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Fairbanks Daily News-Minor,

Cowwper’s

I'n his mtijac policy address lost

month. Go*. Sieve Cowper
announced o new "educational en-
dowment" to direct part o( the

PermaiM rot Fund's earning™* In-
ward "supporting education” In
Alaska.

The scheme I*embodied in HJR
13. inireduced by Ibe governor.
This constitution*! amendment
would transfer 40 percent of the
fund's investment earnings lo a
new "educational endowment"”
within the principal of the perm a-
nent fund.

All the amatol earning* of thb
"endowment" would also be
plowed bock into the endowment's
principal.

The govoroar and hi* aU ff have

repeatedly claimed Itiis will nni
ofleet our permanent fund di-
vidends or the fund Itself. Ilul any-
body with (he most boslc under-
standing of how the fund oficr.Mv*
can tell that thisendowment U no
thing more Ilian a ruse to transfer
moil of the current earning* and
dividendsloa slush fund Ilul would
freelocalschooldistrict* from liav-

Business failures down
.6 (y0_57,098 died In =

NEW YORK (AP)-U.S. bull-
nets failure* declined M percentin

IN*, the biggestdn*> In a decade,
Dun k Bradslrcet Carp, reported
Timrsday,

The butinrts-Inform ation com -

pany said *7.09* businesses went
under lost year, compared with
thrrin IM7.

"The significant decline In fai-

lures underscore* the continued
strength of the economy, now In its
seventh year *f expansion.™ said
Joseph W.Duncan,chiefeconomist
for Dun k Bradslrcet.
tion'™* weakestregbn* are showing
Improvements, white those areas
that led the expansion arc holding
theirown."

The surrey said failures were

down Insb « thenation'sninecen-

sus rejkris, with only the Middle

Atlantic dales reporting o signifi-

cant Increase.

The decline la (allures wasespe-
cially notibfe In stale* with agri-

culture and oil-based economies.

“The na-

according lo the survey.

Among oil businesses, failures
were down or flat In seven ul lhe
ninemajorsectors Agriculture fai-
lure* dropped S1.6 percent lo I.niJ
from 3.7(6, and failures in the min-
ing sector, which includes oil and
gasextraction,weredown3l.2per-
cent lo 494 from (27.

“"The dramatic difrc.ise |nni‘ri-
cultural (ailum inIw*is Minimi
ablelothesurgeil"lfailuresin early
19)17.as farm ers look urfvantagr of
the NEW Chaplrr 12 bankruptcy
code,” Duncansaid.

The report also found lhal retail
failures decreased 6.1 percent lo
11,411 from 12,240, and services
bankruptcies were down 47 per-
cent lo 22.6/K from 23.602.

Manufacturing failures were
down percent lo 4.2u4, while
wholesale trade failures increased
1.7 percent 10 4,4is. Construction
failures were essentially un-
changedai 6,791.
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under existing law
Pulling it anulber w.iy. I<\ the
ear 2nno cvriy seb.-nl rlidd
\i/uuldzlie pavingy a "luilivii" el ab

oul >**)a year in su| [«-il bis lor.il
public sehnol Siwecnl-le;nbufins
jiarrnls,adding up lu at least H.fUx)
a family.

The annual addition nf earnings
In Ibe fund's pmnipd In pii-ti-t1 il

front inflation wuuld m | in II'M.
Ilirre simply wouldn't Ii en egh
earnings left lup.iv it I'u-1, r 111
13 the nun iiliK uimu p.m ef ihc

pcrmanrnl fund pimeipal. Diepail
thxl really is Ibe |« rni.iin id fund,
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CIIOWTII AND IMPACT- Thrt effects of Gov, Steve Cowper’s "education endow-
ment" |)ro|M)s>il on lliu permanent fund over the next 15years ore shown in these two
grnplis Vhtt left graph compares, In trillions of dollars the projected growth in the

a separate investment fund that

wuuld help pay (Iu* stales annual fI'nnls to Iocal school districts. The right graph
sluiws tin* impact of Cowper’s proposal on the annual permanent fund dividend

chucks over (he some time period.

would essentially slop growing. In
real terms, cntrcrtcd lurinflaliun,
Ilwuulddw mdlelo less Ilian hall ils
prewnl value by 2X)5.

I 13 Is b vi-ily cralled lo dl-
unity all Ibe pillii.ineiil

vrrl vn.

fund's investment earnings In (lie
idm alien riideiviiicni, and all of
tin- " rnilnw m elil's" earnings
would nuluninl.-eully gn lo school
daliiil grants

K"l 1Bt Ibis wuuld really pay for
educationtothe extenttimillic gov-
ernur implies. 7 lie permanent fund
picjtrliuni show that itwould pro-
vide only >399 million a year in
earnings by the end of Ilir century,
winch Is little more limn half what
the stale government ji-mls local
teb'X 'L ill itjrli m luivic rdm aliun
SHp|X It IhIW.

Hv the lime the school district!
start receiving any substantial

amount of money from the educa-
tioiicndowm rnl.itwould be paying
only aliout one-quarter of what'i
nredrd.

lids
stead of paying state school .xupixirt
from oil revenues, as is now the
case, it would lie paid oul of (lie
permanent fund principal and our
yearly dividend checks. IVIiywould
we want lo dn tills?

IfwewanlInpay hundreds ofdol-

lars a year mure lo support our
schools,we have the authority now
lo have our local government!

raise mir luxes to do so. We don't
nerd to give up our dividend
clircks, and there arc even aome

federal income tax advantages lo
supporting schools with (axes
rather limn taking the money from
our share nf die permanent fund

earnings

is @curious proposal. In-

Also, focal tax support of school
districts helps keep the school
adm inistration and faculty more
attuned lo the desires of the people
paying lhc bills. The governor's
plan mic'it not provide any more
money, hut would just chnnge it
from a (ax structure which (he
cilitrtis control every year to an
autom atic tithe from our perma-
nent fund dividends In which we
hnve no voice.

Would this Improve education?
There's nota hintanywhere in the
governor'sproposalthatthe money
would be spentany more effective-
ly thanil Isnow.ThegovernorlouU
his program as a boon for educa-
tion. but there's nothing In It but ¢
change Inthe source of a portion of
our (tale's education funds.

Thegovernor's proposal U notan

"endowment." It"™ an act of thenl



How should we use it?

What should itbecome?

;m the Commission on the Future of the Permanent Fund

The Dividend Progranm

Dividends are decided by a formula: () add together the
Fund®s net Income lorthe lastliveyears; (2) multiplythatnumber
by 21%; and ) divide the resulting number by hall.

Under current law, dividends
take roughly half of all future
earnings, and inflation-proofing will

take the rest.

il Fund Income Paid
U o Out For Dividends
u (in millions)
ITS
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Under current law, dividends will take roughly hall ol &l
future eamnings and inllationprooling will take the rest.  lEs not
expected that there will be any money Eftover lorother uses. 1l
the Permanent Fund isever toproduce an income lorsome other
purpcse, iwill have to come lrom eiiher dividends or inllatio+

prooling.

Pago 6

Inflation-Proofing

The Fund®"s futuregrowth wilidep
most heavily on the contribuh

madebyinflation-proofing...

Inllation-prooling protects the real value of the Fur
quiring an automatic reinvestment of Income each year
the effect of inflation.

Wifh Inflation-Proofing
$3.6 LzZD Without Inflafion-Proofin

(inihcYear2005)
$1,56
Principal Income Dividends
(billions) (billions) (ictiel)

The amount tobe used for inflationproofing tsdete
by multiplying the Fund®s June 30 principal balance
average annual inflatinrate.  Ifthere isto bo futuregrowl
Fund®s principal, iwill depend most heavily on the antril
made by Inllationprooling, due t the future decline

revenues.

Page 7



NEWS RELEASE

STATEOFALASKA FOR INFORMATION CONTACT:
Og WEOT"roEGOV"EHNO* DAVIDRAMSEUR
JUNEAU. ALASKA 99811 PRESS SECRETARY
STEVE COWPER, TERENCEO'MALLEY
GOVERNOR V AgQtm "y |rjy DEPUTYPRESS SECRETARY

(9074653500

FOR IMMEDIATE RELEASE
May 10, 1989
No. 89-86

COWPER PRAISES HOUSE PASSAGE OF EDUCATION AMENDMENT

JUNEAU- Gov. Steve Cowper today issued the
following statement after Monday night"s 30-8 House vote
approving the Governor®s education amendment proposal:

"The House"s overwhelming vote reflects the
increasing sentrment around the state that Alaskans want
the best education possible for their children and a stable
mean? to pay for it." Cowper said. "This-amendment
guarantees that our children won"t be subject to the whims
of oil sheiks or the politics of the legislature.

"Approval Dby the House is exactly what we wanted
this year. Next year we"ll pursue a Senate vote, Alaskans
deserve to know everything they can about this proposal and
I want a long and thorough public debate on it."

Under the proposed constitutional amendment, not
less than 40 percent of the annual earnings of the
Permanent Fund would be reinvested back into the fund 1in a
special education account. Those deposits would continue
for 10-15 years, with the money invested like the rest of
the Permanent Fund.

e - -MORE-



2-2-2-2 No. 89-86 May 10, 1989

The education account would continue to grow enough
to fund the cost of the public education in Alaska each
year. For example, by the year 2005, the account would be
generating $900 million to SI billion annually for
elementary and secondary education.

The measure next must be approved by two-thirds of
the state Senate and placed on the 1990 general election
ballot.

Cowper said the amendment would give future
Alaskans considerable flexibility well into the next
century. Annual deposits could be extended by a vote of the
legislature. The Permanent Fund earnings reserve account
would remain intact and could be used in an emergency if
the legislature approves.

Permanent Fund dividends also would continue to
grow with the education fund in place, although their
growth would be slightly less than without it.

Dozens of local school boards, municipal groups and
other organizations have endorsed the proposal.

-30-



M.E_H.S STUDBENT PRESENTORS

Steve Hoogendorn

Little Diomede
Chris Fox
Galena

Nina Haynes

Marki Lockhart
Anchorage

Mitch Chocknok

New Stuuahok



Mt. Edgecumbe H.S.
Family Projections

1990 1. Average Student Age At MEHS 1s 16.
1998 2. Average Age of Marriage for Student at M EH S 1s 24.
2000 3. First Child will be born two years after marriage.

2005 4. First child will enter kindergarten five years later.



My Sacrifice

$.70 a day

365 days a year

15 years

= $3,882.50 given up



Mu Investment.

2 kids
13 years or school
$8,800 per year

= $228,800 for K-12
Education for my kids




Office of the Governorr, Division ofPolicy-1/31/89 (OILPF_XLCI



bEPARTMENT OF EDUCATTION

FY 1990 GENERAL FUND BUDGET

K-12 SUPPORT
7 8%

OTHER 3%

EDGECUMBE /ZAVTEC
1%

SCHOOL DEBT RET.

1 7%



A s oil money hegins to

runout, thereisno firm funding
base to meet a major constitu-
tional responsibilitiy - The edu-
cation of Alaska's youth.

The ups and downs of oil
prices which created such uncer-
tainty over the pastseveral years
will continue in the future. But
the most important variable in
therevenue formulaforthe 1990's
isnotprice butproduction. Pro-
ductionwillbe two-thirdsofwhat
itis today by 1995and will drop
to about one-third by the year
2000. To match today's oil reve-
nues at the year 2000's rate of
production, oilwould have tosell
for $42 a barrel—an unrealistic
assumption.

Public education is the larg-
estsinglecomponentofthestate's
operating budget, requiring
about a quarter of every dolar
spent. TheFY91 base request for
public school funding— the level
which holds appropriations at
thisyear's level— isover $600mil-
lion.  Another $35 million is

a

THE
EDUCATION
FUND

needed to serve additional stu-
dents. By 2000, inflation and
increases in the number of stu-
dents will swell education fund-
ing needs to over $300 million.
Revenue projections for that year
using the same inflation
assumptions, and withno
new revenue sources,
yield only $L6billion in
unrestricted General
Fund revenues. Without
astable, alternative fund-
ing source foreducadon,
the future choices willbe
simple but devastating:
either cut education ex-
penditures drastically or
eliminatemostothergov-
ernment programs and services.

