how we w i l l  invest, we take a 
look at the wh ole  s p e c t r u m  of i n s t r um en ts  or types of i n v e s t­
m e n t s  that we can put our m o n e y  into. On  the very top of the 
scale is so me t h i n g  cal led  U.S. T r e a s u r y  Bills, almost like 
cash. O b l i g a t i o n s  of the Un i te d St ate s go v e r n m e n t ,  very short 
term. I was g o i n g  to say sound as a dollar, but that's proba bly  
not the way to put it. Very, very sound, but a very, very 
s mal l return, but very safe. The next on the s p e c t r u m  is U.S. 
T r e a s u r y  N o t e s  and Bonds. And these T r e a s u r y  Bonds, again, are 
d ir e c t  o b l i g a t i o n s  of the Un ite d States, but they are of longer 
term. And, obvi ous ly , the longer the term, the m o r e  risk you 
b e c o m e  involv ed  in, b e c a u s e  if you ha v e a 30-year U.S. T r e as ur y 
Bond, lots of things can h a p p e n  in 30 years. It is ob vi o u s l y  
not as safe as a two-year T r e a s u r y  Bond. The next thing on the 
rung is C e r t i f i c a t e s  of Deposit. T h e s e  are o b l i g a t i o n s  of 
banks, it's priva te  sector. An d  priva te  sector has a little 
bit m o r e  risk to it that the Un i te d St a t e s  g o v e r nm en t.  Things

-8-



seem to be able to ha p pe n a little bit more, vo latily, if you 
will, in the private sector. The next instr ume nt  is so met hi ng  
cal l ed  bankers' acc eptance, which is a c o m b i n a t i o n  of bank and 
p r iv at e sector debt. Bankers' a c c e p t a n c e s  give  you a hi g he r 
y i el d th a n the other instruments, but they also have a gr eat 
deal more risk. F o l l o w i n g  that is c o r p o r a t e  debt. Th ese are 
the in str um ent s of c o r p o r a t i o n ' s  bonds, g en e r a l l y ,  but lots of 
things can ha p p e n  to c o r p o r a t i o n s  and they are subject to a lot 
of forces, bo t h in ternally and ext ernally. So again, c o r p o r a t e  
d eb t gives you a better return, but there is a little bit more 
risk. And go ing down the line, you have real es ta te  next wi th  
m o r e  vol at i li ty . Th en  you h a v e  co mm o n  s toc k of large c o r p o r a­
tions, the IBM's, the AT&T's, the Exxon's. A g re at deal of risk 
in c o m m o n  stock, but very h e a l t h y  r e tu rn s on an h i s t o r i c a l  
basis. And then p er hap s the largest risk factor, o th er than 
ve n tur e c a p i t a l  which we cannot invest in by law, is the co mmo n 
stock of small co rp or ati ons . Small c o r p o r a t i o n s  have t r e m e n­
dous  v o l a t i l e  swings, some do e xt r e m e l y  w e l l - - h i t  home runs, 
and others are pure stike outs. So again, you can  make  lots of 
m o n e y  on c om m o n  stock of small co rp o r a t i o n s ,  but you can also 
lose e v e r yt hi ng  as well.

W h a t  the T r u st ee s do is they try to blend all of these 
kinds of ins tru me nts , and we use some linear p r o g r a m m i n g s  and 
r e g r e s s i o n  and co rr el at ion . We use standard d e v i a t i o n  and one
of these days when you have some free time and you want to sit
in on an a m a s s  a l l o c a t i o n  m ee ti ng,  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 
d i f f e r e n t  risk factors, into a b le nde d p o r t f o l i o  wh ich gives 
you the h i g h e s t  po s si bl e p ot en t i a l  ret ur n with the lowest 
p o s s ib le  c o e f f ic ie nt  of risk. And it is a rat her  te chn ic al 
type ope rat io n. And it isn't always right. We do it on two 
bases. O ne  on a h i s t or ic al  b a si s of what has ha ppe ne d in the 
past fifty years. And then we do it on a second basis which 
a d j u s t s  for the curre nt m a r k e t  that we know, b e c a u s e  we kn ow  
that this is not n e c e s s a r i l y  a mi rr or  of the past fifty years. 
We take that blend and then we choose the d if fe r e n t  types of 
inv est me nt s we want; fixed income, bonds, real est at e and 
equities, which are stocks. But we have m o r e  than those three 
c a t e g o r i e s  b e c a u s e  in those cat eg o ri es , wh ich all of these 
o th er  ins trument fall into, is the n e c e s s i t y  to b a la nc e and
blend wit hin  each of them. For example, in fixed income bonds,
we may  and do b a l a n c e  our p o r t f o l i o  so that bonds are bal an ce d 
b e t w e e n  very sh ort m a t u r i ti es , im me d i a t e  m a t u r i t i e s ,  and very 
long ma tur it ie s.  B ec au se  I in dic at ed b e f o r e  that there is a 
very great deal of risk. Lit tl e risk for sh ort m a t u r i t i e s  and 
li ttl e return. G r e a t e r  risk with  long m a t u r i t i e s  but a g re a t e r  
return. And i nt er me di at es  are just that, i nt erm edi at e. W i t h i n  
equities, we bala nce  them b e t w e e n  what  we call p a s s i v e  index 
in ve stm en ts and act iv e inv estments. P a s s i v e  inv es tm en t  is no 
m o r e  than a c om put er  m o de l of the m a r k e t  as a whole. We do the
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c o m p u t e r  m o d e l  and we say, okay, we are going to invest a p o r­
tion of our c o m m o n  stock in the market. W h a t e v e r  the ma rk et  
d o e s - - a n d  the m a r k e t  is m e a s u r e d  by the S t a n d a r d  and Poors 500-- 
wh a te v e r  the m a r k e t  does we will suffer the same fortune. W e 
wi l l take r ou gh ly  two -th ir ds of our stock a l l o c a t i o n  and put it 
in our s t a t i s t i c a l  mi rro r of the S&P 500. The other o n e - t h i r d  
is placed in the hands of spe ci a lt y m a n a g e r s  who have d i f f e r e n t  
d i s c i p l i n e s ,  b a l an ce d again, and their charge is to do better 
that the S&P 500. Or, if the S&P 500 doe s m i s e r a b l y ,  to still 
do bett er.  Not lose  as m u c h  money. And so you have  that 
b a l a n c e  w i t h i n  the c o m m o n  stock area.

And lastly, in real estate, you hav e s ev era l re gim ens  of 
ba la nce . We have pools, and that is wh er e we jo in  w i t h  m a n y  
other in ves to rs  and go into a pool where we all chip in mo ney 
and we buy m a j o r  s ho pp ing  cente rs  and ind us tr ia l parks and 
r e s i d e n t i a l  housing, m u l t i p l e  family, and off ic e bu ildings. We 
are in a ra ther large pool now. Some of our partners, for 
interest, C a r n e g i e  Cor po ra ti on , Cornell, Yale, St an fo rd , No tre 
Dame, Un it ed  M e t h o d i s t  Church, U n i v e r s i t y  of S o u t h e r n  Ca lif o rn ia , 
V a n d e r bi lt ,  m a n y  of the e d u c a t i o n a l  ins ti tu t io ns  ha p p e n  to be 
in that pool. Al l of these folks, our partners, gi v e these 
i n ve st me nt s  the same kind of sc rut in y that we give it, and 
there is a lot of •'olice in k n o w i n g  that very e s t a bl is he d,  l o n g­
ter m i n s t it ut io ns  _re m a k i n g  the same kind of inv est m en ts  that 
we are making. And it is not u n c om m on  for us to pick up a 
p h on e an d- -w el l , m a y b e  it is uncommon, we do n't do it that 
often, but  we do do it--pick up a phone and reach a co u n t e r p a r t  
and say, what are some of the a n a l ys is  points, why do  you think 
this is g o o d  or why do you  think it is bad.

Our present p o r t f o l i o  target e s t a b li s he d by the T r u s t e e s  
to p r o d u c e  that three pe rc en t rate of re t ur n  w i t h  least risk is 
75 p er cen t fixed income, 15 percent equities, co m m o n  stock, and 
10 pe r c e n t  real estate. And that is their target. Th at  is, 
you m a y  not invest in less than 75 percent fixed income, and
you m a y  not invest in m o r e  than 10 perce nt  real e st a t e  or 15
perc ent  in stock. T h o s e  are caps. The actual in ve st men t p r o­
file as of D e c e m b e r  31, was 90 perc ent  of the Fund was act ua ll y 
i n v es te d in fixed income, 2 percent in real  estate, and 8
p e r c e n t  in stock. Fixed income gives us a very, ve r y  high real 
rate of r e t u r n  in today's ec on omy . It offers the least risk. 
And so this is just  a p or tr aya l of some of the risk avers ity 
that we have.