Cuts in the education budget
ofthemagnituderequired would
gut .., educational system. If
education's share of the total
revenue pieis held constant, state
support for public schools in the
year 2000 would be little more
than $400million— less than half
theamountneeded and lesseven

than the amount authorized for
education in FY83. Local taxes,
even at exorbitant rates, could
not make up the difference be-
tween state support and school
funding needs. The resulting
decline in the quality of educa-
tion programs would not only
penalize generations of children
but would cut deeply into
Alaska's ability to compete eco-
nomically with other states and
nations.

If education is funded at the
expense of other services, many

"All Alaskans— including
our children—will share in
building the Education Fund.
While Permanent Fund
dividend checks will
continue to grow to nearly
$1000 by the year 2000..."

programswillsuffermassive cuts
or disappear—programs which
currently assist senior citizens,
the handicapped,businesses, mi-
nority Alaskans, and communi-
ties.

No single action can protect
us from the harsh realities of de-
clining future revenues, but we
can soften the impactby creating
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IN THE HOUSE

CS FOR HOUSE JOINT RESOLUTION NO.
STATE

IN THE LEGISLATURE OF THE

SIXTEENTH LEGISLATURE - FIRST

Proposing

amendments to

BY THE FINANCE COMMITTEE
13 (Finance)

OF ALASKA

SESSION

tha Constitution

of the State of Alaska creating a perma-
nent endowment for education.
BE IT RESOLVED BY THE LEGISLATUREOF THE STATE OF ALASKA:
* Section 1. Article IX, sec.7, Constitution of the State of Alaska,
is amended to read:

SECTION 7. DEDICATED FUNDS. The proceeds of any state tax or
license shall not be dedicated to any special purpose, except as pro -
vided in Sections 15, 17, and 18 [SECTION 15] of this article or when
required by the federal government for state participation in federal
programs. .iis provision shall not prohibit the continuance of any
dedication for special purposes existing upon the date of ratification
of this section by the people of Alaska.

* Sec. 2. A rticle IX, Constitution of the State of Alaska, is amended
by adding new sections to read:

SECTION 17. EDUCATION ENDOWMENT. There is established an educa-
tion endowment to finance public education. The education endowment
is part of the principal of the Alaska permanent fund. The education
endowment shall be placed in a separate account within the princip al
of the permanent fund, and shall be invested as required by law for
permanent fund investm ents. Income from the education endowment may

only be appropriated to fund public

in Alaska. Income that is not appropriated

in the principal of the education endowment.

SECTION 18. EDUCATION

HJR013D -1-

elem entary

ENDOWMENT FUNDING.

and secondary education

shall be placed annually

A fter January 1, 1991,
CSHJR 13(Fin)






ia 1 s 0ilmoney begins to
runout thereisno firm funding
base to meet a major constitu-
tional responsibilitiy -The edu-
cation of Alaska's youth.

The ups and downs of oil
prices which created such uncer-
tainty over the pastseveral years
will continue in the future. But
the most important variable in
therevenue formula forthe 1990's
Isnotpricebut production. Pro-
ductionwillbe two-thirds ofwhat
itis today by 1995and will dre>p
to about one-third by the year
2000. To match today's oil reve-
nues at the year 2000's rate of
production, oilwould havetosell
for $42 a barrel—an unrealistic
assumption.

Public education is the larg-
estsinglecomponentofthestate®
operating budget, requiring
about a quarter of eve*y dollar
spent. The FY91 base request for
public school funding— the level
which holds appropriations at
this year's level—-isover $600mil-
lion. Another $35 million is

THE
EDUCATION
FUND

needed to serve additional stu-
dents. By 2000, inflation and
increases in the number of stu-
dents wiH swell education fund-
ing needs to over $900 million.
Revenue projections for that year
using the same inflation
assumptions,andwithno
new revenue sources,
yield only $L6billion in
unrestricted General
Fund revenues. Without
astable, alternative fund-
ing source foreducation,
the future choices willbe
simple but devastating:
either cut education ex-
penditures drastically or
eliminate mostothergov-
ernment programs and services.

Cuts in the educationbudget
ofthemagnitude required would
gut our educational system. If
education's share of the total
revenuepieisheld constant, state
support for public schools in the
year 2000 would be little more
than $400 million— less than half
theamount needed and less even

than the amount authorized for
education in FY83. Local taxes,
even at exorbitant rates, could
not make up the difference be-
tween state support and school
funding needs. The resulting
decline in the quality of educa-
tion programs would not only
penalize generations of children
but would cut deeply into
Alaska's ability to compete eco-
nomically with other states and
nations.

If education is funded at the
expense of other services, many

"Alt Alaskans— including
our children— will share in
building the Education Fund.
While Permanent Fund
dividend checks will
continue to grow to nearly
$i000 by the year 2000..."

programs willsuffermassive cuts
or disappear—programs which
currently assist senior citizens,
the handicapped, businesses, mi-
nority Alaskans, and communi-
ties.

No single action can protect
us from the harsh realities of de-
clining future revenues, but we
can soften the impactby creating



an Education Fund within the
Permanent Fund. Re-investing
40percentoftheannual Perma-
nent Fund earnings back into
the Permanent Fund principal
for 15 years would provide
reliable funding for Alaska's
numberone responsibility: edu-
caling our children,

The Education Fund's earn-
ings will help replace lost oil
revenues in the future. Eventu-
ally, the Education Fund will
generateenough revenue toput
ourschoolsonastable, ongoing
funding basis despite filing
production at Prudhoe Bay.
And, itwillalbw the state to di-
rect its dwindling unrestricted
General Fund revenues to other
essential services.

All Alaskans—including
our children—will share in
building the Education Fund.
While Permanent Fund divi-
dend checks will continue to
grow tonearly $1000by the year
2000, growth will be slightly
less than withoutthe Education
Fund. Such a broad based con-
tribution makes good sense.
Quality education lymefits ev-
eryone. Well educated citizens
not only achieve personal suc-
cess; they also powera sophis-
ticated economy, reduce social
service costs and contribute
significantly to pension and as-

sistance programs for other Alas-
kans. No other revenue source so
evenlyequates costs and benefits.

The proposed constitutional
amendment creating the Educa-

tion Fund has been approved by
theHouseofRepresentatives. For
the Fund to be established, the
resolution must be adopted by
the state Senate and then hy
Alaska's voterson the November
1990 general election balbt.

As the Prudhoe Bay revenues
begin to decline, Alaska has an
obligation tc share the bounty
with the Alaskans of tomorrow.
TheEducation Fundcould guar-
antee to future generations some-
thing much more useful than
cash. Itcouid guaranteeasociety's
full support for the development
ofthoughtful, creative minds that
are ready to meet challenges un-
dreamed of today.

THE EDUCATION FUND

'TOr the Fund

to he

established, the

resolution must
be adopted by the...
Alaska's voters on
the November 1990
general election
ballot."
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CS FOR HOUSE JOINT RESOLUTION NO. 13

IN THE

SIXTEENTH
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Rules/Governor
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BY THE FINANCE COMMITTEE

(Finance)

LEGISLATURE OF THE STATE OF ALASKA

LEGISLATURE - FIRST SESSION

Proposing amendments to the Constitution

of the State of Alaska creating a perma-

nent endowment for education.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. Article IX, sec. 7, Constitution of the State of Alaska,
is amended to read:

SECTION 7. DEDICATED FUNDS. The proceeds of any state tax or
license shall not be dedicated to any special purpose, except as pro-
vided in Sections 15, 17. and 18 [SECTION 15] of this article or when
required by the federal government for state participation in federal
programs. This provision shall not prohibit the continuance of any
dedication for special purposes existing upon the date of ratification
of this section the people of Alaska.

* Sec. 2. Article IX, Constitution of the State of Alaska, is amended
byadding new sections to read:

SECTION 17. EDUCATION ENDOWMENT. There is established an educa-

tion endowment to finance public education. The education endowment
is part of the principal of the Alaska permanent fund. The education
endowment sh all placed in a separate account w ithin the principal
of the permanent fund, and shall be invested as required by law for
permanent fund investm ents. Income from the education endowment may

only be

in Alaska.

in the principal

SECTION 18.

HJRO13r

appropriated to

Income

fund public elementary and secondary education

that is not appropriated shall be placed annually
of the education endowment.

EDUCATION ENDOWMENT FUNDING. A fter January 1, 1991,

-1- CSHJR 13 (Fin)



1 at least forty percent of the income of the permanent fund, not in-

2 eluding the income of the education endowment, shall be placed annual-
3 ly in the education endowment. The revenue allocated to the permanent
, 4 fund under Section 15 of this article”™ from settlement or fin al adiju-
5 dication of the Dinkum Sands case (United States v. Alaska) and the
n North Slope Royalty O il case (State v. Amerada Hess, et al.) shall be
n**r 7 placed in the education endowment under Section 17 of this article . "
8 SECTION 19. REPEAL. Section 18 of this article is repealed
9 July 1, 2005, unless the legislature, by the affirm ative vote of a
10 m ajority of the membership assembled in joint session, extends Section
11 18 for a period not beyond June 30, 2010.
12 * Sec. 3. The amendments proposed/by this resolution shall be placed
13 before the voters at the next general election in conform ity w ith art.
14 X 1ll, sec. 1, Constitution of the St~te of Alaska, and the election laws of

15 the state.

CSHJR 13(Fin) -2- HJR013D
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FISCAL NOTE

1

REQUEST:
Reviaoa Daw: N Affari-Alaska Permanent Fund Corp.
Titk: Ftiucation Endowment - Hous?- BRU :
Joint Resolution
Spcoaor:  Rules Committee Pnwipgnfftt: Alaska Permanent tund Corp.

Governor Steve Cowper

»XPINDITURGS/»CVENUES:  (TtoMtia ofDoOni)

OPERATING FY 99 FYIO FY 91 FY 92 FY 93 FY %4

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
sumju
BQAPMRNT

LAW A STRUCTURES
GRANTS. CLAIMS

Mgoej"KWS

TOTAL OPERATING -0- -0- -U- ~T—--- -U- -0-
CAPITAL C afls _0- _0- -0- -0- _0-
REVENUE

FUNDING: (mnt~ rnofDofcn)
OMBALRWD i

RDRALPUCX "
onas 1 L . i . } i

SJSZIA L -

POSITIONS:

puu/nMf
PAJT"TMI
TEMPORARY

ANALYSIS : (AaackiapnM pays ifaaonnry) cee
Expenses for managing the education endowment will be minimal and will be

covered in the normal accounting for Permanent Fund principal.

Prapmdby: David A. Rose,” Executive"Director (907) 465-2047
Diviaod: Alaska Permanent Fund Corporation AN . January 6. 1989
Approved by Coouiuaocaar: ' Dm:

Ajency: DOR

Distribution (by prapar e ):
Lcfukavt Fiaaacc
L*Fiiktiv* Spomor

0fQce of Manafcment arid Budjct
Impacsad Afwcyfia*) P« m

Fiscal Note: Perm. Fund



HOUSE 1/17/89
FISCAL NOTE FOR EDUCATION ENDOWMENT

The attached fiscal note dated January 6, 1989 was prepared by the
Executive Olrector of the Alaska Permanent Fund Corporation.

The Investments of the endowment will Incur costs. These costs would
normally be appropriated from the earnings of the endowment Itself.

If this Is done, no costs would be paid by the general fund or by the
Alaska Permanent Fund.

page 2 of 2
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Original sponsor(s): Rules/Governor
IN THE HOUSE BY THE HESS COMMITTEE

SENATE CS FOR CS FOR HOUSE JOINT RESOLUTION NO. 13 (HESS)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - SECOND SESSION A
m

Proposing amendments to the Constitution
of the State of Alaska creating a perm”

nent endowment for education.

BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

Section 1. Article 1IX, sec. 7, Constitution of the State of Alaska,

is amended to read:

*

SECTION 7. DEDICATED FUNDS. The proceeds of any state tax or
license shall not be dedicated to any special purpose, except as pro—
vided in Sections 15, 17, and 18 [SECTION 15] of this article or when
required by the federal government for state participation in federal
programs. This provision shall not prohibit the continuance of any
dedication for special purposes existing upon the date of ratification

of this section by the people of Alaska.