Let me  at this point mo ve  on to a few numbers. As of
D e c e m b e r  31, 1984, which was our last r e p o r t i n g  period- -an d,
inc ide nt al ly , we do not have long g ap s b e t w e e n  our reports. 
G e n e r a l l y  our r e p o r t s  for the m o n t h  just ended are issued w i t h­
in 20 to 25 days after the m o n t h  ju s t ended, so that you d o n' t 
wait two and t hr ee mo n t h s  for a report. The D e c e m b e r  31 report
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ind icated that we had some $ 6 , 1 9 3 , 0 0 0 , 0 0 0  in the Fund, r ou n d e d  
to $6.2 billion. Income last year  was some $529 mi ll io n.  This 
fiscal year  we expect it to exceed $618 m il li o n .  The as se ts  of 
the Fund last year increased by about a b i l l i o n  d o ll ar s and we 
exp e ct  a g r e a t e r  increa se this fiscal year. The rate of r e t u r n  
last year was a r e c o r d - b r e a k i n g  7.67 percent. This is m e a s u r e d  
a f te r inflation. Th i s year after i nf la t i o n  it will  be about 
6.6 percent, which is lower, but still more  than d o u b l e  the 
long term  tar ge t of three percent. And  h e r e  we are sp ea ki ng  of 
r e a l i z e d  returns. W e  are t a lk in g about hard money. We are not 
t a lk in g about j er p r of it s or paper losses. W h e n  I talk to 
you in terms ol eal return, I' m t a l k i n g  in terms of r e a l iz ed  
real  return.

It is important, I think, to note a couple of c o m p l e x i t i e s  
of a fund d e al in g with the d i s t r i b u t i o n  of its earning s.  
B e c a u s e  I think your l e g i s l a t i o n  is g o i n g  to involve many  of 
the q u e s t i o n s  of d i s t r i b u t i o n  of ea rn i n g s  as well as the Fund 
itself. And th ere are three items that I w o u l d  like to cover. 
T h e s e  are di vi de nd s,  inf la tio n p r oo fi ng , and the u n d i s t r i b u t e d  
income account which the T r u s t e e s  have d es i g n a t e d  as reserve.

First, let's talk about the d i v i d e n d  program. You sho ul d 
be  aw are that the C o r p o r a t i o n  does not a d m i n i s t e r  this program. 
T h a t ' s  h a n dl ed  by the D e p a r t m e n t s  of R e v e n u e  and A d m i n i s t r a t i o n .  
Each have r e sp e c t i v e  functions wi th  respe ct  to the. P e r m a n e n t  
Fund divid end s.  We, the C o r p o r a t i o n ,  s i m p l y  earn  m o n e y  and we 
send it to the De p a r t m e n t  of R e v e n u e  in re sp o n s e  to an annual 
l e g i s l a t i v e  a p p r o p r i a t i o n  ma de  in a c c o r d a n c e  with the s t a t u t o r y  
formula. The formula pr ovi de s that we av er ag e the last five 
y ears of rea lized, again not paper but r ea li z e d ,  net income. 
You  take that av e rag e for five years and we m u l t i p l y  it by 
50 percent. And  this am ount is fo rwa rde d to the D e p ar tm en t of 
R ev en u e .  Th e D e p a r t m e n t  of Re ve nu e,  in turn, d e d u c t s  its c os ts  
of a d m i n i s t e r i n g  the d i v i d e n d  program, and d i vi des  the b a l a n c e  
a v a i l a b l e  to d i s t r i b u t e  by the num be r of a p p l i c a n t s  that file 
for the di vi de nd s,  and that of c o u r s e  gives you the per ca pi ta  
d iv id en d.  So, we give a lump sum pa y m e n t  to R ev en ue.  From it 
they de duc t the expense s of r un ni ng  the d i v i d e n d  program, they 
take the b a l a n c e  of that and d i v i d e  into it the n u m b e r  of 
a p p l i c a n t s  and that is the per ca p it a that y o u  get. A rule of 
thumb, for example, last year we paid over $175 m i l l i o n  to the 
D e pa rt me nt .  This year we project p ay me nt  of $213.8 m il li on.  
If you were to take $213.8 mi ll io n,  d e d u c t  a couple of m i l l i o n  
d o l l a r s  for ex pe ns es  and di vid e into it the p o p u l a t i o n  of w h a t­
ever you  think the a pp l i c a n t s  will  be, m a y b e  500,000, you'd se e 
that this y ea r ' s  di vi d en d m i gh t a p p r o x i m a t e  $400, up s u b s t a n­
tial ly  from last year. Th at' s the ea si es t rule of thumb way to 
get there.
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Th e  second item is in fla ti on  pro of ing . I n f l a t i o n  proofing, 
we think, is inherent in any wel l m a n a g e d  trust. And i nf la ti on  
proofing, p er hap s m o r e  than any ot her  item, is of m a j o r  c o n c e r n  
to the T r u s t e e s  as fi du c iar ies . You m u s t  r e c o g n i z e  that the 
T r u s t e e s  are con ce r n ed  w i t h  their fi duciary re la t i o n s h i p .  The y 
want to prot ect  the Fund and they are e x t r e m e l y  p a r o c h i a l  when  
it comes to p r o t e c t i o n  of the Fund in a fi duc ia ry ca pacity. 
Si m p l y  stated, i n f l a t i o n  p r o o f i n g  m e a n s  that the p u r c h a s i n g  
power of the fund wh ich  is d e c r e a s e d  by the eff e ct s of i n f l a­
tion each year mu st  be rep la c ed .  And it is r e s t o r e d  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 g i v e n  rate, you ha ve  three perce nt  inflation, 
the p u r c h a s i n g  po we r of the fund is err od ed  by three percent, 
it m u s t  be re pla ce d. And what h a p p e n s  then is the Fund, by 
r e p l a c i n g  it, r et ain s its p u r c h a s i n g  po wer  c o n t i n u o u s l y  over 
time. H o w  this works is s im p l y  that the Tr us te es , in a c c o r d a n c e  
w i t h  law, have select ed a n a t i o n a l l y  r ec o g n i z e d  i nf la ti on  
index in order to m a k e  this an nua l c o m p u t a t i o n  and c o n t r i b u t i o n .  
Th e y use the Uni te d States C o n s u m e r  P r i c e  Index for U r b a n  
C o n s u m e r s  on an a v er ag e year to a v er ag e year basis. So for 
this year we wi ll  take the a ve rag e of the last full c a l e n d a r  
year, 1984, the average, and we will take the a v er ag e for 
1983, and we will m e a s u r e  the y e a r - t o - y e a r  av e rag e and that 
will be the i n f l a t i o n  rate. W e  wo n't  kn ow  that rate until 
about F e b r u a r y  so met im e w h e n  it is p u bl is he d by the U.S. D e p a r t­
ment of Com mer ce . W e then take that rate, we m u l t i p l y  it by 
the pr in c i p a l  ba l a n c e  at the end of each year, a figure is 
ar r ive d at then  which is r e t a i n e d  from e a r n i n g s  and put into 
the co r pu s of the fund. So, you have  e a r n i n g s  from it, a 
ch eck to the D e p a r t m e n t  of R e v e n u e  for d i vi de nd s , an ot he r use 
of ea rn ing s for in fla ti on  pr oofing, and then you may have
s o m e t h i n g  left over. And that leads me to the next element.

T h e  m o s t  u n d er st oo d element, perhaps, of the Fund, which 
is c al l e d  the u n d i s t r i b u t e d  income accoun t.  In years when the 
Fund earns enough m o n e y  to meet its dual o b l i g a t i o n  of paying 
d i v i d e n d s  first, and second, t r a n s f e r r i n g  funds for i nf la t i o n
p r o o f i n g  and it still has m o n e y  left over, the s ur p lu s is held
as u n d i s t r i b u t e d  income. C on v e r s e l y ,  in years when there is
not s u f fi ci en t earnin gs to m e e t  d i v i d e n d s  and i nf la t i o n  proofing, 
funds are w i t h d r a w n  from the u n d i s t r i b u t e d  income account, if 
there is a ba l a n c e  in that account. So in a sense, the u n d i s­
tribut ed  income acc oun t is a r e s e r v e  account of r e t a i n e d  e a r ni n gs  
wh ic h will in cr eas e or d e c r e a s e  as we have good and bad e ar n i n g s  
years, and in di re ct  r e l a t i o n  to in f la ti on . Now  w he the r you 
c a l l  this account a buffer, a reserve, r e t a i n e d  earnings, or 
u n d i s t r i b u t e d  income, it is e x t r e m e l y  i m po rt an t to those of us 
who m a n a g e  the Fund. And this im po rt an ce  stems from the fact 
that the p r i o r i t y  d i s t r i b u t i o n  of ear ni ng s is first for d i v i d e n d s  
anu second -or in f la t i o n  pro ofing. Now, if we have a poor 
income year or a year ma rk e d by very high inflation, we almost
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c e r t a i n l y  wil l have  a d e q u a t e  funds to meet the d iv id end  o b l i­
gatio n, but not en o ug h to i nf la ti o n proof. The s ho r tf al l for 
i n f l a t i o n  p r o o f i n g  ha s to come from this reserve. Our analys is 
s h ow s over time us ing  an e a r ni ng s rate of 9 percent, which we 
c o n s i d e r  r e a s o n a b l e  over time, an i nf l a t i o n  rate of 6 percent, 
that we will  not be able to co ver our i n fl a ti on  pr o of in g 
n e ed s over the long run. We w i l l  for about 10 or 12 years. 
A nd it is this c o n c e r n  and our de s i r e  to protect the integrity 
of the F u n d  over time, which m a k e s  us p r o t e c t i v e  of this reserve 
ac co unt . And it stems from the f i d u c i a r y  c o n c e r n  about i n f l a­
tion p r o o f i n g  the Fund. Of course, we have had three o u t s t a n d­
ing y e a r s  in a r o w  when e a r n i n g s  hit an al l- ti me  record and 
i n f l a t i o n  rate has rea ll y plu mmeted. Thus, this r e se rv e is 
a b n o r m a l l y  high. The u n d i s t r i b u t e d  income account or the 
r e s e r v e  a cc oun t at the end of last year was in excess of $550 
m i l l i o n .  It will g r o w  again this year. But a sense of r e al it y 
and h i s t o r y  c l e a r l y  in dic ate s that this will not always be the 
case. Yo u r Fund ma nagers, while I like to think my staff is
e x t r e m e l y  p r o f e s s i o n a l  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 ver y m a r k e t  reactive. And if m a r k e t s  and inf lation 
are such, we are not g o i n g  to be able to m a i n t a i n  the kind of
e q u i l i b r i u m  that we have for the last three years. We have
be e n e x t r e m e l y  for tu n at e and we ha v e  bu ilt up huge  reserves. 
But, of course, those huge r e s er ve s c r e a t e  some probl ems  in 
the se nse that th e y no w  l o o m  so large that they ma y  be s u s c e p t­
ible to use, to a d e t ri m en t.  And th ere is a q u e s t i o n  then, if 
y o u  h a v e  a res er ve , how  large a r e s e r v e  mu st  you have; what is 
the p ro p e r  amou nt?  Our p r o j e c t i o n s  i ndi cat e that over time, 
yo u w i l l  use e ve r y bit of the h ug e r es er ve  yo u build up now, 
i f we r e t u r n  to some kind of normalcy. O n e  of the j ud gm en ts  
and d e c i s i o n s  of the L e g i s l a t u r e  is the a de qu a c y  of that 
r e s e r v e  and h o w  l ar ge sho ul d it be for future needs. And I 
think there will  p r o b a b l y  be q u e s t i o n s  about that later on.

Le t m e  con cl ud e by saying that there is an awful lot of 
q u e s t i o n  and d i s c u s s i o n  about the Fund. Wh at  it is g o in g to be 
used for. Th e T r u s t e e s  have not rea lly  e nu n c i a t e d  any p a r t i c u­
lar use for the Fund. The T r u s t e e s  g e n e r a l l y  feel very s tro ng ly 
that their f u n ct io n is to earn m o n e y  for the Fund and to protect 
the Fund. But the d i s p o s i t i o n  of e a r n i n g s  of the Fund are l e g­
isl a t i v e  pre ro g at iv e,  and not the p r e r o g a t i v e  of the Tr us tee s 
of the P e r m a n e n t  Fund to di c t a t e  or n e c e s s a r i l y  int er f er e with. 
And  they have e nu n c i a t e d  that on m a n y  occ as io ns .  But I think 
m o r e  pe op le  e ac h day  are r e a l i z i n g  that income can be used in 
the future to of fse t the pr ed ic te d fall in st ate revenues, to 
a ss i s t  in the o p e r a t i o n s  of st ate g o v e r nm en t.  T he  m a jo r q u e s­
tio n  facing us all is if the Fund is g o i n g  to be used for that 
pu rp os e,  to m a k e  up the s h o r t f a l l  in re ven ue s, how  large does 
the Fu nd  h av e to be in future ye ars to p r ov id e the income that 
we will all need. It b o i l s  down  to some si m pl e q u e s t i o n s  of do
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you save today so you ca n  spend tomorrow, or do yo u spend today 
and not have a n y t h i n g  a v a i l a b l e  for tomorrow, or very  little. 
Th e s h o r t f a l l  be t w e e n  reve nue  and e x p e n d i t u r 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 have n't  
q u i t e  figured out what it will be yet. And perhaps then the 
o v e r a l l  legacy of the Fund may be to for es t al l  new tax at io n and 
p r e s e r v e  some tax rate s t a b i l i t y  which bus in es s can de pend on 
and th rive on in the future. In short, the legacy c o ul d be the 
c r e a t i o n  of a c l im at e for the long term bu si ne ss  ex pa n s i o n  and 
d e v e l o p m e n t  that we all ho pe  to achieve. E no u g h  phi lo s op hy  on 
that realm.

W e  do have some charts. I think I have covered most of 
the figures but if you  c e r t a i n l y  hav e qu es t i o n s  we can g r a p h i c­
ally d i s p l a y  them. And I am p rep ar ed at this point, Ma da m 
Ch a i r m a n ,  to res po nd  to any q u e s t i o n  that you have.

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

I want  to c o m pl i me nt  you. I've pr o ba bl y got m o r e  i n f o r m a­
tion in this one h a l f - h o u r  than I've go tt en  the rest of the 
time. The  first thing we hear so much about this u nd is t r i b u t e d  
income over there and I finally u n d er s ta nd  what it is all about. 
T h e r e ' s  one thing in wat chi ng , th ere appears to be a b al an ci ng  
affect in n a t i o n a l  and world e c o n om ic s.  In other words, our 
Fund seems to be he al th y when our oil pr ice s are going down. 
The Un ite d States seems to ha v e an e c o no mi c  r e c o v e r y  where 
we 'r e hav ing  the down side. And ob v i o u s l y  you folks are into 
what is the major r e s o u r c e - - m o n e y . I mean, m o n e y  is produ ced  by 
oil, and m o ne y is produced by money.

One t hin g that c o n c e r n s  me, we met this m o r n i n g  and w e 'v e 
met, and does this m a g i c  day of M ar ch wh en  s o m e b o d y  is g o i n g  to 
fly in here  and tell us, "what is the down side of the d o l l a r s , "  
and I've he ard figures from $3 00  to $500 mi lli on . Is it not 
p os si ble , since you are d e a l i n g  in the world m o n e y  m ar ke ts  and 
oil has  b e e n  the g e n e r a t o r  in this wo rld money m a r k e t  that we
mi gh t not be a sk i n g  you what is the r e a l i t y  ot the do wn  side of
w o rl d oil prices. Or is that a f ar- fet ch ea q ue s t i o n ?

DAVE ROSE:

Well, 1 think in re sp o ns e to that, we are g e n e r a l  e c o n o m i s t s  
and we don't have any great s a g a ci ty  when it comes to oil. But 
th ere are a co up le  things that we know. N u m b e r  one, we know
that we have a c o n f li ct  wi thi n the Fund in the sense that as
oil p ri c e s  decline, it has a tre me nd ou s d o w n w a r d  affect on the 
in fla ti on  factor, and th ere fo re our inv estment ret u rn s are great. 
Of course, the down side is we get d ed ic a t e d  s t a t e  r eve nue s 
wh ich are oil derived, so we want those re v en ue s to be as high
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as possible. So we do have to look at it. You are q u i te  
c o rre ct . I think the thing that strikes us more  than a n y t hi ng  
el se  is wi th  respect to OPEC, when O P E C  c on t r o l e d  70 pe rc en t of 
the sup ply  of p e t r o l e u m  in the wo rld and they were r a i s i n g  
prices, it was easy to m a i n t a i n  very solid di sc ip li ne .  If you 
c o n t r o l  70 percent and e v e r y t h i n g  is g o in g up and y o u ' r e  m a k i n g  
a bu ndle of money, g r e a t  d i s c i p l i n e  for OPEC. But be c a u s e  of 
c o n s e r v a t i o n ,  OP E C n o w  c o n tr o ls  less than 50 percent of the 
w o r l d  ma rk et  of p e t r o l e u m  and they are ha vi ng  to cut prices. 
And you do not have d i s c i p l i n e  under that kind of scenario. So 
I think from our me ag er  ec on omi st  viewpoint, we really do n't  
g i v e  m u c h  c r e d e n c e  to m u c h  d i s c i p l i n e  wit hin  the OPE C st ructure. 
W e  think that oil prices are going to fall and, indeed, r i g h t  
n o w w hi le  we do invest in co mm on  st oc k of major oil compa nie s,  
we wi ll  p r o b a b l y  be re viewing that strate gy to see w h e t h e r  or 
not, b ec a u s e  A l a s k a  is so attu ned  to oil, whe th er it makes any 
s e ns e at all for us to have any large d eg r e e  of investment in 
oil co mp a n i e s  at all. Be c a u s e  as their fortunes declin e, ours 
d ecl ine , and that's o bv io u s l y  not wh ere  A l a s k a  ought to be.
That kind of d i s c u s s i o n  will go on wit hin  the Fund in the next
thirty days. Not to infer that we would sell all our oil
stocks. But we m a y  change our st ra te gy  [ in dis cer ni ble ].

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

My  second part of that q u e s t i o n - - d o  you and the D e p a r t m e n t  
of R ev en ue,  who we are r e c e i v i n g  pro je c ti on s from, and you
o p e r a t e  on in f or ma ti on  and we are trying to o p e r a t e  on i nf or ma­
tion, talk to each  other about this subje ct?  I see a lot of 
b r a i n  power in this room. Be fo re  we w e r e  focusing on one man, 
V i n c e  Wr ig ht , say i ng  what's the m a g i c  number. And it appears 
that we have got to wa it  for somebo dy  to come in. I, s o me h ow  
or other, feel that wi thi n the in ve stm ent s and k n o w i n g  you as I 
do, there's a lot m o r e  k n o w l e d g e  in how these w o r l d  pri ces  are 
g o i n g  to fluctuate. So my q u e s t i o n  is, are you t a l k i n g  to each 
other? Do we have the best inf orm at i on  to make de c is io ns  on? 
B e c a u s e  these are mind b o g g l i n g  numbers.