Sec. 2. Article 11X, Constitution of the State of Alaska, 1s amended

by adding new sections to read:

SECTION 17. EDUCATION ENDOWMENT. There 1is established an educa—
tion endowment to finance public education. The education endowment
is part of the principal of the Alaska permanent fund. The education
endowment shall be placed in a separate account within the principal
of the permanent fund, and shall be 1invested as required by law for
permanent fund 1investments. Income from the education endowment may
only Dbe appropriated to fund public education 1in Alaska 1in grades
K - 12. Income that 1is not appropriated shall be placed annually in
the principal of the education endowment.

SECTION 18. EDUCATION ENDOWMENT FUNDING. After January 1, 1991,
-1- SCS CSHJR 13(HESS)
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Fucatao

Eversince the oil began flowing from
the North Slope, Alaskans in public life
have alternately ruminated, fulminated or
pontificated on the need forusto“do some-
thing" about the day in the distant future
that oilfield revenues dropped off.

0fcourse, Alaskans themselves "did
something™ in 1976 when the voters ap-
proved creation of the Alaska Permanent
Fund. Inthedecade since,we'vehad plenty
of time to patourselves on the back for our
collective foresight. It was a bold and re-
markably prudent move.

Afterwegotsmart,wegotlucky: Soar-
ing interestratesand low levels ofinflation,
combined with high oil prices that created
recordrevenues,helped the PermanentFund
grow more quickly than anyone everimag-

ined. ' ta/tdsatmore than S 10 billion.
It thre (nearly SI billion in earnings
ever ,paid Alaskans S430 million in
di\ this year, and earned enough to
ke Ihinflation. In the meantime, it's
ge thout S600 million in unspent
ea ut bad, all the way around.

this aside, the Permanent Fund
wasn M, lastand only answer to the
follow i’ ‘ion: What do we do when
oil revenue ‘bird orahalf  of what
theyarctoday.  veadvanced anidea that
will provide Il tpart-a major part

- of the uns-"Si- An education fund, built
with earnings from the Permanent Fund,
that — will  provide a continuous
source of support for Alaska’s public
schooL.Thisproposal hasbeen developed
with avariety ofarguments in mind: politi-
cal and fiscal reality, economic develop-
ment. constitutional responsibility, and
moral responsibility to succeeding genera-
tions of Alaskans.

Open Forum

By Governor Steve Cowper

"IF OUR SCHOOLS ARE GEARED
TO PRODUCING YOUNG PEOPLE
WHOSE SKILLS CONSIST OF
AN ABILITY TO BANG NAILS
OR FLIP HAMBURGERS, WE'RE
NOT PREPARING ALASKA FOR
THE FUTURE."

Permanent Fund as the primary answer on
how tofinance future costsofstate services.
Circumstances surrounding the question
have changed, which makes
swerin 1990 morecomplex and politically
difficult to reach.

the an-

Gov.
Rep.

Cowper
Reiger

Pro Endowment:

Con Endowment:
(See Inside)

Sndonwment: Why we need it

Herearesomeofthe majorchanges, as
[ see them:

oSince 1976, Alaskans have built an
ambitious system of public services and
benefits. For the purposes of this article.
['m notgoinn tosingle them out:in govern-
ment, wisdom to one is waste to another.

«As w>)icinvestments and programs
have grown, the political formula required
to radically reduce services or alter the
system has defied conventional political
chemistry’,

«The Permanent Fund Dividend - by
both itsvery existence and itscurrentsizeof
§$873 per Alaskan in 1989 -- has changed
the popular vision of the Permanent Fund.
[t has gone from a simple stroke of fiscal
prudence loan article ofpopulistand politi-
cal veneration: big. benevolent, holy and
inscrutable.

ePrudhoe Bay production has started
to drop and we haven't made much prog-
ress .awards solving the riddle of how to
provide S2 billion in services with SI bil-
lion in revenues.

Politicianshave advanced several theo-
ries about how this impending gap can be
filled. There are those who think govern-
ment and its services should be cut in half:
| find that neither rational nor plausible.
Some people say that new industry devel-
opment is really what we need. While we
do. in fact, need new business develop-
ment. there are no businesses that can raise
the kind of revenue we currently get front
oil development, Other people, including
me, think that Alaskans should return to a
system in which citizens contribute to the
cost of government services, which is a
fancy way of saying that Alaskans should
ravanincome ta



All (hose proposals have some merit,
butnonestandsalone asarealistic solution.
In the next ten years, it's likely that Alas-
kans will develop a system that includes
some taxes, some cuts, some new business
development - and probably, some use of
the Permanent Fund earnings.

-l)-( hepublic and the politicians care-
fully have tracked the world price of out
valuable commodity - cntde oil - butprice
isno longer the best guide to future reve-
nues. The most important variable in the
1990sisnotprice, butproduction. By 1995,
production will be two-thirds of what it is
today; by theyear2000one-third. To match
today’s oil revenues at 2000's rate of pro-
duction. oil would have to sell for 542 a
barrel. Qur best estimates of revenue are
based on more realistic prices for oil -
certainly less than S42 - and the well-
known bendsinwhathasbeen always called
the Prudhoe Bay curve.

It's logical for us, then, to considerour
likelymajorsourcesofincome.The Perma-
nent Fund is one. Those of us who were
involved inthe political and policy debates

W h vy
By Representative Steve Rieger

Education haslong been atop prior-
ity of our slate government. However,
the Governor's proposal (HIR 13) to
amend our constitution to create an
Education Endowment would not serve

the endowme

aboutcreating the Pemtancnt Fund assumed
thatthe fund would insome way. some day.
offset the loss inoil revenue due to Prudhoe
Bay production declines. Using some ofthe
earnings is the most logical alternative for
making the fund work for us, in terms of
funding services and benefits.

Under the current law. the earnings of
the fund can be spent right now. 0 f course,
under the current political conditions, the
funds are not on the table.

There is an unwritten but generally
accepted notion thata "vote of the people”
is needed before we start spending Fund
earnings. This idea is, on one level, an
expression of the sense ofownership Alas-
kans have about the Penmanent Fund. The
Fund belongs to everyone, and everyone
wantsachance tosay "yea” or "nay" about
its future. On another, baser level, it's the
expression of a pure political survival i
stinct: Spending Permanent Fund earnings
is an issue politicians are afraid of. They
only speak about it in hermetically sealed
rooms.

Since there is going to be a lag -
perhapsalong lag- between proposal and
popular vote, any proposal to spend earn-

nt iIs a bad i1idea

the state, nor education, well.

The constitutional amendment would
take 40% of the Permanent Fund’s annua’
earnings, invest them in a separate account

Opposing
Viewpoint

under the management of the Permanent
Fund Corporation, and dedicate to educa-
tion the earnings of this separate fund. (The
Endowmentwouldalsoreceivecertainone-
time proceeds from litigation.) The amend-
ment would lake effect in 1991 and last
from 145 to 19.5 years.

The proposal raisesanumberofissues
which are at the heartofour state’smoney
problems, "these include the effect ofdedi-
cated funds, the overall level ofstate spend-

ingsmust be based on along-term plan. We
can'tdecide to use earnings in March and
expect to gain the necessary public ap-
proval by the time the Legislature adjourns
in May.

Sinceapopularvoteissubjectto all the
vagaries of electioneering rhetoric, there
mustbe some compelling reason to use the
earnings -- compelling, that is. in the vot-
ers'eyes. Given thecurrentpopular view of
the Permanent Fund. 1don’t think voters
would approve ageneral, undesignated use
of Fund earnings. This means the proposal
to spend earnings must have a specific
focus, a purpose Alaskans can understand
and support,

W chose education for fairly

simple reasons, the most fundamental s
contained in the Alaska Constitution. The
framers of our constitution clearly stated
that every Alaskan had a right to a basic,
publiceducation. There are othermandates
in the Consti tution (such as the obligation
to manage state-owned natural resources),

butnone touchesevery Alaskan sodirectly.
Pleesemm lopane &5

ing, the link between higher funding
and performance, and the use of the
Alaska Permanent Fund. I will pro-
vide a number of arguments against
the proposed endowment. As someof
these are matters of opinion, people
may differ on them, but any one of
these arguments alone should be suf-
ficient to justify not amending our
constitution as proposed.

The Education Endowment
removes our highest budget prior-
ity from scrutiny. There is a real
value in the budget process as it is a
chief form of accountability of ad-
ministrators to elected officials (who
in turn are accountable to the public
through election).

Lhave observed that in our an-
nual budget deliberations in Juneau,
the goal of balancing the budget cen-
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Education 1is

largest part of the state

Decline of Oil Production at Prudhoe Bay
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Continuedfrom previous page

Public education is (and has been) the
largest single component in the state's
operating budget, requiring about a quarter
of every dollar. This year, that comes to a
lot of quarters -- about S600 million. It
makes sense, from a fiscal standpoint, to
focus aplanon the biggest expenditures. If
we're quaranteeing future funding of the

Endowment

Continuedfrom previous page
ters almost exclusively on “general fund”
dollars. This iswhatwe mean when we say
weappropriated, forexample,aS2.3billion
dollar budget, even though the total size of
the budget is larger. State-dedicated funds,
program receipts from dedicated-user fees,
federal funds dedicated to a particular pur-
pose. and various trust funds that arc not
partof the general fund, are excluded from
the spending targets or "caps™, and pass
through with much less scrutiny. If any-
thing, we need moredebate in the budget
process, not less. Placing education fund-
ing into the dedicated fund category will
tend to reduce budget oversight to an un-
healthy level.

As long as public support is there,
the funding will be there. Budeeting in the

FYZ00

Prodciinivei®s

reduces

single largest component in the budget,
we'vegonealong way towardsanswering
the riddle of paying for services and bene-
fits when we have less oilfield revenue.
Considering the widespread sense of
“ownership” of the Permanent Fund any
plan to spend the earnings must appeal to
most, if not all the “stockholders” in the
Fund. Publiceducation isthe mostobvious.

legislature isanadvocacy process in which
casesaremade forvarious prioritiesand the
highest are funded. While the system is far
from perfect. Ido not believe the Alaskan
public will cut off funding foreducation in
the coming tighter money years. Alaska is
far from broke. With over S2 billion in
annual revenue. | see no reason why we
cannot find the approximately S500 million
which goes into state supportofeducation.
Itis unnecessary to take the major step of
amending the constitution in order to en-
sure funding for education.

Instead, hardquestionsneed tobeasked
about the entire S2-plus billion per year,
and why it'sso much more than per-capita
state spending in other states. Ifwe accept
the premise that spending for education is
closely related to public supportofeduca-

budget

since the benefits of a good education”
system touch every aspectof life in Mask*;
It makes sense to focus the plan on the
government obligation and service th*
directly touches the most Alaskans.

Eom the mid-1970s and through
the middle of this decade. Alaska experi-
enced whatwas probably the largest sus-
tained construction boom the world has
seeninoneplacesince theCold War. There
was. ofcourse, the S8-S10 billion in pipe-
line and associated construction. Since the
pipeline was completed in 1977, Alaska
has financed another 5.1 billion in public
construction. On top of all that, construc-
tion at Prudhoe Bay produced another sev-
eral billion dollars of activity. 1 haven't
even mentioned military construction and
the myriad malls, office buildings and
subdivisions thatburgeoned allover Alaska
in the early 1980s.

Then, construction accounted for 17%
of Alaskaemployment- more than double
the national average at that time. A student
could drift through high school with poor
grades and still wind up to find a nine-
month-a-yearjob that required little more
than a strong back, and paid $50,000 annu-
ally. That strategy (such as it was) won't
work anymore - notin Alaska, and not in
the restof America.

accountability of educators

tion. we have to ask ourselves where the
incremental money released by the Educa-
tion Endowment will go. To answer that, |
referto theexperience ofourstate spending
through most ofthe 1980s: All money on
the table gets spent, leading to my third
point.

The incremental effect of providing
new money for education will be to re-
lease money for programs elsewhere in
state government. Providing money for
education through the Educational Endow-
ment will relieve pressure on the state’s
general fund. Under the advocacy process
mentioned above, this means that more
projects or activities can be funded before
the money runsout. We donot- atleast at
present - have the leadership, legislative
collective willpower, or any other media-



[>orealising nature of the American

IKt'iice requires students to come into
AC Adis>>ree with strong writing and
jjulviuv, Tills, and technical literacy.

o\jritM " mathematics and science.