DAVE ROSE:

N u m b e r  one, we do talk. N u m b e r  two, I don't kn ow  whe the r 
we ha ve  the best in for ma tio n. N um b e r  three, we de p en d and 
ac c e p t  the D e p a rt me n t of R e v e n u e  numbers. All of our p r o j e c­
tions for our number s t r u c t u r i n g  re lies on the De pa r t m e n t  of 
Re ve nu e.  We don't r ep li c a t e  or d u p l i c a t e  that. Now, for our 
i nv e s t m e n t  deci sio ns , t h a t’s just gene ra l r e s ea rc h and ma rke t 
feel. But that is nowhe res  near as stylized or as finite as 
V i n c e  Wr ig h t ' s .  So, for example, all the numbers we will ever
present, for example, to L e g i s l a t o r s  in our p r o j e ct io ns  are 
V i n c e  W r i g h t ' s  figures, the 30 percent case. Now, we also m a i n­
tain  full da ta  on the 50 perc en t pro jec ti on s  wh ich we don't
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g e n e r a l l y  use b ec au s e we like to c o n s e r v e  them as 30 percent. 
But I think that is the best answer. W e ' r e  not sure we ha v e 
all the answers co l le ct iv el y , and we do talk, but we do depend 
h e a v i l y  on the D ep a r t m e n t  of Re ven ue .

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

A r e  we g e t t i n g  the best i n f or ma ti on ?

DAVE ROSE:

I can't give a va lue  jud gment. B ec a u s e  wh at  I h av en 't 
do ne  is, I h av e n ' t  tracked, for exampl e, the 30 percent case 
ag a i n s t  reality over a pe riod of years. I think it wo uld be
i n t e r e s t i n g  to see just ho w c lo se  that 30 percent case  turns 
out in reality. Yo u know, the in t e r e s t i n g  thing is that the 30 
percent case, it almost is a... let's say they do track, I
ass um e that they may. That m e a n s  that 70 percent ch an c e  exists 
that you will do be tt er  than the 30 percent cas e and h i s t o r y  
w o ul d in di ca t e that that is not ha pp en ing , that 30 p e rc ent  case 
is indeed the most p r o b ab le  case. So there sh oul d be some 
i n t u i t i o n  there that m a y b e  the 30 p e rc en t  case is really the 
me d ium , or wh a te ve r y o u ' r e  n o r m a l l y  g o in g to find. I h a v e  
n e ve r seen  the 70 p er cen t case, you know, the other 70 pe rc en t 
which  says that you are g o in g  to do m u c h  better. If I u n d e r­
stand the 30 p e r c e n t  case, it m e a n s  that 30 p e rc en t p r o b a bi li ty  
you will earn at least that amount of money. And if it is the
same, but  you have to use your own intuition.

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

T ha nk you.

CH A I R M A N  HURLEY:

Does any other c o m m i t t e e  m e m b e r  have a q ue st i o n ?  R e p r e­
sent a t i v e  P i g n a l b e r i  is here  and I see h i m  w a i t i n g  to ask a
q u e s t  ion.

R E P R E S E N T A T I V E  PI GNA LBE RI :

T h an k you for e n t e r t a i n i n g  a q u e s t i o n  from a n o n - c o m m i t t e e  
me m ber , 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  B o u c h e r ' s  c o m­
ments. "ou  de a l with a c om p l e x  topic and no one has ever said, 
th r oug h the wh ole  time that you 'v e b e e n  there, that the P e r m a n­
ent Fund is a n y t h i n g  but e x c e l l e n t l y  ma na ge d.  I think that's 
a real t r ib ut e to yo u and your staff. Y o u  don't need L e g i s l a­
tors. e s p e c i a l l y  freshmen, to come in and muck  th i ng s up for 
you. And  I'm going to ask you a co u p l e  of q ue s t i o n s  now and
h o p e f u l l y  I won't do that.
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I've always b e e n  curio us  about what to me is an appar ent  
c o n t r a d i c t i o n  in the fact that in fla tio n proofing, from the 
s t a n d p o i n t  of public policy, is the first priority. And yet, 
in the d i s t r i b u t i o n  of the e a r n i n g s  of the Fund, it re al ly  
c o me s number two be c a u s e  we take the d iv id en ds  out first. And 
I'm w o n d e r i n g  what you would think, or what the b o a r d  wo uld 
thirk if we w e r e  to go ahead and i nf la t io n proof first and then 
do away with the five year av e r a g e  and pay d i v i d e n d s  o n l y  out 
of the m on ey  that is left over after in fla tio n proofi ng,  b e c a u s e  
that, to get back to a basic H a m m o n d  concept, lets the people 
k no w how the Fund did that p a r t i c u l a r  year, and it's not 
d is to r t e d  by the e a r n i n g s  or lo sse s from the over five years. 
I k n o w  you mu s t have c o n s id er ed  that b e f o r e  and I w o n d er ed  if 
you wo uld share your thoug hts  with us.

DAVE ROSE:

Yes. There are a couple of q u e s t i o n s  w i t h i n  that qu estion. 
F ir st is the q u e s t i o n  of priority. C e r t a i n l y  from the p ar oc h ia l 
v i e w p o i n t  of the Fund the cha ng e in pr ior it y would p r o b a b l y  be 
d e s i r a b l e  in the sense that we would meet our o b l i g a t i o n s  of 
pr o t e c t i n g  the Fu n d through in fl at ion  proofing. And what  that 
also does, you see, is meets the ne eds of the Fund and the
T r u st ee s and so that from the T r u s t e e s  co ns i d e r a t i o n ,  be y o n d  
the point of in fl a t i o n  pr oofing, i.e., the e x p e n d i t u r e  of 
earnings, is really n o n e  of their concern. They on ly  are c o n­
cerned  about e a r n in gs  as long as in fl ation p r o o f i n g  is involved.

Now, with res pec t to the e l i m i n a t i o n  of the five yea r 
income averaging, that is in there for a parti cu lar  reason and 
the re aso n that it is t h e r e - - w e l l  there are several. N u m b e r
one, for whatever the ea rn in gs  are used, whether it is d i v i d e n d s  
or someti me down the road for the o p e r a t i o n  of st ate gov ern me n t,  
or whatever, if those ea rn i ng s each year are se ns i t i v e  to market, 
in other words, if we earn a lot of m o n e y  and we can meet  
in fla tio n p roo fi ng and there is some left over we will have 
m o n e y  to pay out. If we have little money, t her e is n ot hi ng  
left. What h a p p e n s  is, you h a v e  a m ar k e t  like this, and in
go o d years ev er y b o d y  g e t s  a p a yr ol l  and in bad ye ars  e v e r y b o d y  
is in the pits. The pur pos e of the five year income a v e r a g i n g  
set up was so that even if in one ye a r you  had z e r o  earnings, 
you would still not affect the amount of m o n e y  b e i n g  paid out 
any m o r e  than 20 percent, b e c a u s e  you would then have four 
y ea rs of po si t i v e  e a r n i n g s  d iv id ed  by the five year average. 
And even if the fifth year was zero, it's only  20 p er c en t 
diff ere nt.  So the idea was wh a te ve r that income is used for,
w h e t h e r  it's for s t a t e  g o v e r n m e n t  or d iv id e nd s or wh ate ve r, 
ra the r than hav e a ma rk e t  f l u c t u a t i o n  like this, b e c a u s e  it's 
not only g o o d  p e r f o r m a n c e  or bad per fo rm an ce , it's also m a r k e t  
per fo rm an ce . Tha t what you w o u ld  attempt to do  is ha v e  a 
m o d u l a r  rather than a peak and valley. That's the first thing
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it does. So the income a v e r a g i n g  is important if you want 
a ste ad y st re a m  of pa yme nts  at r o u g h l y  the same am oun t of money, 
it's important for that purpose. It's p r o ba b ly  also important 
from a m a n a g e r i a l  s t a n d p o i n t  b e c a u s e  there are m a n a g e r s ,  pe opl e 
in my  position, who may wish  to hit ho me ru ns  and who  ma y wish 
to look very, very good on a short r ang e b a s i s - - g e a ,  this  gu y 
g e t s  c o n t i n u a l l y  high earnings. But what happens is, you find 
a m a n a g e r  m a k i n g  short term  d e c i s i o n s  to look good, as most  
c o r p o r a t e  industry d o e s  today, and then three or four or five 
y e a r s  d o w n  the road  b e c a u s e  n o b o d y  has do ne  the wise long 
p l a n n i n g  that's needed, th ese c o r p o r a t i o n s  fall apart. So you 
d o n' t want to have  s o m e b o d y  r e a c t i n g  or h a v i n g  the ab il it y to 
r ea ct to hi t t i n g  home  runs in any one  year or two, to make  
t h e m s e l v e s  look good, to the d e t r i m e n t  of the Fund. For example, 
today we have s u b s t a n t i a l  e a r n in gs  on paper. Now, I c ou ld  say, 
boy, w o u ld  you g i v e  me a pay in cre as e if I go out and I sell
this and I r e t u r n  a huge in c re as e and look good. Well, that
m i g h t  be good for the m a na ge r of the day, but it m ig h t not be 
g o o d  for the Fund  b e c a u s e  if I sell  off things that are very 
well invested today, they m i gh t even increase in v al ue  and be
b e t t e r  tomorrow. So I think those are the two import ant  
i n g r e di en ts  in an swe r to your se c o nd  que stion.

I think from an e c o n o m i c  st a n d p o i n t  and a m a n a g e r i a l  
st a nd po in t,  you p r o b a b l y  want to keep  the income ave raging.

R E P R E S E N T A T I V E  P IG NA LB ER I:

M a y b e  not the d i v i d e n d  but the income ave raging. Th ank
you, M a d a m  Cha irman.

C H A I R M A N  HURLEY:

Does anyone else  have a q u e s t i o n ?  I have one. Do you 
h a v e  any real es ta te  in Alas ka?

DAVE ROSE:

/
At this point we have a c o m m i t m e n t  to involve o u r s e l v e s  in 

the lo ng  term f i n a n c i n g  for C o t t o n w o o d  Mall at W a s i l l a .  That 
t r a n s a c t i o n  has not yet closed. We had expec ted  that it wo ul d 
cl ose  by now, it has not yet. That is the on ly  c o m m e r c i a l  real 
e s t a t e  we have in Alas ka . We do have a home m o r t g a g e  p ro gr am  
w h e r e  we make loans from si ngl e family to four-plex. It must 
be o wn er -o c c u p i e d .  It's at floati ng rates. We have an $80 
m i l l i o n  a v a i l a b i l i t y  c om mi tm en t;  $40 m i l l i o n  of that has bee n 
taken. But again, th at' s a m a r k e t  rate pr o g r a m  w h ic h c o m pe te s 
w it h A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n ,  which is a su bs i d i z e d  
rate program. So g en era ll y, we do not have too man y people 
t a k i n g  that p r o g r a m  unless they  are bu y i n g  very  e x p e n s i v e  homes 
or they like and find a t t r a c t i v e  the floating rate as opposed



to the fixed rate. Also, A H F C  has about a 1 6- ye ar term, roughly, 
and we a l l o w  a 30-y ear  term. So we h a v e  a little bit mo r e fle x­
ibility. But anyti me  you have a m a r k e t  p r og ra m as o pp os ed  to a 
s u b s i d i z e d  program, o b v i o u s l y  we, as finan cie rs  and an y on e else 
w o ul d take the sub si di ze d  program.

C H A I R M A N  HURLEY:

A n y o n e  else? I sure do a p p r e c i a t e  your ...  I hope that you 
will gi v e  us a co py  of your t e s t i m o n y  if you have it.

DAVE ROSE:

I do have some charts and i l l u s t r a t i o n s  that you m a y  find 
int er est in g. C e r t a i n l y  w h e n  y ou  get to q u e s t i o n s  about s p e c i f i c s  
in any of the leg islation, Ji m  K e l l y  or m y s e l f  are pre pa re d to 
g i v e  yo u the dollar impacts, bo th  on the Fund and on an an n ua l 
bas  is.

C H A I R M A N  HURLEY:

We w o u l d  like to have you h e r e  w h e n  we get it. We do have 
four bi lls  but we do not... R e p r e s e n t a t i v e  Bo uch er ?

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

I have a que stion. You  have see n all of the bills twat have 
be e n introd uce d,  h a v e  you not?

DAVE ROSE:

Oh, yes.

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

That  re la te  to the P e r m a n e n t  Fund.

DAVE ROSE:

M a n y  times.

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

W h a t  do you think of them? [Laughter] Th at 's r ea l l y  what 
this is all about. M a y b e  I a ske d po i n t e d  q u e s t i o n s ,  and if 
you d o n ' t  want  to answer that, fine, don't.

C H A I R M A N  HURLEY:

W h y  d on' t you ask s p e c i f i c a l l y  instead of all of them. 
W h y  d o n 't you s a y . ..
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R E P R E S E N T A T I V E  BOUCHER:

W el l, is there a good one? I'm look ing  t hr ou gh  there to
see w h i ch  one is good, you know.

DAV E  ROSE:

Well, what we would, I think, pre fe r to do on the bills is 
to tell you the adv an ta ge s and d i s a d v a n t a g e s  of the bills and 
let you d r a w  your own co nc lu si ons . We are prepared, wh en ev er
you want to get into that, to v e r y  d i s p a s s i o n a t e l y  tell you
t h ese  are the ve ry  plus parts of the bill and the very n e g a t i v e  
sides. We  see plus things in all bills, i n c i d en ta ll y.  T he re  
ar e also some ne gatives.

M a d a m  Ch air ma n,  we are at your d i s p o s a l  at any time.

C H A I R M A N  HURLEY:

We don't want you to leave yet. We need to have a look 
at these bills in or der  to c o m p l y  wi th  the fi ve -d ay  rule. 
T h a t  d oe sn' t m e a n  that we are g o i n g  to be d i s c u s s i n g  them 
n e c e s s a r i l y  in depth, but I think we should ask some q u e s t i o n s  
a b ou t this or else we are going to have to r ea ss ign  them and 
not disc uss  t h e m  for five days. So I thought that since they 
are... Am  I not corre ct?

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

We can m a k e  m e n t i o n  of them w i t h o u t  ac tu al ly  d i s c u s s i n g  
t h e m  in detail, m e r e l y  that we have b ro u gh t bill 71 b e f o r e  the 
c o m m i t t e e  on this d a t e  and we will  take it up at a la ter time. 
T h e n  you will not h a v e  to rep ublish.

C H A I R M A N  HURLEY:

Okay. Mr. Mi lle r told me o t h e r w i s e  so I bo w  to you. You 
are  more experien ced .

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

Oh. H e  m a y  be corre ct.

R E P R E S E N T A T I V E  JE NKI NS :

M a d a m  Ch ai r m a n ?  Mr. Rose, a f ol l o w - u p  from Mr. Boucher, 
but a little mo re  imp ortant in terms of timing. T h e s e  bills 
that we have in front of us w e r e  indeed p r e fi le d and dra fte d 
prior Lo the last two or three weeks. The i n f o r m a t i o n  of the 
last two or three weeks, I a ss u r e  y o u  from a re sp on si b le , h o p e­
fully, m e m b e r  of this co mm i t t e e  and mem ber  of this le gis la tur e,
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gi v e us some very soberi ng v i e w p o i n t s  of the w o r l d  and the way 
our r e ve n ue  p r o j e c t i o n  is. And o bv io us ly,  as you indicate, 
t h er e are some good things, th ere are some pluses in each of 
these and some mi n u s e s  in others. In v i e w  of the last two or 
th re e w e e k s  and the possi ble  p r o j e ct io ns  and information, 
obv i ou sl y,  we are g o in g to kn o w better, can you re fl ec t on 
that?

DAVE ROSE:

Well, on e  of the m aj or q u e s t i o n s  that you have w i t h  all of 
the*e bills is whether or not you want to c r e a t e  a s y s t e m  w h e r e­
by you d e d i c a t e  a dd it ion al monies, i.e., take the m o n e y  of f the 
table so that it is never c o n s i d e r e d  by the l e g i s l a t u r e  and it 
flows a u t o m a t i c a l l y  into the fund on one hand. Or, the op t io n 
of not c h a n g i n g  the d e d i c a t e d  s tr e a m  of m o n e y  but m a k i n g  flat 
a p p r o p r i a t i o n s  as was d o n e  in 1980 and 1981. O n e  o b v i o u s l y  
t ak es m o n e y  off the table so there is no c o m p e t i t i o n  for it, it 
is g o n e  bef or e an y on e sees it in the L e g i s l a t u r e .  T h e  other 
is to h a v e  to c om pe te  and c o m p a r e  with pri or it ie s.  T h a t  makes 
it ver y d i f f ic ul t.  So that's c l ea r ly  o n e of the options. The 
o v e r a l l  qu est ion , of cour se,  is still sp e nd i n g  versus saving. 
And the hard decision, ultimately, which the L e g i s l a t u r e  has to 
m a k e  is if you want to pay for the programs that you are g oi ng 
to have in the future, wh ere  are you g o i n g  to get the res ou r ce s 
to do it, and sho uld  we take steps n o w  to p r e se rv e the ability 
to pay in the future. But r e g a r d l e s s  of the s u b s t a n c e  of the 
vote, the hard d e c i s i o n  is do yo u want to save n o w  or spend 
now. It is rea ll y no m o r e  complex th a n that. It re a ll y isn't.

C H A I R M A N  HURLEY:

S i nc e we do have about a half an hour left, wo uld it be 
p o s s i b l e  for you to just look at each  bill and give us a little 
of the adv a nt ag es  and d i sa dv an ta ge s,  and that w ou ld take care 
of any kind of n ot i c e  about h a v i n g  had the bills on the table, 
and m a y be  save you from h a v i n g  to come over. And we w i l l  have 
Mr. K e l l y  come in next time.

DAVE ROSE:

We w o u l d  be plea sed  to. Let me  ask Ji m if he w o ul d  p u l l  
hi s  chair up be c a u s e  J i m  has the lice ns e to in ter ru pt  and grab 
me by the throat anyt ime  I m a k e  a m i s s t a t e m e n t  here.

C H A I R M A N  HURLEY:

We ll, the first bi ll  that we had is H o u s e  Bill 9. O n e  of 
our c o m m i t t e e  me m b e r s  is a co -s pon sor : S zy man sk i, Clocks in,
Po ur cho t,  and Navarr e.
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R E P R E S E N T A T I V E  CATO:

M a d a m  Ch air man ?