. changes, especially the sham
inj, . i-wage construction work, re-
uir." rsharpskillsdeveloped through
oda,

e states, Alaska'semployment
I -endent on jobs connected to
ol -l trade. This is partly because
i ¢s target overseas markets, and
oV, manyofourjobsare infisheries.

Il, r>ou think fish plants in Dutch
Il d Yy "ik are strictly low-tech
iven iueentoaprocessing plant
ocessing operations are now
1by sophisticated computer tech-
quiring a solid knowledge of
is and mathematics. The same is
nining and other resource-based
cs.

throader sense, if our schools are
to producing young people whose
onsist of an ability to bang nails or
mburgers.we'renotpreparing Alaska
e future. It’s not enough to prepare
Jts for specific industries. It's more
Aant to prepare them to think criti-
toanalyze and use numbers, to read
Jy andcarefully, tograsp changes and
md to them creatively. Those skills
conly from agood public school sys-
Which can begoodonly ifitssource of

ding is dependable and stable.

*m to leave money on the table at the end
each appropriation cycle. All general
:nd money freed up, which would have
one into education, will instead go into
ome other form of spending.

In the context of its net effect, the
Education Endowment proposal is misla-
beled. Instead, there are some other, lower-
priority functions of government which
would benefit from the endowment. Put
differently: Ifgeneral funds arenotused for
education, for what should they be used?

The proposal is damaging to tl.
principalofthe Alaska Permanent Fum,
Letussay thatnoneoftheabove arguments
has persuaded you that the constitutional
amendment is unjustified. I would then
propose that if there were to be adedicated
fund from new revenues, that it should be
from some portion of the real eamings, or
those annuaiearnings inexcessofinflation,

Some people won't like this proposal
simply because they oppose any use of
Permanent Fund earnings, other than pay-
ing dividends. That's a fundamental view
some people hold, but I don’t think it’s
widely held. Others have raised questions
for which Ithink we have good answers.

Thex'off-budget” question.l've been
asked if the education fund proposal, by
reaching outside the general fund foroper-
ating revenue, simply makesabigger potof

rather than the total “nominal” earnings of
the Fund.

Our state has gone to great lengths
since the inception of the Permanent Fund
to protect the value of the principal. We
have set up a Board of Trustees and have
mandated that its investments be in accor-
dance with well established, prudent in-
vestment principles. We have legislatively
providedaconservative investment listand
have provided for annual inflation-proof-
ing to be paid foroutofaportion ofannual
earnings. The resultof these actions is that
the Permanent Fund is reasonably well
insulated from loss-eitheracapital lossoil
investments ora lossof purchasing power
due to inflation.

The endowment proposal jeopardizes
this, because itjeopardizes inflation-proof-
ing. Intemis of purchasing power, there is
no difference between spending SKM) ol

money available lorthe Legislature tospend
on all the other programs.

The answeris-ample: There isn't any
“bDiggerpot."Regardlessofthe existenceof
the Education Fund, general fund revenues
(remember, we're talking primarily about
Prudhoe Bay oilfields) will probably drop

by halfin 10 years. That will put intense
pressure on funding for all programs, in-
cludingeducation. Bvsettingupthe Educa-
tion Fund, we take most of the pressure off

annualearnings, which representscompen-
sation for inflation, and spending 5100 of
the principal itself. 1f we are to continue to
maintain the purchasing (and earning)
powerofthe Fund, it is essential that only
earnings in excess of inflation - or "real
earnings” - be used, and the inflation
component of earnings be retained in the
Fund.

The proposed Education Endowment
ignores the concept of real earnings. It
proposes using a fraction of nominal, or
total earnings, rather than «fraction of real
earnings. Itwould result inannualcalls on
Permanent Fund earnings in excess of ac-
tual earnings. Dividends average close to
50"<of nominal earnings (there is a lag
because of five-year averaging), the En-
dowment would take another 40U . and
intlaiion-prooliiig will require approxi-
mately another 50'r. The total exceeds
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Endowment takes pressure

Alaska School Funding Needs

Continuedfrom previous paie
ihepublicschoolsand some of the pressure
offeverything else, from troopers to fisher-
ies management. The Education Fund is
only partof the answer, but it's an impor-
tant part.

Thedividend question. Ifthe Perma-
nent Fund remained nothing m ,rethan a
printing press for annual checks, by 2005

Money not answer
Continuedfirom previous poi>e

100%. If there are not enough funds to go
around, the loserwill be inflation-proofing,
and inc real value of the Fund will decline
over lime.

This decline could be dramatic. For
example, inanextreme case where there is
no inflation-proofing, even Vcannual in-
flation would erode overb0C-ofthe Fund's
value in 20 years. If the Fund is only par-
tially protected against inflation, such as
reinvestingonly 2CEeach year forinflation-
proofing in the same 5% inflation environ-
ment. itwould lose 44% of its real value in
20 years. Partial inflation-proofing, rather
than none at all. is more likely under the
Endowment proposal. (Note: The loss in
aggregate purchasing pow erof the Perma-
nent Fund might be less because of addi-

the dividend would be well over S1,000,
perhaps as high as S1.500.

With the Education Fund in place,
dividends will continue to grow, but not as
quickly: by 2005. individual dividends
would probably range from $900toS1,000.
Meanwhile, the Education Fund would be
generatingabout$700million. Bearinmind.
those are funds raised from a trust fund, not

to school systenm

tional future royalty contributions to the
Fund, but also could be greater if inflation
were higher.)

Alaskans may in the future wish to use
Fundearnings forpurposesotherthan,orin
addition to. dividends. That debate is sepa-
rate from the issue at hand. My point is that
any usesof Funil earnings are not sustain-
able unless they are based upon real earn-
ings ratherthan nominal earnings. A loss in
real value for the Fund will mean a loss in
the real value of annual earnings, and less
will be available lordividends orany other
use.

V_-~ne additional point: In the de-
bate over the effect of the Endowment on
inflation proofing, titerch.isbeen somecon-

of f state budget

from income tax. local property or sagj
taxes, or increased corporate taxes.

Inexchange fora future consideration
(larger growth in the dividend) the public
schools getsecure funding and the public is
insulated from some pressure to raise reve-
nues through taxation. And you still geta
substantial dividend. You never get some-
thing for nothing, but this is a pretty good
trade-off. by my accounting.

[nflation-proofing. Permanent Fund
eamingscurrentlyserveonly two purposes:
After the dividends have been paid, pan of
the leftover earnings goes hack into the
Fund to protect the principal from inflation.

There isaproblem emerging with this
set-up: As the Fund grows larger, more of
theeamingsarerequiredto™intlation-proof’
the principal. But as earnings rise, so do
dividends, leaving less money for “infla-
tion-proofing.” The inflation-proofing
problem s tied directly to the dividend
program. With or without the Education
Fund, as dividends grow, it becomes in-
creasingly difficult to adequately protect
the Permanent Fund's principal from infla-
tion.

The Education Fund deposits would
help solve the inflation-proofing dilemma
for the first six or seven years, but exacer-
bate the problem after that. So again, there
is something of a trade-off.

improvement

fusion because the dedicated slice of Per-
manent Fund earnings makes one extra
loop before paying out. First, the slice of
earnings is reinvested, then the earnings o ff
the reinvested funds are paid out without
regard for inflation. If the latter pay-out
were to be inflation-proofed, asimpler way
would have been lo dedicate a portion of
real earnings in the first place.

[smore money Ilic answer? What if
we assume that the purpose of the Endow -
ment is not to protect existing funding, but
to provide moremoney for education.’ In
our system, a qualify education demands
money. However. [am notconvinced that
additional money is the primary answer to
improvementinourschool system. In P*S7
our state'sexpenditure pet pupil inaverage
daily attendance in public elementary and



However, dividend recipients will re
making a trade-off regardlessif the exis-
tenceofthe Ed. vution Fund. Asyourcheck
eets bigger, the generator of the check
becomes more vulnerable to inflation. It's
assimpleasthat. So. thoseconcerned about
inflation-proofing must look to the divi-
dend program before pointing the linger at
something else.

Thequestionofdedicated funds. The
framers of the Alaska Constitution, acting
on the most recent scholarship abt at state
constitutions, prohibited the creator, of
dedicated funds. The voters amended the
Constitution in 1976 toallow one dedicated
fund -- the Permanent Fund. And in statute,
the Alaska Legislature dedicatesiby annual
appropriation, although not by constitu-
tional mandate) a specific portion of the
earnings to a single program -- the divi-
dend. Clearly, there are reasonable and
prudent exceptions to the generally wise
rule concerning dedicated funds.

Other questions. The constitutional
amendment creating the Education Fund
states that the fund will supportelementary
and secondary public education. When
writing a constitutional amendment, one
must keep itsimple and leave future legis-
laturestheoptions they need to meetas-yet-
unknown needs.

The amendment does not dictate how
money isallocated among districts: it does
not dictate which specific programs are
included: itcannotensure quality ofeduca-

secondary schools was $8,010. while the
nationalaverage was53.977. (Source: U.S.
Departmentof Education. National Center
For Education Studies. Statistics <3 State
School Systems:and Common Core of Data
Survey,special tabulations.) However, our
state’s average SAT or ACT scores have
notshow nacorrelation with thishigh spend-
ing. Our state sometimes averages higher
test scores than the national average, and
sometimes lower. In contrast, we consis-
tently spend more than the national aver-
age. so it's fair to wonder if the answer is
more money. Still, if we find that we need
more money, and improved performance
justifies it. I believe the money will be
forthcoming.

Nationally, there isgrow ing interest in
qualilv education, tA good example of this
is the special insert on education of the

lion. Those arc metiers lor future lawmak-
ers. local school boards, schooladministra-
tors. teachers, parents and children. That’s
as it should he.

lusually leave this argument for last.
Forone thing. Ithink Alaskansare practical
and demand some kindofpractical analysis

Allof us- and I'm writing here about
individualcitizens, notpoliticiansand public
figures- have aresponsibility tomake the
world better for the generations to come.
With the creation of the Fducation Fund,
we would be fulfilling at least part of that
obligation we have to the Alaskans who

Permanent Fund Dividends
with Education Fund

before the moralizing can begin. | also
believe it's the best and most persuasive
argument.

March 31. 1989 edition of The wall
Sinn Joumal.)

Ihave readexcitingproposals, which
include greater teacher autonomy, new
career paths for teachers, and changes in
administration. Ibelieve thatcontinuing
improvement in educational quality,
along with highcommunity and parental
involvement and active scrutiny, is the
best long-term answer to education’s
funding worries. -APA.|

Mr. Meyer is atlires lammember
of the Alada State Leyislature senviny
House District SIS (Anchoriyei. am!
hes alsowin ked asaspedal assistant to
te legslature In 19S1-S2. developing
tre legslation estahlishiny tre Alada
Permanent linul Corporation

el

follow. Why should we - this single gen-
eration - be the only ones to realize the
mostsignificant benefitsof North Slope oil
development? Can we simply be thankful
wewete here when oil sold for532a barrel,
when Prudhoe Bay was at its peak, when a
one-time windfall made life good for us?
Can we tell future generations they just
happened to have been born loo late?

VTVTe haveanobligation loshare the

bounty anil tite benefits of Pruchoe Bay
with Alaskanswhodon'teven yetexist.We
must provide to future generations more
than the promise of an annual hluc-aml-
gold check. The Education Fund could
guaranteesomethingmuch moteuseful than
cash -a.society’slull support forthedevel-
opment of thoughtful ami creative minds
that are ready to meet challenges you and |
don'teven know about.

"Al'A
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Alaska Permanent Fund Corporation
P.0. Box 4-1000 Juneau, Ala.ka 99802-4100
'907) 465-2047

M EMORANDUM

DATE: February 12, 1990

TO: John Kelsey, Chairman
Board of Trustees

FROM:  Jim Kexlyjp"T";—— )
Research « Liaison Officer

SUBJECT: Analysis of HJR 13(Finance), "Proposing amendments
to the Constitution of the State of Alaska
creating a permanent endowment for education in

Alaska."

Attached are eight financial projections prepared by the
Alaska Permanent Fund Corporation at your request.

Financial Projection #1: This iIs the status quo case as of
December 31, 1989 using the Department of Revenue®s Fall
1989 low-case revenue forecast. It provides the benchmark
against which to compare and contrast any changes to the

current law.

Financial Projection #2: This i1s the same as Financial
Projection #1 except i1t is presented in inflation-adjusted,

real 1990 dollars.

Financial Projection #3: This i1s the status quo case using
the Department of Revenue"s Fall 1989 mid-case revenue

forecast.

Financial Projection #4: This 1s the same as Financial
Projection #3 except it is presented in inflation-adjusted,
real 1990 dollars.

Financial Projection #5: This i1s HJR 13(Fin) using the
Department of Revenue®"s Fall 1989 low-case revenue forecast.
It 1Is based upon the following set of assumptions:

* 40% of the Permanent Fund®s annual net income 1is
dedicated to the Education Endowment, an account within the

Permanent Fund Analysis on
HJR 13.
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principal of the Permanent Fund, each June 30 from 1992
through 2005. (Note: 20% of the Fund®s net iIncome Iis
dedicated to the Endowment on June 30, 1991.)

* .00% of the Education Endowment®s income 1is
appropriated to fund elementary and secondary education 1in
Alaska beginning June 30, 1992.

* Annual inflation-proofing is shared on a pro rata
basis between the Education Endowment and the non-Education
Endowment portion of Permanent Fund principal.

* Annual income from the Education Endowment is
excluded from each year®s dividend calculations.

Financial Projection #6: This i1s the same as Financial
Projection #5 except i1t is presented in inflation-adjusted,

real 1990 dollars.

Financial Projection #7/: This i1s HJR 13(Fin) using the
Department of Revenue"s Fall 1989 mid-case revenue forecast.
All other assumptions are the same as Financial Projection

#5.

Financial Projection #8: This iIs the same as Financial
Projection except i1t iIs presented in inflation-adjusted,

real 1990 dollars.

For Your Information: These projections are based upon a
certain set of basic assumptions; the numbers shown on these
sheets would change i1f different assumptions were ured. The
assumptions used in the preparation of each projection are
either listed at the bottom of each projection sheet or

explained herein.

It 1s the Corporation®s policy to use conservative
assumptions wherever possible. Thus, the Fund"s long-term
rate of return iIs projected to average 3% per year after
inflation; long-term inflation is projected to average 6%
per year; and the assumptions for numbers of future dividend
recipients and amounts of future dedicated State oil
revenues are taken from the Department of Revenue"s most

recent "'low-case'" Tforecast.

PLEASE NOTE THAT THE CORPORATION NEITHER SUPPORTS NOR
OPPOSES ANY PROPOSED CHANGES TO THE CURRENT USE OF FUND
EARNINGS EXCEPT AS THEY MAY RELATE TO THE PROPER EXERCISE OF
THE TRUSTEES®™ FIDUCIARY RESPONSIBILITIES AS REQUIRED UNDER

THE PRUDENT INVESTOR RULE.



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of December 31,1989

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation Distributions Reserves

FY Begin  Appro-  State Inflation ~ FY End Proofing Net ' Per Capita Inflation General Add  FYEnd
FY  Balance prlations Revenues* Proofing Balance Shortfall | Income Dividends Dividends" Proofing Fund  (Delete) Belanco  FY
£ g i 3 : ; :
1 8B o % I 5 % 2 5 gy
2 1 40 % 2% I 71 $.008 % b 24 =
e 28 4D o1 A 4N 411 1B &b A 1 m HA
e 401 30 R4 B 488 £9) 1h A s} B T &

488 3D 3 ZH S B A7 D b b
g Yl B2 3281 100 3B Ep XA o 1Ml
I TR R % oo & B 4
8 8% 2 X 98 0 Bb B 4 4 BB
0 9173 212 450 9,85 M M 935 $898.00 450 ® &0 9
oo 98b 18 L 1055 B 40 91 B q
m 1055 26 b 1%5{5 & 4% 0 b 2
e 113D 212 & 1228 ,,% h18 N & oS3
m X8 27 A 13X 5 0 A R P
m 134D A1 d8 14209 A 3 0 g8 2Z 5

1470 W 8 B 136 63 0 & % g
T B rc R o (7 o}
B B B 8 I® B B BB B
D 1736 4 8 1B 16 4 ® H0  8h D
0 183D L OB B OID 8 IR R 10
194 m 9 258 W I % JBO R
2 2hB 0 [ B TRV (0 104 2
r. T mE 3 2 oain y

i DL O
5 X 6 I 2 A %266 _1,075_§ WO 19 !
Lumulative Totals Projected ¢ <
For FY 1990-2006: -v 2,469%: 13619 1,75 24,500 11.506 $16,99 :#13.619
ASSUMPTIONS: *SOURCE: Dedicated oil revenue estimates are from the Department of Revonue
Fall '89 Low-Case Forecast; population estimates used to calculate per capita

Nominal Returns — Inflation Real Rates of Return dividends are from the Departmentof Revenue Spring '89 Low-Case Forecast, except
FY9fc 9.21% 4.79% 4.42% FY 90 estimate 0f 530,000 PFD qualified applicants by DOR Dividend Division, NOTE:
FYol. . 8.50% 5.00% 3.50% The FY 90 per capita PFD calculation assumes (per HB 500) that the following amounts
FY 9205 9.00% 6.00% 3.00% are deducted (inmillions): $3.6 admin costs, 512.3 hold harmless, J.763 o Corrections,

and $.736 to Public Safety; Inaddition, itassumes that $1.5 million is added to the
PFD fund from the General Fund (per HB 428).

"* The FY 85 Eamings Reserve Account end ballance was gporopriiated by
tre legidhature otre principal of the Permanentt Fund effecine dully 1,1986.



vrihedj
Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

asof December 31,1909

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation Distributions Reserves
FY Begin  Appro- State [nflation  FY End  Proofing Net Per Capita inflation General Add  FY End
FT  Balance priations Revenues*  Proofing Balance Shortfall | Income Dividends Dividends* Proofing Fund  (Delete) Balance  FT
) A A 2 1 B
I A ! 139 8 { I,
% R 83 kY iV i o)
8 N % 110 17 3 3 2 D4
@ 18 80 2% I ]% 000104) ul B 24 %
%2 29 4D Ul A 401 471 g 4 10 2](.18 H
401 3D ¥»H H 488 ) 15 i B &
¢ 488 J0 3B Z5h %& B 2y XD 2 b b
% 5 B b ¥ B HaE b 0 15 &
D A V64M 10 18 134 l% 3 S8 14 50 59 §
o 418 J8  85b o 3698 I8 & A B
L 2% B 9B & 4 Hpb B 4 0 M & F
M 91713 1J]212 450 9335 oom meJ(g2; 880 4D M - D
£t 93 18 47 1003 W 4 W 4] 53
940 % oM 1029 HN 4 YD my P
96 & 0o @ 4 g N
Rt 1B T06H & o i
i 10008 fis?) 6l 10772 o4 4 O 6o B %
10162 15 618 1095 9| & X0 68 o0 D
%% 116 B 110P K9) ®¥ H O H 9
, o 5 0 o ® /B FHO B }
1033 & 23 109 1B ® 4) o 3 D
o 1037 o8 50 109 16 B 4 0 A
1 0% P 5y 0w W a & ® 57 1
1 10 o) 54 1088 107 912 8 [0 .17 2
B R A |
A LU ]
5 10113 b H ouM W % B WO D ]
CurrailatlveTofcils ProjectBdr 1 i v ot
For FY 1999*2005: 1810 8628 8 B4 7% $109' 8628 fill .
ASSUVPTIONS: *SOURCE: Dedicated oil revenue estimates are from the Department ol Revenue
Fall '69 Low-Case Forecast; population estimates used to calculate per capita
Nominal Returns  Inflation Real Rates of Return dividends are from the Department of Revenue Spring 89 low -Case Fcecast, except
pmizm 9.21% 4.79% 4.42% FY 90 estimate 0f 530,000 PFD qualified applicants by DOR Dividend Division. NOTE:
mimm  850% 5.00% 3.50% The FY 90 per capita PFD calculation assumes (per HB 500) that the following amount
FY 92:05:i  9.00% 6.00% 3.00% are deducted (Inmillions): $3.6 admin costs. 512.3 hold harmless, $.763 to Corrections
and 5.736 to Public Safety; in addition, itassumos that 51.5 million is added to the
STATUSQUO INREAL 1990 DOLLARS PFD fund from the General Fund (per HB 428).

**The FY 86 Eamings Resenve Account end ballance was gopropriated by
A1/0 tre lggislature o treprrcial ol the Permanent Fund effectme Jully 1,1966.



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of December 31,1989

GROWTH OF FUND PRINCIPAL

Dedicated [nflation
FY Begin  Appro- Stats Inflation  FY End Proofing

FI
H 0 A A
b 5 8 1P
m 2@ M 83
E a0 o) 113
E 18 4D 4D 2%
E1 29 4D H1 Bl 40
E 42 3D 3 N 488
% 488 30 B % 5
y/il K] 9281
g A 12\ 10 1B 1A
i) 48 B &b
8 8% 28 X 913
59173 VBl m oam
0817 X) 0o 104
1064 X o 13
e LHL K1 714 1268
g 1208 %9 o 138
B 13,% / gl U&l
2 4 J0 a0 ]9071
]9'071 24 R I
B I3 B %% 184
E|8 18437 24 A 161
1961 20 s ALY
1 087 A 1B 208
2 208 16 12 2R3
3 B3l B 113 Al
4 A0 B 1 %(92
5 X1 D 132 74
(Cumulative Totals Projected miHl1 s
IForFY 1990-2006: 30081 14,44

ASSUMPTIONS:

Nominal Returns [nflation Real Rates of Return
FT90: 9.21% 4.79% 4.42%
FYit: 8.50% 5.00% 3.50%
FV 92-05; 9.00% 6.000 3.00%

STATUSQUO WITH MID-CASE REVENUE PROJECTIONS

2/12/0

|

Balance priations Revenues' Proofing Balance Shortfall

g v NBIERERREY

USE OF FUND INCOME

Distributions Reserves
Not Per Capita Inflation General Add  FYEnd
Income Dividends Dividends* Proofing Fund  (Delete) Balance
; % L
D R 12
17 3 3 2 3
B 71 000 1 B U
471 1B &5 Z 10 I H
5 5 $ i B I o
458 27 $A) PAS b . &
® 58 2 29
® o ¥ B ® o "
88 K 316 X 4 N 6bd o,
B 42 B0 42 v Iflii®
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2% B OBRO b 2 E
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1% 1 5%(151(1) )] o
160 Jod) 55,,18(1) &b 1S
79 89 $IA0 % 3
180 TR0 8 15
Btk b :
%21 1B §A0 113 3
B I 4l 126 4
20 13 520 130 5
wW- .
X596 12137 517,787 w448 118

*SOURCE: Dedicaled oil revenue estimates are from the Department of Revenue

Fall '89 Mid-Case Forecast: population estimates used to calculate per capita
dividends are from the Department of Revenue Spring '89 Low-Case Forecast, except
FY 90 estimate of 530,000 PFD qualifiod aoplicants by DOR Dividend Di-vision. NOTE:
The FY 90 per capita PFD calculation assumes (per HB 500) that the following amounts
are deducted (inmillions): $3.6admin costs. $12,3 hold harmless, $.763 to Conechons,
and $.735 to Public Safety; in addition, it assumes that $1.5 million is added lo the

PFD fund from the General Fund (per HB 428).

**The FY 86 Eamings Reserve Account end ballance was gaoropriated by
tre lggislature o tre prircial of the Permanent Fund effecte July 1,1986.