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 no ti ci ng  H o u s e  Bi l l 9 and H o u s e  Bill 32 and reading 
them  over, they seem  to ha ve  a great deal of simila rit y. I was 
w o n d e r i n g  if we could c o m b i n e  the two bills for their d i s c u s s i o n  
and our d i s c u s s i o n  and very p o s si bl y l oo k in g at them  in the 
s i t u a t i o n  of po ssi bl y c o m b i n i n g  the two bills and the best and 
p e rt in en t points of each -- taking them both  up at the same 
time is wh at  I am saying.

C H A I R M A N  HURLEY:

Yes. W h e n  I read them through, what M a r r o u ' s  bill does is 
take the la w and amend it with specif ic a me nd men ts.  And what 
the ot he r bill is, is they have repeal ed  it and re ena ct e d it. 
So they are very similar, but not al together. L et' s look at 9 
first and then 32.

DAVE ROSE:

Okay. H o us e B i l l  9, under s ec tio n 2, has the effect of 
i n c r e a s i n g  the d ed ic a te d amount of revenue s that flow into the 
Fund. Curr en tly , 25 percent of the d e s c r i b e d  r e v en ue s for 
fields b e f o r e  1980... I' m sorry. The p e r ce nt ag e is 25 percent 
for all fields b e f o r e  1980 and 50 p e rc en t for all fields after 
1979. What  this bill  would d o would ma k e it 50 percent across 
the board. That do es n 't  m e a n  then, of course, that you have a 
d o u b l i n g  of the c o n t r i b u t i o n  rate since we al r e a d y  r e c e i v e  50 
pe r c e n t  of d e v e l o p m e n t  after 1979. So the first thing that 
sho ul d be clear in your minds is that wh ile you would increa se 
the d e d i c a t e d  amount, you d on 't do ubl e it, but you d o  increase 
it s u bs ta nt ia ll y.  B e c a u s e  we are a lr ea dy  e n t i t l e d  under the 
s t a t u t e  to receive 50 per cen t for e v e ry th i ng  after P r u d h o e  Bay 
and Kuparuk. What this would do b a s i c a l l y  is incl ud e P r u d h o e  
Bay and Kuparuk. T h i s  has the effect then of incr eas in g the 
income flow to the Fund au to mat ic all y, from D e p a r t m e n t  of 
N a t u r a l  R e s o u r c e s  to the P e r m a n e n t  Fund. The impact, and I 
will gi ve  you a few years numbers. S t a r t i n g  with fiscal year 
76 is $360 m i l l i o n  more; the next year $345.4 milli on;  three 
years he nce  is $328.0 million; the fourth year $313.8 million; 
and in the fifth year $296.9 milli on.  N o w  this, then, is a d d i­
tional m o n e y  not n o w  re ce iv ed  by the Fund that would a u t o m a t i c­
ally flow wi t h o u t  a p p r o p r i a t i o n  or an y th in g else. It is a

- 2 2 -



pure de dic a ti on . The e ff ec ti ve costs over time, if you c o m p a r e  
the Fund by the year 2000 under this scheme as to what you
wo ul d have  under the status quo, I think the figure is about
$6 b i l l i o n  more, $7... $6.8 bi l l i o n  more  in the Fund. So over
the next fifteen ye ars until the year 2000, the Fund w o ul d grow
more, at a larger rate, by that figure.

Le t's take a look at what the bill w i l l  do. It w i l l  make
the Fund larger, t h er ef or e  it will increa se  the d i v i de nd  
payments. It will i nc re ase  the amount of m o n e y  w i t h h e l d  for
infl ation p r o o f i n g  each year. And it will, ba sed on our p r o­
jections, affect the u nd i s t r i b u t e d  income accou nt in the i n fl a­
tion pro of in g area where the a v a i l a b i l i t y  of that m on ey would 
be drawn down a year earlier. The  mo st  im me d i a t e  impact of 
this bill in terms of your budget d e l i b e r a t i o n s  this year-- 
re m em be r I said in '86 you wo uld take $360.0 m i l l i o n  into the
F u n d- -t ha t is $360 m i l l i o n  off the table for thu fiscal year, 
the budget year that you are now c o ns id er in g.  So that if you 
have an ef fec ti ve  date imm ed ia te ly  it m ean s that you are short 
$360 m i l l i o n  in ad di ti on  to other sh or ta ge s for this fiscal 
year. And you mu st  be aware.., and I'm not m a k i n g  a v a l ue  j u d g­
men t on that but you should be very c l ea r  that that's what you 
are d o i n g  to y ou rs el v es . If the e f fe c t i v e  date were not i m m e d­
iately and it was a y e a r  hence, bey on d your bud ge t co n s i d e r a t i o n ,  
that mi ght be an a l t e r n at iv e that you mi ght  wish to con si der . 
But it will take $360 m i l l i o n  off of the table. And that is 
not intended to be negative, just d i s p a s s i o n a t e l y  direct.

Jim, is there any ot her  impact on 9 that I hav e n' t covere d?

JIM  KELLY:

No, but there was one a l t e r n a t i v e  also that you didn't 
me n t i o n  and that was the... not i n c r ea si ng  the c o n t r i b u t i o n  to 
50 percent. If the numbers, the reven ue  that you have to take 
off the table s e e m  too large, you could co ns id er  r e d u c i n g  the 
c o n t r i b u t i o n  from 50 p er cen t to s om et h i n g  h i g h e r  than 25 percent, 
but less than 50.

DAVE ROSE:

O n e  thing we would urge there, is that since e v e r y t h i n g  
post 1979 is c u r r e n t l y  50 percent and e v e r y t h i 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 a dj u s t i n g  the 
rates, you  do n't  adjust the post 1979, you only  deal with 
P r u d h o e  and Kuparuk.

C H A I R M A N  HURLEY:

R e p r e s e n t a t i v e  Cato?
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M a d a m  Ch air ma n,  in other words what we w o u l d  be doing in 
this bill is g o i ng  back  and p i c k i n g  up past mo ni es  spent. We 
have spent the re ve nu e from K u p a r u k  and P ru dh oe.  I don't think 
y ou get what I want. I'm not sa y in g it as well as I p r o b ab ly  
could. Wh at  I am s a y i n g  is that inasmuch as we alre ady  get 50 
percent from e v e r y t h i n g  since Ku p a r u k  and Prudho e, so what we 
wo ul d be d oi ng  is b a c k t r a c k i n g  and p i c k i n g  up what co uld h av e 
been picked up at that time, had it be en  at 50 percent.

DAVE ROSE:

Well, ex c ep t that it w ou ld  not be a r e t r o a c t i v e  bill, so 
it w ou ld  kick in im mediately.

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

In other words, just exact ly  what you said. It wo uld  be 
tak in g c ur ren t. .. We ll,  to me it would be paying... c u r r e n t l y  
out of our po cke t for s om et h i n g  we have al re ady  spent.

DAVE ROSE:

No, I' m  not sure that's a correct i nt er pre tat io n. W h a t  it 
is re a ll y sa y in g is now  you  depend on ge t t i n g  75 percent of the 
m o n e y  from K u p a r u k  and Prudho e.  And wha t this bill w o u ld  do, 
it would o nl y g i v e  you 50 percent. So you would hav e to adjust 
this year's reve nue  this d i re cti on .

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

M a d a m  Ch air ma n?

C H A I R M A N  HURLEY:

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 s i d i n g  on the oil 
and in fl a t i o n  is down, does not the P e r m a n e n t  Fund b egi n to 
p r o d u c e  m o r e  for us. W e ' r e  taking... to a small degree, 
t u rn in g lemon into lemonade, so to speak? In other words, if
we put this in and the oil prices co nt i n u e d  to slide, wo uld
there be one  point in time that we were ac tu al ly  h o p i n g  that 
the oil pri c es  flattened out?

D A V I D  ROSE:

Oh, I w o u l d think so. But we w o u ld  look.., for example,
under this bill, were it to go in at the level pro pos ed , the

R E P R E S E N T A T I V E  CATO:
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pr oj ec te d net income, for example, in the year 2000, is some 
$2.3 b i l l i o n  per year in the Fund. Jim, I d on' t h a v e  the 
c u rr en t pro jection, do yo u...

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

Th e  net.

D A VI D ROSE:

Thi s  is net income after expenses, but that is not very
much. The income is $1.7 billion. See, y ou  go from $1.7 or
$1.8 b i l l i o n  pr oj ect ed  now, to $2.35 b i l l i o n  then. So it does
be gi n to pay very h e a v y  d i v i d e n d s  down the line. But it is a
long range decision. Th e  pr o b l e m  is, ho w m u c h  does that hurt 
to ma ke  that d e c i s i o n  for the im med ia te year in e x c h a n g e  for 
the long run.

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

E x c u s e  me, I'm  really stimulated. F i n a l l y  I've got some 
q u e s t i o n s  and I'm a little excited about it. At what po int do 
we arrive w h er e our mo ney  bec om es  a g re at er  r e s o u r c e  than 
Pr u d h o e  Bay? Is there such a point? You said it's the largest 
net income produce r now. W o u l d  there not be a point if we
ar riv ed at that we would be assured of that future? H a v e  I
asked the right q u e s t i o n  there?

DAVE ROSE:

Well, you've asked the right qu estion, but I do n't know
the answer. Do you have  it?