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
tin millions)

as of December 31,1989

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation Distributions Reserves
_ FYBegin Appro- State [nflation  FYEnd Proofing Net Per Capita Inflation General Add  FY End
FYj Balance prlations Revenues* Proofing Balance Shortfall Income Dividends' Dividends* Proofing  Fund  (Delete) Balance
54 54 2 1
54 84 139 8 7
139 344 483 32 2 12
483 900 385 1,769 150 28 28 59 59
1,769 800 400 2,969 368 71 $1,00.0 n 185 244
2,969 400 il 231 4021 471 108 $386.15 281 10 10 354
4,021 300 366 151 4838 530 175 $331.29 151 203 557
4,838 300 368 235 5741 658 217 $404.00 235 206 763
5741 323 216 6281 1@ 303 $55626 216 51 1,264
6,281 1,264' 170 148 7864 1,069 301 $708.19 148 59 529
7,864 418 303 8585 789 424 $32623 303 62 591
8,585 228 360 9,173 460  $873.16 360 4 63
ol 9,173 23 452 9877 9B6: 4R BB 42
fin 9407 248 483 10,138 899 462 $776.00 483
F 9,564 261 580 10414 963 431 $720.00 589
EE 984 258 605 10,687 979 43 $716.00 605
FL 10,082 255 620 10,958 994 449 $714.00 620
FE 10,338 239 635 1,21 1,009 456 $711.00 635
EE 10576 214 647 11437 1,02 467 $716.00 647
EE 10,790 190 624 11,605 3 1,032 473 $712.00 624
EE 10948 169 561 11,678 106 1,040 479 $700.00 561
Es 11,017 146 562 11,724 108 1.045 483 $702.00 562
0 11,061 124 562 11,746 110 1.048 487 $694.00 562
i 11,081 107 560 11,749 m 1.049 489 $685.00 560
"2 11,084 &8 558 11,730 112 1.049 491 $674.00 558
3 11,066 75 555 11,696 113 1.046 491 $663.00 555
4 11034 64 552 11,650 114 1,043 491 $650.00 552
5 10991 55 548 11594 114 1,038 490  $637.00 548
Cumulative Totals Projected < -
For FY 1990-2005: 2,745 9114 923 16,1983 . 7,578 $11,376" 9,114
ASSUMPTIONS: *SOURCE: Dedicated oil revenue estimates are from the Department of Revenue
Fall '8 Mid-Case Forecast; population estimates used to calculate per capita
Nominal Returns — Inflation Real Rates of Return dividends are from die Departmentof Revenue Spring '89 Low-Case Forecast except
FY90i 9.21% 4.79% 4.42% FY 90 estimate of 530,000 PFD qualified applicants by DOR Dividend Division. NOTE:
FY 9U: 8.50% 5.00% 3.50% The FY 90 per capita PFD calculation assumes (per HB 500) that the following amount*
FY 92:05; 9.00% 6.00% 3.00% are deducted (inmillions): $3.6 admin costs, $12.3 hold harmless, $.763 to Correcikfls.
and $.736 to Public Safety; In addition, it assumes that $1.5 million is added to the
STATUS QUO(MID-CASE) INREAL 1990DOLLARS PFD fund from the Genera) Fund (per HB 428).

**The FY 86 Eamiings Reserve Account end balancewas gopropriated by
2£12/0 tre lggislature o tre prircial of the Permanent: Fund effectne ully 1,1986.



FINANCIAL PROJECTIONS
(Inmillions)

asol December 31,1989

PRINCIPAL INCOME
FYBagin FYEnd o
Balanoe Dade*tad Balance  Inflation Cormbincd Net Income Distribution,
PFHonEd Stilt Inflaton PFNonEd Procfing FYEnd PF Erabrsnttf T«Fundj ParCapita Inflaon CKned  Add  FYEd
F?|Endowment Revenues®  Proofing Endowment  Shortfall Balanca Total !* Principal EdUCrton’ DMdanda Dividends* Proofing Funl  (Pdfs) Balance
6 & 4 - 1
54 & 19 8 ( ->" ' oy 7
12 34 483 2 © ©
133 b 1,7& m B ra fl 150 n 28 D D
179 40 2'69 wi 38 71 3100000 7 i SR}
2959 @21 2l 401 4 f 1B $3%615 A 10 mw
4 3% 15 4838 50 I s $33139 151 W H
463 33 25 5741 MM ® 6538 217 $40400 25 a6 763
5741 3 216 681 101 IB BB 216 1 1364
6381 10 148 7364 1089 P $0819 148 59 59
7364 418 g} 8335 789 " o4 $368 3B ® S
8335 28 30 9173 88 tMl 40 $87316 330 4 4 65
lifll | 492., $83830 450 s |
12 ol 10325 B7 | 87 .|: : 484 $81400 Goil
216 508 11349 1067 | 42 $7400 5%
212 13 11363 1,130 510  $82400 1%
2T 15 11915 am,;- 56  $84900 10
211 110 12335 1377 48 0 13 56 $86500 18
180 i 12326 131 180 5l $887M0 12
173 @ 1278 1423 57 $894D 12
180 7 135 1w A0 & ﬁ]zB) 63 DD 12
140 A 13369 :L568 I‘n &9  $90600 12
v/ @ 13302 163 fi 510 363 643  $07m0 12
m ® 13702 1,709 11 519t 66  $907D 1z
100 87 13389 1730 5J7«*$rﬂ 60 0600 12
13 & 14367 1849 -M /b $90200 12
74 & 14313 1919 | | - | @l $89700 12
al 4] 14354 1348 1983 [ 7L $0100 12
70510 4226  9.519 7 $14039 3,097
ANALYSISOF HJR 13 (Finance): Prepared by the Alaska Permanent Fund Corporation
ASSUMPTIONS: (InNominal Dollars)
1Basacl on Department of Ravorusia Fall 1989 Low-Caw Reverua Foracaat me00% ofEclcaticn Endonant Incoma Aprepriated oFund Edcation FY 190-205 L.
2@ *20% ol PF Nat Incoma to Education Endowmant In Fy 91 fmﬂalmﬁuﬁgﬂrarwﬁo-mmBemeenEdmumEndqmmntaﬁPth&Bdonntmml
* 40% of Non-Education Endowment Pf Nat Incoma to Education Endowmentfrom FY 1992-2006 Eclcation Endowmant Incama Excluded framPRD Galaulatias



FYBaghn
Balance
PFNonE&d
Endonment

FINANCIAL PROJECTIONS
(Inmillions)
asof October 31,1989
AV IXVPER 3t INCOME
Decicated Balance Inflation wwoft comaned  Net Income Distributions Reserves
Appro- Stale Inflation  PFNonEd Proofing Proofing  FYEnd Par Capita.  Inflation General Add  FYEd
priatoot Revenues* Proofing Endowment Shortfall ttrortWi  Balance Dividends  Dividends
54 54 |_P') 1
11IH 8 7
|I|II|Iip > JS| ||p - 2
« 19 y::] P B 2
fl = WM]... 71 $100000 7 1B
an 18 $3815 Rl 10 mw
08$ 50 175 $33159 151 B %
653 27  $00 P 26 73
| 1o pqfe-te F! @ s 26 o 1264
h 1000 ||||| B $70019 148 50 59
789 o4 $81653 s ® =
\ H M RVRB B 4 “ 65
iii Hiln H @0 4 Nf”(H
180 477 10023 el 10,2p 4l $77550 Virgd
1% 45 10106 10673 4B $7130 a1
180 104 9818 10728 42 $6B0 14
173 7] 9527 10,749 427 $6780 ilog]
12 & 9230 10,740 49  $653%0 %
1% 7 8915 10667 43 $63100 87
16 57 8598 10802 a $600 &
00 al 8269 10491 3 B0 i
5% 7940 10353 36 $4150 &
%) 7611 10192 »R  HIL ®
D 47 7287 10015 39 #4820 63
50 4 6968 964 35 540 6l
<) 4 6653 9616 2 $270 5
< 37 6346 9408 30 $40150 54
% # 0047 9179 26 $37550 5

ANALYSISOF HJR 13 (Finance): Prepared by the Alaska Permanent Fund Corporation

ASSUMPTIONS: (InReal, Inflation-Adjusted 1990 Dollars)

' Based on Department of Revenue's Fall 1989 LowCase Reverue Forecast
*20% of P-Net Income to Education Endowment In Fy 9l
* 4076 of Non-Education Endowment PFNet Income to Education Endowment from FY 1992-2006

*100% of EdLcation Endowment: Income Appropriiated o Fund Education FY 1992-2006

Shared ProTtate Between Education Endowment end PF Non-Endomernt Prircirel

" Inflaicrhoofi
"EdLication Endowment Income Excluded from PFD Calaulatias



FINANCIAL PROJECTIONS
(Inmillions)

asof December 31,1989

TIVA00 U
FYEnd
Dadicatad Baance  Inflation

Appro- Siata hfiatkxi PFNorHEd  Proofing FYEd
priaiooa Rovinoea* Proofing Endowmant Shortfall Balance
54 A < ST

&4 139 139

i1 183 183

1,769

299

4021

4833

5741

6281

©

INCOME
Net Income Distributions Reserves
gTo Fud PerCapita Inflation Ganaral Add FYEd
Education Dvidends DMdenda* Proofing Fund  (Deieta) Balance
2 <v.=u - 1
8 5 7
2 © 2
130 2 3] ¢
» 71 5100000 7 185
a7 1B $3%15 2Rl 10 10
50 s $3B19 151 23
63 217 $040 25 26
1 W 66 216 501
1030 3/ $0819 148 59
70 . P24 $B6RB <oc) 2
460  $37316 3] 4 M
5%|I|IW||S| MH 5 ,.452, it s k|
o i 485  $81500 507 @37
1072 mmm e Iﬁ’, &5 $180 59 @1
1158 1 4% ;" 514  $800 143
1237 456 53 $86200 “m
1324 ®s M O |til 59  $33600 4
1411 m m 185 508  $91500 137
1497 il faij 61  $93100 130
1584 Isapl§m 643 $94500 14
1670 . 537 m&ﬁ]s 664 800 ig
176 S 634 $96800
1841 ff|I§ 7 /B0 1w
126 *u W Km 148 72 $98000 1w
2009 mmm . 70 $98300 w
2092 ip fiffii ) 75 3400 w
2174 HWrM21« i 70 R0 o)

ANALYSISOF HJH13 (Finance): Prepared by the Alaska Permanent Fund Corporation

ASSUMPTIONS: (InNominal Dollars)

' Based on Department of Revenue's Fall 1980 UkFCaaa Revenue Forecast

* 20% ol PFNat Incoma to Education Endowmant In FY 91
* 40% of Non-Education Endowmant P-Nat hcoma to Education Endowmant from FY 1992-2006

200% of Edbcation Endowmantt. Inooma Agprapriiated toFund Ecuication FY 1992-2006
stnflcDoHProofirg Shared Prostate Between Education Endowmant and PF Non-Endoament Prirciral
‘Fcation Endosmentt Income Bxeluded fromPFD Gllaulatios



Dedicated
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88888
BB SRB8Re

264" 10
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148
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ASSUMPTIONS: (InReal, Inflation-Adjusted 1990 Dollars)

PRINCIPAL

BESEHEN

558288 NIRRBEBEER

FYEnd

Baiuice Inflation
Inflaton PFNorvEd  Proofing
xi*  Revenuest Proofing Endowment Shortfall

a
1B
483

1,769
239
41
438
57141
681
784
8586
9173

10136
10084
10071
9857
9629
930
9116
683
850
830
746
7,636
7326
7018
6,716

FINANCIAL PROJECTIONS

(Inmillions)

asof October 31,1989

Combined

10317
10858
10983
11104
1177
11206
111%
11149
11069
10957
10620
10656
10472
10213
10062

INCOME

Distributions
PerCapita  Inflation General
Dividends Dwidandi* Proofing Fund

ANALYSISOF HJR 13 (Finance): Prepared by the Alaska Permanent Fund Corporation

* Bawd on Department of Revenue's Fall 1909 Low-Caae Reverue Forecast

'20% of PFNetIncomo to Education Endonvment In FY 9l

* 40% of Non-Education Endowment PFNet Income to Education B.-dowment from FY 1992-2006

* 100%0f Education Endowmant Income Appropriated to Fund Education FY 1992-2006
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I8  $38615
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217 $0A0
W BB
3 $18I19
24 $8B6RB
460  $87316
452 $r7600
45 $71DO
4%  $70500
434 $63900
429  $66300
426  $56100
417  $62500
407 $59900
97 HBr0
B HEDO
374 $61900
;W o
I #B0
B #4300
A #1400
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* hflation-Proofing Shared Pro-Rata Between Education Endomment and PFNonEndowment Principal

* Education Endovwmant Incoma Exduded from PFD Calculations



EDUCATION FUND
QUESTIONS & ANSWERS

1. Won't the Education Fund just provide more money for
politicians to spend?

Prudnoe Bay al production has begun to drop. By 199 Prudhoe Bay is
expected to produce only about two-thirds of today's al; in ten years, only about
one-third of today's al will be produced. Unless al sells for the extremeIY
unlikely price of more than $42a barrel, Alaska's il revenues are going o arop
by about half over the next ten years. Income from the Education Find won't
replace all lost oil revenues. Alaska will face about a gap of several hundred
million dollars between today's spending and tomorrow's revenues. Bit the
Education Fund will help protect our schools from declining al revenues.

2. What's the impact on the Permanent Fund dividend?

The divicend g_rovvs more slonly. Overthe 15years of the Education Fund 0 on
deposits, the difference inthe dividend averagies about $00to 0 annually,'  /

or about $20a month or less. 3o, for about as much as it costs for a couple to

00 to the movies every month, we get a school system with a secure futlre, not

one dependent on decisions mace in Iran or Saiidi Arabia or Texas.

3. What's the Impact on the Permanent Fund principal?

The Education Fund assures that 40 nPercent of the annual earnings of the

Permanent Fund will be reinvested into the pnng:clﬁal for 15years. Forthe first

SIX Or seven years, the principel ?rovvs_rmre quickly than it would othenmise.

But the amotint of earnings spent on dividends grows larger each year also.

S0, as dividends continue to grow and more income from'the Education Fund is

spent, the principal is sligntly affected. By the year 2000, the principal is about 5
eroent less than it would be othenwise., _

L even without the Education Fund, the Permanent Fund Corporation
estimates the principal of the Permanent Fund wull erode inthe future because
the law requires the first use of eamings is divicenas. As dividends grow larger
every year, there won't be sufficient earnln%s 0 provice for hoth divicends and
Inflation-proofing. The legislature can avoid this outcome by passing legislation

making infiation-proofing the first prionty.




Furthermore, without the constitutional requirement (0 make the 40 percent
deposits, the earnings are at risk of belrﬁ]all anpropriated, not reinvested, as
al revenues decling sharply. Use of all the eamings, without any reinvestment
Into the principel, wull accelerate the potential erosion of the Permanent Fund
rincipal. So, the Education Fund serves as adaed protection for the principal

several years.

4. What happens to Inflation-proofing?

The Education Fund makes reinvestment of Permanent Fund eamings into the
principal the first priority. The Eduication Fund, Infact, serves as a form of
constitutionally-guaranteed inflation-roofing. The Ecucation Fund gives
Inflation-proofing a purpose —to provide for Alaskas public education.  Instead
of just saving for saving's sake, We are saving for our chilaren’s future.

5. V/hy Is education a priority?

Eoication Isthe foundation of our democracy. Unlike many nations, America
has pledged to educate all its children, not juist the children ofvvealt&y parents.
Public eduication is open to all, and is mandated by Alaska’s constitufion. But
We have no constitutional quarantee that monely villl be available to provige for
blic egucation.  Establishing the Education Fund guarantees that we wil

ave money for our schools. SUPp(_)I‘tIng the Education Fund, we adults can
protect our chilorens' interests and their futlre, Intum, educated kids mean a
more productive and economically-sound society.

6. Aren't dedicated funds a bad idea?

The Permanent Fund itself is a dedicated fund, established by the voters of
Alaska in 1976. The only way we can guarantee stable, sectire funding for
education is to establish a dedicated fnd. Otherwise, our schools are at the
mercy ofeadcwear's revenue ups and downs.  In 1986, for example, school
funcling was cLit ten percent across-the-hoard, resulting in programs being
recuced or stopped altogether. One district even declared bankruptcy.



7. Does this proposal change the way the legislature allocates the
money among school districts?

No, the clivision of eclucation gollars will continue to be by legislative
appropriation through the public school foundgtion formula and the other
education programs, such as pupil transportation and school debt retirement.

8. Can the Education Fund assure the quality of education?

Assuring cuality education takes active parents, capable administrators and
dedicated teachers. The Eoucation Fund by itself cannot assure quality
education, but it can contribute to fiscal staility. \Mthout stable funding, school
boards and administrators wil have to spend more and more time andenergy
balancing school checkbooks and looking to local property taxes for support
Stable funding means we can focus on School programs and performance.

9. Does the proposal include the University? £//</C £
No, the Eduication Fund does not incluce the University.— — yc — //y"s -

10. Will the Education Fund provide for preschool and early
childhood education programs? Will it provide for school
construction and repair?

Education Fund earnings wll be available for public elementary and secondary
education. Through legislative appropriation, the Eoucation Find can provice
for preschool and early childhood education programs, school construction and
repal™MPfeTFASE neess?y/  'V'A ?

11. What happens if the legislature approves the resolution calling
for the Education Fund?

The resolution does not estanlish the Education Fur _Itsmp?]/ permits

Alaskans to vote on the issue inthe 1990 general election. frthe public

eg)(frov_es of the Education Fund, the Consfitution will be changed to allow
cation Fund eamings to be dedlicated to education.

Division of Policy 11/89



The Education Fund
9 & A

A couple years ago a group of parents, teachers, school board
members and administrators formed the Alaska Coalition for Education to
work on common goals. The Coalition realized then that a serious threat
could overshadow all other education issues: a dramatic drop in state
revenue due to the decline of the amount of oil coming out of Prudhoe Bay.
They proposed a funding mechanism, using the earnings of the Permanent
Fund, that could help close the future education funding gap.

In early 1989 Governor Cowper submitted to the Legislature House
Joint Resolution 13 that sets up such a plan and calls for a public vote on it
on the 1990 general ballot. The House of Representatives approved the
resolution lastyear. Itisbefore the Senate this session.

How will the Education Fund work?

For 15 to 20 years, 40 percent of Permanent Fund earnings will be
reinvested back into the principal to be managed and protected with the
rest of the fund. As oil production declines, interest from those special
deposits, called the Education Fund, will be used to help pay for
elementary, junior and senior high school education. Deposits to the
Education Fund will stop after 15 years or could continue for another five
years ifthe legislature thought additional savings were needed. By then,
earnings from the Education Fund will be providing a reliable and perpetual
source of revenue for education.

ltsounds complicated, but it'seasy to envision ifyou compare itto
parents saving for their kids® education: they don"t know exactly how much
they"ll need, but they know they*ll be a lot better off with mtthan without it

Why 1Is the public voting on the Education Fund?

Right now the law says that politicians can use Permanent Fund
earnings any way they want, as long as half go to dividends. This proposal
will protect the earnings by guaranteeing that 40 percent be reinvested in
the principal to create a permanent account to help pay for education.



Who will control the money?

That won Tchange. The Education Fund isa mechanism to provide
support to schools. Itsearnings will be controlled the way education dollars
are controlled today: the legislature passes out the money to local
communities based on a formula. Local school boards make final spending
decisions and set educational standards and goals.

The Education Fund provides a guaranteed level of financing for
schools. Ifthe legislature doesn Tneed the entire available amount ina
certain year, leftover dollars will be put back into the savings account. Or, if
policy makers decide education needs more money, they are free to
increase the level of support using regular state dollars.

Won®"t this just provide more money for a growing bureaucracy?

No. Itwill help replace dolfurs thatwont be there anymore because of
the the decline in the amount of oil coming from Prudhoe Bay. Even with the
Education Fund in place, there will be tightcompetition for public spending.

Right now, more than 8 of every 10 dollars in the state treasury comes
from oil revenues. That adds up to about $2.2 billion thisyear. In 10 years
that amount drops by two-thirds which translates into a cut of about $700
million in oil revenues. (Oilwould have to sell for the unlikely price of $42 a
barrel to make up the difference innumber of barrels.) Inthe year 2010, it's
estimated we Mbring ina mere $346 million from petroleum sources. The
state"s share for education today ismore than $600 million. How do we
close the gap?

Some other budget facts help put perspective on state spending.
Nearly half the current $2.3 billion budget goes directly to communities and
individuals in the form of aid and benefits (longevity bonus, public
assistance, revenue sharing to offset local property taxes, school funding,
and program grants). The state simply cuts the check.

State spending isdown considerably from an all-time high of about $4
billion in 1985. Know equals about what we spent per person in 1979, ifyou
account for inflation.

Formula programs tied to population (like public assistance, school
funding and the longevity bonus), federal requirements, and inflation add
major increases to the budget. Many of the spending limitproposals on the
table also build in inflation and population growth.



Can the Education Fund make a difference in the quality of
schools?

Educational standards and goals will always be up to local
communities through their school boards. The Education Fund alone
cannot assure quality, but 1tcan contribute a great measure toward stability,
ieacners and administrators will be able to tend to the business of
providing a decent education, instead of worrying about decaying facilities,
outdated materials, and overcrowded classrooms. Stable funding means
educators can focus on performance instead of the checkbook.

How soon can Education Fund earnings be used and how much
will be available?

The current resolution says the money could be used right away, but
many lawmakers think it'sa better idea to let the Education Fund gather
savings for at least 10 years inorder to increase itsvalue. It's likely the
legislation could change in the next few weeks. In 10 years about $700
million will be available from the Education Fund -about enough to cover
the anticipated revenue gap. That money could be used without touching
the principal of either the Education Fund or the Permanent Fund.

Would the Education Fund be the most - or the least - that could
be spent on Education in any year?

It's possible that earnings from the Education Fund may exceed or not
completely cover all costs each year. That depends on the number of
students enrolled at the time and other factors. However, the legislature can
appropriate additional money ifnecessary. Conversely, ifnot all the
Education Fund earnings are needed at the time, ihey will be placed back
into the savings account. They cannot be spent for any other purpose. The
Education Fund simply provides a stream of income for a specific purpose.
Undoubtedly, constituencies that advocate for education and other
programs will continue to compete for available dollars and keep the issue

in the public eye.
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1 Report of the Commission on the Future of the Permanent Fund

In 1989 the Legislature established the Commission on
the Future of the Permanent Fund to gather public testi—
mony, report isfindingsand make recommendations tothe
Governor and the Legislature.

Executive

Summary

The Commission held 10 public hearings between Sep—
tember 30 and December 9. 1989, across the state. More
than 200 members of the public and expert witnesses
testifisd. The commission also gathered written testimony
and reviewed legislation and documents pertaining to the
Permanent Fund.

The public clearly stated it

o wants the Permanent Fund dividend retained,
© wants the principal of the Fund preserved,
« believes current levels of state spending are too high,
and
v does not want Fund earnings used to support State
programs In the foreseeable future.

Included in this report are the recommendations of the
Commission suggesting statute modifications designed to
preserve the value of the Fund and assure a stable flow of

eamings.
S_Jestions 0fzi:&:“irlgustccl)day Pagesg—?» Findings and Recommendations
irstyears Fun Pages 2-5
The dividend formula Pages 6-7 Etllrpose Off:f;;g? . Egge 91(}]1
s i _ annow gap es
What the public said Pages 4-8 Preserving value of the Fund  Page 11
Appendices Pages Retain dividend program Page 12
. Stabilize real eamings Pages 12-13
Questionnaire summary report 17-23 Fducational Endowment ~ Page 13
Pennanent Fund handout 29-3 Clean up statutory language  Page 13

Protecting the integrityof teFund =~ 39 Disclose all uses of eamings  Page 14
Stabilizing a resource-based economy 40 Insummary Page 14
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Since 1986, when the price ofail dramatical ly decreased,
a number of Alaskans have become concerned about fiszal

TArtTho- 11S policy, sources ofstate revenue and the roleofthe Permanent

0
today

Fund inAlaskaSfuture. The Commission on the Future of
the Permanent Fund was established by the 1989 Legisla—
ture to determine the appropriate response to such con—
cems. The Commission focused on two central questions:

DWhat is the purpose of the Fund?
2) What rolewll itplay inAlaska S long-term economic
future?

The Commission was instructed to gather public testi—
mony concerning the Permanent Fund, toreport itsfindings
and tomake recommendations to the Governor and the Leg—
islature. The Commission consists of nine members: two
state representatives appointed by the Speaker ofthe House,
two state senators appointed by the President of the Senate,
three members of the public appointed by the Governor, the
Chairman of the Board of Trustees of the Alaska Permanent
Fund Corporation and the Commissioner of the Department
of Revenue.

As part of 1ts charge to gather public testimony, the
Commission conducted ten meetings around the state, in—
cluding two in each judicial district and two statewide
hearings thatwere held inAnchorage and Juneau. To allow
asmuch public participation as possible, the hearings were
held on Saturdays. The Commissioners asked thewitnesses
questions to determine their opinions on specific 1ssues.