J I M  KELLY:

Page 37 of the R e v e n u e  So urc e book, there are some numbers. 
Again, I think they are from V i n c e  Wrigh t. T h e y  are l o n g - r a n g e  
r ev e n u e  p ro je ct io ns  and they break out the P e r m a n e n t  Fund, the 
c o n t r i b u t i o n s  from the roya lti es , P r u d h o e  Bay m o n e y  ess en ti al ly , 
and it br eak s out how much  comes from there off into the future. 
And if you  co m p a r e  that with our net income, p r o b a b l y  s o m e w h e r e  
about ten years from now we'll end up ha v in g m o r e  net income 
from the P e r m a n e n t  Fund than what the oil is pro ducing.

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

An d that b e c o m e s  an in fi ni t e resource, huh? O ff  of a
finite resource.

C H A I R M A N  HURLEY:

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

Is the [ i n d is ce rn ib le ] in total or just the P r u d h o e  B a y / 
K u p a r u k  share?

J I M  KELLY:

Tha t 's  that share, that's right.

DAVE ROSE:

I think on H o u s e  B i l l  9, that's p r o b ab ly  the gist of our 
c o mm en ts . Now, we do have, not a w r i t t e n  an aly si s, but we do 
hav e  p r o j e c t i o n  runs that show the impact of the bill and w ou ld  
c e r t a i n l y  m a k e  that a v a i l a b l e  for the record. M a yb e not today 
but w i l l  get it over tomorrow. Do you want to go on to H o u s e  
Bi l l 28?

C H A I R M A N  HURLEY:

We ll , 32, si nce  it is similar. S im il ar  subject.

DAVE ROSE:

H o u s e  B i l l  32 do es  a co u pl e of things. It doe s front load 
the F un d in the same ma n n e r  as H o u s e  Bill 9 does. That is 
similar. T h e  c o n s t r u c t i o n  of the v e r b a g e  is d i f f e r e n t  but the 
effect is the same. It front loads the Fund to the same degree. 
It does, how ev er , in se c t i o n  2, have a g r e a t e r  p a y o f f  of 
d i v id en ds . So what it does is, while it front loads the Fund, 
it also pays out a g re at deal of m o n e y  for divi den ds.  The  net 
effect of this bill by the year 2000 is that it inc rea se s the 
o v e r a l l  value of the Fund by some $1 bil li on , but it also, of 
cours e,  in cre as es  the payout over time of d i v i d e n d s  which I 
ha v e not cal cu la t ed  in terms of the sum. So wh a t it m e a n s  is 
the Fund  grows under H o u s e  Bill 32, but also the m o n e y  in the 
po ck et of A l a s k a n s  g r o w  to the same degree.

Some of the other impa cts  of the bill is that it d o e s  
effect inf la t io n  p r o of in g n e g a t i v e l y  b e c a u s e  it doe s r e t a i n  the 
p r i o r i t y  p a ym en t of d i v i d e n d s  first and i n f l a t i o n  p r o o f i n g  
second. W h i c h  m e an s that there is less m o n e y  a v ai la bl e for 
i n f l a t i o n  pr oof ing , so wh ile there is a d e f i n i t e  p o s i t i v e  effect 
on div ide nd s, there is a n e g a t i v e  effect w i t h  re sp ect  to 
i n fl at io n proofing. And our pri nto ut s a v a i l a b l e  on this i n d i­
ca t e  some very su b s t a n t i a l  sh o r t f a l l s  in the i n fl at io n  p r o o f i n g  
arena. But the net effect of the bill over time is a positive, 
from a p a r o c h i a l  sense of the Fund of some $1 b il lio n.
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C H A I R M A N  HURLEY:

Th an k you. I think that we wi l l just go on to 28 then, 
and we will be able to cover these.

DAVE ROSE:

Okay. H o us e Bi l l 28 does several things. First of all,
it chan ges  the pr io ri ty  of the payout of earnings. Th a t' s the 
first thing it does. It sw i tc he s it from d i vi de nd s first and 
in flation p r oof ing  second to inf la tio n pr oo f i n g  first and 
d iv id e n d s  second. Th e second thing it does is it indicates 
that the u n d i s t r i b u t e d  income account ought to be m a i n t a i n e d  to 
the de g r ee  po ss ib le  at a five percent reserve. So that you
have in your u n d i s t r i b u t e d  income account five percent as the 
bu ff er  to meet  the needs of the future rather than e r a d i c a t e  
that account ent ire ly , for example. The third th ing it does is 
it strikes a c o m p u t a t i o n  i mm ed i at el y and says of your u n d i s­
tributed income account, take five percent, leave that in your
account, and e ve r y t h i n g  els e in the u n d i s tr ib ut ed  income acco unt
move im me di at el y into the co f f e r s  of the pr incipal. And the 
fourth thing it does is it says that in any s u c ce e di ng  year, if 
you exceed five percent in the u nd is t r i b u t e d  income account, 
that amount of m o n e y  c a n  flow a u t o m a t i c a l l y  into the pr incipal. 
So what that account b a s i c a l l y  does is takes a hard look at the 
u n d i s tr ib ut ed  income account, m a k es  the d e t e r m i n a t i o n  that five 
percent for r e t a i n e d  ea r ni ng s is p r o ba bl y  r ea l i s t i c  on a c o r­
po r a t e  basis, and says a bs o r b  eve ry th in g over that five perce nt 
into the c of fe rs  of the Fund.

This bi l l is in te res tin g by way of s u b je ct iv e ana ly si s in 
j u x t a p o s i t i o n  to the other bills we talked about. B e c a u s e  
H o u s e  Bill 28 does m o v e  m o n e y  into the P e r m a n e n t  Fund i m m e d i a t e l y  
and d i r e c t l y  into the coffers, w it hou t ta kin g m o n e y  off the 
table. In other words, it is a point for this year w h e r e  m o n e y  
can be moved into the P e r m a n e n t  Fund wi th o ut  h a v i n g  to go 
through the a p p r o p r i a t i o n  p ro ce ss  in terms of c o m p e t i n g  monies. 
W h e n  you take this into j u x t a p o s i t i o n  with H o u s e  Bill 32, for 
example, or even H o u s e  Bi ll  9, it may be po ss ib le  to c o n si de r a 
di ffe re nt  e ff e c t i v e  date on those bills so that what h a pp en s is 
you use H o u s e  Bi ll  28 i m m e d i a t e l y  to achieve m o v e m e n t  of m o n e y  
into the Fund for this year, but you adopt these other bills 
prosp ect  ively with an e f f e c t i v e  date that doesn't take mo ney  
off the table i mm ed i at el y b e c a u s e  you achie ve  that with  28, and 
in some suc ce ed in g year  w h e n  it may be less od i ou s  to do it, 
you adopt it now. In ot her words, 9, 32 m a y  be mor e p a l a t a b l e  
in some s uc ce edi ng  year if you have a forward e f fe ct iv e date, 
w h er ea s 28 m i gh t be the th ing  to do this year in terms of some 
imm ed ia te  ac ti on  to do so me t h i n g  from a par oc hia l vie wpoint. 
Th a t' s why I said it is d i ff ic ul t to look  at these b il ls  b e c a u s e  
it is a q u e s t i o n  of timing. T h e r e  is c e r t a i n l y  n o t h i n g  wr on g
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wi t h H o u se  Bi l l 9. P e r s p e c t i v e l y , the re' s n ot hi ng  w ro ng  w i t h  
28. Immedia te ly,  and put together, they wo r k very well and 
they c o m p l e m e n t  each other. Tha t' s the s u b j e c t i v i t y . . .  and 
that's Dave Ro se  talkin g,  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  Jen ki ns ?

R E P R E S E N T A T I V E  J E N KI NS :

I'll accept Dave R o s e  talking. This  act is r e t r o a c t i v e  
to Ju ne  30, 1984. Does that m e a n  m o n e y  that would already...

DAVE ROSE:

Yes. The r e t r o a c t i v i t y  on 32 wo rks sort of in ter est in g on 
the numbers. If you took H o us e bill 32 and you have  the r e t r o­
activity, it has the effect of us m a k i n g  an i mm ed ia te  c o m p u t a­
tion on the e f f e c t i v e  date and tr an sfe rr ing ...  what was that, 
Ji m.. . $315.5 m i l l i o n  im mediately, and a p p r o x i m a t e l y  $99.4 
m i l l i o n  at the end of this fiscal year. If you di dn' t ha v e the 
re t r o a c t i v i t y ,  s t r a n g e l y  eno ugh  you would h a v e  a transf er of a 
g r ea te r amount of money. Th at 's  the wa y  the numb ers  work. The 
r e t r o a c t i v i t y  a c t u al ly  is less by about $30 mil li on , at least 
on our r a w  c a l c u l a ti on s.  But in any event, if you struck the 
five per cen t ba la nce  and you t ra nsf er red  all of un di s t r i b u t e d  
income account, that's what you would be ad di ng  to the Fund, 
about $415 millio n.

C H A I R M A N  HURLEY:

T h e  other bill is 71 that we had b e f o r e  us. We  have since 
then r e c ei ve d some other bi lls  but we h a v e n ' t  had the five day 
rule so we w i l l  hav e to talk about those later. If you want to 
c o m m e n t  briefly.

DAVE ROSE:

Yes. On H o u s e  Bi l l 71, of course, this was introduced at 
the r e qu e st  of the G o v e r n o r  and it pr o vi d es  a $500 m i l l i o n  
a p p r o p r i a t i o n  w hi ch  is o p e n - e nd ed . Th i s bill is, of course, 
almost identical, not quite, but it w ou ld  work the same way. 
Ide nt ic al  to the 1980 and the 1981 a p p r o p r i a t i o n s  which b a s i c­
ally says that you add m o n e y  to the Fu nd  when it is d e t e r m i n e d  
to be ava ilable in an ex c es s of G e ne ra l Fund re ve n ue s ne cessary. 
The adv an t ag e of this bill, I think, from a l e g i s l a t i v e  p e r s p e c­
tive, is a sense that it g i v e s  you a g rea t de al  of flexibility. 
It gives you the f l e x i b i l i t y  in a sense that... as opp o se d to 
d e di ca ti on ,  you don't take m o n e y  o ff  the table and lock y ou rs e l f  
in so you never see it. You always h a v e  a chance to see all
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your revenues. It g ive s you that flexibility. It gi ves  f l e x i­
bility to the Governo r,  o b v i o u s l y  b e ca us e he would call the 
shots as to w h e n  that m o n ey  would go in. So it p r o ba bl y is the 
most fl ex ib le  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 vi e wpo int . From the parochial Fun d vi ewpoint, it is not 
hard cash until it is a c t u a l l y  received.

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

M a d a m  Chairm an.  Mi gh t that not be subject to the v a r i a b l e  
who's g o v e r n o r ?  You know.

DAVE ROSE:

Well, yes. Ex cept the P er ma ne nt  Fund w ou ld  p r o b a b l y  hound 
the incumbant to death un til he got his  money. Wh en  I first 
came over to set up the Fund as a s epa rat e c o r p o r a t i o 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 pa rt me n t of Revenu e. 
I mean, I didn't k n o w  any better. And I laid out an easy p a y­
ment  plan. [Laughter] We did obviously, G o v e r n o r  S h e f f i e l d  
did... w h il e  he didn't q u i t e  meet the easy payment plan, he did 
pay it entirely. So I g u e s s  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 w h a t ev er  in cum ban t you have... C e r t a i n l y  $500 
m i l l i o n  is still well within G ov er nor  S h e f f i e l d ' s  term. If it 
was a pp rop ri ate d,  I'm sur e we could get him to pay it one way 
or the other.

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  d o es n' t have a n y t hi n g to do w i t h  the P e r m a n e n 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  so me tim e not too long ago, or m a yb e it w a s  a 
lo n g time ago, you said that you have been re le g a t e d  to the 
b a s em en t of the c a p i t o l  building, are your qu ar ter s so m ew ha t 
nicer now?

DAVE ROSE:

No, no. T h a t  wasn't quite true. That was in a d if fe r e n 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 q ua rt e r s
a r e .
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DAVE ROSE:

We are  over  in the G o l d b e l t  Bu il di ng  which is a three 
story m o d e r n  b u i l d i n g  on tenth street, w hi ch is the same street 
that the br i d g e  comes off of. Very m o d e r n  quarte rs that we 
rent and we ha v e been allowed to set up the o r g a n i z a t i o n  with 
all of the e l e c t r o n i c  e q u i p m e n t  to meet the ma rk et  needs so 
that we are p r e t t y  current. We  have e v e r y t h i n g  from tel ep ho ne s 
which are s up p o r t e d  by b a t t e r i e s  so that if the m a r k e t  is hot 
and the p owe r goes out we are able to react, to R u e t e r s  m a c h i n e s  
which are by sat el it e w h i c h  g ive s us stock m a r k e t  results, to 
tellury by land lines w h ic h give  us the bond  results. It's a 
very m o d e r n  and e ff ic ie nt  op eration. It's rea lly  keen.

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

Great. I w o u l d  have  hated to find yo u in the cor ne r of
the print shop.

C H A I R M A N  HURLEY:

I w a n t  to thank you, Mr. Rose, for your very e xc el le nt  
pr e se nt at io n.  It's be en  i n f o r m at iv e for all of us. And it's
be e n a ve r y g o o d  meeting. I can't believe an hour and a half 
went by so quick ly.

DAVE ROSE:

Thank you for asking us and it is our p l e a s u r e  any time.

C H A I R M A N  HURLEY:

We w i l l  be ca ll in g you b e c a u s e  we do need to take up these 
bills and the issue soon.

DAVE ROSE:

We w i l l  s ub m i t  for the record what li tt l e  w r i t t e n  an al ys is
we have so that you have the benef it of it.

C H A I R M A N  HURLEY:

I th ink we have q u i t e  a bit of it in our folders that Tim  
has taken care of.

The C o m m i t t e e  w i l l  not m e e t  tomorrow or Monday. Our next 
m e e c i n g  wi l l be T ue sda y.  T h a t ' 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 e t i n g  is
adjourned at 4 : 3 0  PM.
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A laska  Perm anent Fund  Corporation
Pouch 4-1000 Juneau, Alaska 99802 

T E L  907/ 465-2047 T L X  099-46-323

M E M O R A N D U M

DATE: January 25, 1985

TO: Trustees r\

FROM: Jim Kg 11^7^Resea>sh & Liaison Officer

SUBJECT: 1985 Legislation

This is t.o 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 are 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 al~o have the effect of causing a shortfall in 
inflation-proofing in FY 95 (one year earlier than under the 
status quo), increasing the size of the dividends, and increasing 
the amount of the annual net income. The bill has an immediate 
effective date.

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

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



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

* Amounts in the Undistributed Income Account in excess of the
5% reserve are transferred to the corpus each year.

* The bill is retroactive to FY 84 and transfers all surplus
over the 5% 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 50% contribution rate, like HB 9, 
but it also would increase the amount of transfer to the dividend 
fund from 50 to 75%. This would result in an increase in the 
Fund's size in 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 would 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.



Trustees
January 25, 1985 
Page 3

House Bill No. 82 by Rep. Martin: This bill would amend the
statutory dedication to the Permanent Fund to include 100% 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 o.- 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 50% contribution 
rate, and like HB 82, would amend the statutory dedication to 
include 100% of the type of oil revenues normally received by the 
Fund, rf 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 "COUNT 
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 AVERAGE

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



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  31 ,  1 9 8 4

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

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

H 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

i

2 4 , 1 0 0 , 0 0 0 .  4

w

•
CO

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  B i l l s 9 2 , 4 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 3 9 , 0 0 0 . 4 1 0 . 2 5
I ) .  S .  N o t e s  & B o n d s 5 , 1 7 9 , 3 1 8 , 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 5 1 4 , 9 0 8 , 0 0 0 8 . 2 4 .  49

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 S 5 , 8 9 4 , 1 4 2 , 0 0 0 9 4 . 4 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 c e i v a b l e 1 S 1 , 5 0 5 , 0 0 0 2 . 4

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 4 3 , 0 3 3 , 0 0 0 . 7 1 4 . 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 11 . 0 9
R e a l  E s t a t e  E q u l t y 5 4 , 2 5 0 , 0 0 0 . 9 - L s Z I

3 6 , 2 4 5 , 7 3 0 , 0 0 0  1 0 0 . 0 1 0 . 9 1
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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

S O U R C E  O F  A S S E T S  S I N C E  I N C E P T I O N

4  -'-.i • »

$2,400(44%)

Appropriations

D&riiaatcd State Revenue

Inflation Proofing

Reserves

-$557(10%)

-$:5tl2(7%)

J U N E  3 0 ,  1 9 8 4



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 M E N T  A S S E T  A L L O C A T I O N

Fixed Income

(75%)-% ,

m / ( 1 0 % )

\
f

/
/

- ( 5 % )

S j t iV .k  I n d ^ x  F u n d

Active Stock Management 

| | || Real Estate

O C T O B E R  3 1 ,  1 9 8 4



ALASKAN INVESTMENTS 
DECEMBER 31, 1984

COMMITTED DISEURSED 

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 -0-

$ 313,500,000 $ 169,033,000

As a percentage
of the Fund (S6.2B) 5.06% 2.73%

BANK CERTIFICATES OF DEPOSIT - FULLY COLLATERALIZED

ALASKA MUTUAL $ 35,000,000

ALASKA PACIFIC 13,000,000

FIRST FEDERAL BANK OF ALASKA 30,000,000

FIRST INTERSTATE BANK OF ALASKA 4,500,000

FIRST NATIONAL BANK OF FAIRBANKS 14,000,000

UNITED BANK ALASKA 6,000,000

$ 102,500,000



A L A S K A  P E R H A N E N T  F ' J 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  1 9 8 4



A laska  Perm anent Fund  Corporadon
Pouch 4-1000 Juneau, Alaska 99802 

T E L  907/ 465-2047 T L X  099-46-323

M E M O R A N D U M

DATE: January 17, 1985

TO: Reci ‘ ' ' 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 marketable securities held at the end of December, 
valued in terms of both cost and market, reflects unrealized gains as 
follows:

Cost Market
Unrealized 

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



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  

S T A T E M E N T  O F  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  A N D  F U N D  E Q U I T Y

D E C E H B E R  31 ,  1 9 8 4

A S S E T S

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  14

A M O U N T

r- a s h  S  3 5 0 , 0 0 0

R e c e i v a b l e  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 m 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  65  , 6 3  6 . 0 0 0

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  85  5 , 3 3 7 , 2 6 1 , 0 0 0

P r e f e r r e d  & 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-1 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   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  12  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  J J ) 0  $  6 , 1  93  ,  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  $  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

3 6 3 , 6 8 3 , 0 0 0

T o t a l  e q u i t y  _1_00 6 ,  1 92  , 7 4 6 , 0 0 0

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