Alaska’s voters approved the ceived by the State shall he

The firstyears craion of the Permanent Fund In Placed in a permanent fund,

of the 1976. They accepted an amend-
Permanent Fund Constitution as proposed by Gov-

he principal ofwhich shall be
used onI}/ for income produc-
ing Investments specifically de-
signated b%/ law as ellqlble for
permanenf fund investments.
All Income from the perma-
nent fund shall be deposited

ment to  the Alaska State

ernor Jay Hammond and passed
by the Legislature. That amend-
ment states:

At least twenty-five percent of
all mineral lease rentals, roy-
alties, royalty sale proceeds,
federal mineral revenue shar-
ing payments and bonuses re-

inthe general fund unless oth-

erwise provided by law.

—Alaska State Constitution.
Article >X, Section 15



amendment, the Legislature has
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Witnesses asked the Commission questions concerning the
Permanent Fund, the dividend program, inflationroofing,
the Educational Endowment, the budget, income tax and
long-term fiscal problems facing the state. As a hearingpro—
gressed, people commented on the issues presented by
previous speakers and thus each hearing became a public
forum for discussion of problems facing the state and the
Permanent Fund.

As part of its charge to make recommendations, the
Commission also heard testimony from the staffof the Per—
manent Fund Corporation and other expert witnesses, and
reviewed documents pertaining to the Permanent Fund.

The Commission also prepared and distributed an eigt-
page handout about the Permanent Fund and the Commis —
sion. The handout contained a three-page, self-addressed
questionnaire so that persons who erther did not feel com—
fortable with public speaking or were unable to attend the
public hearings could express their gpinions. These hand —
outs were used In presentations to high school and college
government classes, senior citizen groups, Chambers of
Commerce, Rotary Clubs and other civic groups.

(Summary of responses isprovided inAppendixA. Copy of
handout isprovided inAppendix B.)

Since the adoption of this Additionally, the Le?islature

\ : ire $3,659 billion had been deloosited
provided that a portion of the in-

by that date as a direct result ofthe

increased the depositrequirement
to 50 percent for all mineral lease
rentals, royalties, royalty sale pro-
ceeds, net profitshares and federal
mlneralrevenuesharmgparments
received onleases issued affer Dec.
1. 1979. and 50 percent of all bo-
nuses received on leases issued
after Feb, 15. 1980. (Alaska Stat-
ute 37.13.010(3)(2))

come ofthe Fund shall be depos-

ited into the principal to offset the
effects of inflation as measured by

the chan?e inthe calenderyear av-

erage ofthe U.S. Consumer Price
Index. (Alaska Statute 37.13.145)

The Permanent Fund’s princi-

pal, estimated to be $9.3 billion
$9,267,975,000.00) on Nov. 30.
989, hascome fromthree sources:

constitutionalamendmentand stat-
utes. $1,645 hillion had heen de-
posited to preserve the principal
against inflation and $3,964 billion
had been placed into the Fund by
%_hree separate legislative appropria-
jons.
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What the , Fourrecurringthemesemerged fromthe testimonyofthe
223 peoplewho appeared atthe Commission Shearings, the
71 people who submitted written testimony and the 1,782
w ko retumed the questionnaires:

said e Retain the Permanent Fund dividend.

© Preserve the value of the Fund for future
generations.

e Reduce state spending.

© Do not use Fund earnings in the foreseeable
future to support State progranms.

Here 1sa summary of the testimony on these and related
subjects:

Protect the principal of the Permanent Fund

While a few people testified that the Fund § principal
should be divided equally among current Alaskans, the
large majority supported protecting the principal. There
was little support for the use of fund principal for in-state
Investments, economic development, infrastructure, or other
non-income producing projects. The publichbelieves that the
current Investment scheme and management style have
performed well and are appropriate for the future.

The testimony received by the Commission was strongly
in favor of preserving the value of the principal for future
generations. Few citizes testifying were aware of, or
recognized, the possibility that the Fund may not be fully
inflation proofed In the future. Wnen asked whether the

The Fund has earned Since Its inception, the Fund held in the Earnings Reserve Ac-
$6.6 billi has earned rougﬁly $6.6 hillion count and $232 mﬂllon has heen
O DHION - fro n investments. $2.2 billion of used for general governmental
this has gone toward payment of services.

annual dividends to every quali- o _
fied Alaskan resident. Of the re- ~ While individual voters’ opin-
ma|n|nqb.$4.4 billion in earnm_?s, lons may have varied, testimony
$1,645billion has been deposifed before the Commission indicates
into the rlnclfal to offset infla- the most often expressed reasons

tion, $1,264 hillion has been de- for establishing the fund were:

osited back into the Fund by the

_egislature 'bY' special apPropr_la- 1) to remove mone%/ from the
tion, $635millioniscurrently being income stream of the state,
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dividend/inflation proofing priority should be reversed, the
response was generally yes,” gven ifthis change causes a
reduction in dividend payments.

Keep the dividend program

The dividend program had very strong support from the
people who testified. They presented a variety of reasons
why this program isvaluable. Some favored the dividend
program because of the annual Injection of capital into the
Alaskan economy, others thought that the program isa fair
method for the distribution of all wealth, others thought it
Is an excellent method of removing funds from legislative
overspending, and still others believed itis constitutionally
mandated @tisnot). Ihey said the bush and rural commu —
nities depend heavily on the dividend for infusion of cash
Into their economies. Many said they would rather see a
personal Income tax than a reduction in dividends. A
limited reduction individends isacceptable tofully inflation
proof; otherwise, the public expects the dividends to
continue. A number of people thought that capping the
dividend was an appropriate step in the future.

Reduce government spending

Most people who testified concemning the leel of
government spending feltthat itwas excessive. Opposition
to the use of the Fund Seamings foraoditional government
spending was widespread. There was strong support for
adequate funding for legitimate government services.
However, the public believes that the current budgetary

The Earnings Reserve Account

2)to preserve a Portion ofthe ol [
was established as a separate

wealth forfuture generations

income s first
e principal to

~The remainin
reinvested into

and

3) to develop an Income source
to support state government
when oil revenues decrease.

In 1982 the Legislature en-
acted the statute that established
the Dividend Fund within the Gen-
eral Fund.  IAlaska Statute
43.23.045)

account managed by the Perma-
nent Fund Corporation. (Alaska
Statute 37.13.145)

Each year, about 50 percent of
the income from the Fund Is di-
vided by the number of qualified
applicants and a dividend check is
mailed to each person. The amount
ofthis check forthe year 1989was
$876.13.

offset inflation; the amounts left
over are held in the Earnings Re-
serve Account (ERA). The $635
million in the ERAasofJune 1989
has accumulated over several
years.
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leel of approximately $2.25 billion istoohigh. Few citizers
were willing to specify which areas of state government
should be reduced. Most agieed that it is up to the
Legislature to determine the appropriate places to ait.

Opinions differ on educational endowment

The Commission has difficulty in summarizing public
testimony about an educational endowment because of
confusion surrounding it While the educational commu —
nityand some local governments stronglyfavored the concept
of an educational endowment, similar support was not
found in the general public$ testimony. Opposition to the
educational endowment was expressed inavariety ofphilo—
sophical and political tenms.

Many people do not think that the state should tamper
wi'th the prohibitionagainstdedication offunds contained in
the State Constitution. (Alaska State Constitution, Article X, Sec-
tion 7.) These people stressed that all potential uses of the
eamings should compete equal lywith all other government
demands or were concerned that dedicated revenue will
result in less oversight of educational spending. Some
people feared that providing additional funding for educa—
tionwill cause the cost of other government services 1o rise
simply because of the aailability of money. Others feared
that any change to the constitutional provisionswill open a
Tloodgate of other demands on uses of the Fund §eamings.

Many peoplewere attical due to current frustrationwith
the education system. These people stated they were
dissatisfied with the quality of education considering the

ThpDividpnd  The actyal amount of Income  ofthe netincome ofthe corpora-
whlch Is distributed as dividends tion for the last five fiscal years.
Formula s calculated based upon the fol- IncIudmg the fiscal year Just
lowing language: ended, but may not exceed the
. . net Income of the corporation
Net income of the corporation  for the fiscal year Aust ended
shall be computed annually as  plus the balance Inthe earnings
of the last day of the fiscal year  reserve account. ..
Inaccordance with generally ac- —A.S. 37.13.140
cepted accounting™ principles. .
excluding any unrealized (]Jalns Once the income has been de-
or losses, Income available for termined, the amount that goes to
distribution equals 21 percent the dividendaccount Isestablished



7 Report of the Commission on the Future of the Permanent Fund

amount ofmoney that iscurrently being spent. They were
not convinced that a higher spending lewel or dedicated
fundingwould improve the quality ofeducation inthe state.

Those favoring the educational endowment did so be—
cause they felt itwas important to have a more stable and
predictable state contribution to local education costs.
Presentations by the Adninistration demonstrated that the
educational endowment will provide only a portion of the
money needed for education in the future. As currently
structured, nerther the Governor*s nor the Legislature™shills
will create as much money in real dollars as is currently
being spent on education.

Don't alter Fund management

The public is satisfiedwith the current management of
the Permanent Fund Corporation and the Board of Trus—
tees. There was gererally no demonstrated support for
changing the investment philosophy of the fund. However,
outside of those intimately involved with the Permanent
Fund, few inAlaska have any in-depth knowledge about the
geecifics of the Fund S operation. Those who do have that
knowledge, includingmembers of the Fund Smanagement
team, have concerns that the treatment ofunrealized gains
and losses, definition of net income, and other accounting
and investment-related subjects have a substantial effect
on the size of the Fund and the distribution of eamings.

as follows: the dividend account is accom-
plished by alegislative appropria-
.. eachyearthe commissioner tion. The amount appropriated is
[ofrevenuel shall transferto the based on afive-year average which
dividend fund 50 percent oftire is Intended to maintain a stable
income ofthe Alaska permanent flow of dividends.
fund earned during the fiscal
year ending on June 30 of the
currentyear available for distri-
bution.
--A.S. 43.23.045(b)

The actual transfer of funds to
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Don't deduct from dividends

This year, the deductions from the dividend program
and the purposes of those deductions were 1temized on the
dividend checks. Al witnesses who mentioned this were
upset by the subtraction from their check. While most did
not complain about the deduction for the costs of admini —
stering the dividend program, the deductions for the hold
harmless program, felon gate money, sexual offender pro—
grams and the Victims Compensation Fund were highly
objectionable in the public S view.

Refine dividend qualifications

Public testimony was clearly in favor of restricting the
dividend program to qualified residents. Some favored
significantly increased residency requirements. However, a
number ofpeople expressed concern that effortsdesigned to
prevent unqual ified residents from receivinga dividend had
the effectofdenyingdividends tosome Alaskanswho should
receive them. Others were concerned that the aoditional
reporting procedures imposed substantial burdens on all
Alaskans and questioned whether these additional burdens
and attendant administrative costs outweighed the

berefits.

Hearing Juneau, SeptemberBO, 1989

r BaiTow, October 7
Anchorage, October 14
Bethel, October 21
Ketchikan. October 28
Nome, November i
Kenai-Soldotna, November 11
Fairbanks, November 18

Statewide hearings were:

Juneau, December 2
Anchorage, December 9
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Findings and Recommendations

_ The legislation creating this Commission requires a rt containing
Findings and recommendations. While not all nembers of the Commission
may agree completelywith all of the statements below, rtisthe consensus of
the Commission that every recommendation addresses one or more issues
artical to the future ofthe Fund and deserves consideration by the Governor

and the Legislature.

W hat is the purpose of the Fund?

Article IX, Sectim 15 of the Alaska Constitution con—
tains several key concepts:

@ At least25% ofdesignated mineral revenues shall
be placed 1n a permanent fund,

(@ The principal ofthe fund shall be used only for those
Income-produci nO? investments specifically desig—
nated by law, an

@ All income from the Fund snall be deposited in the
general fund unless otherwise provided by law.

The Commission examined the question ofwhat isthe
purpose of the Permanent Fund, taking into account the
public testimony, laws, past and current uses of Fund
eamings, historical information and other relevant

Itis the Commission®s conclusion that the Permanent
Fund should continue to fulfill its constitutional pur%)se
ofcreat!n% a stable and growing stream of earnings to be
appropriated by the Legislature. It is the Commission®s
unanimous opinion tha ﬂ\ISﬂe(l_bll%aS provided by the
constitutional amendment creating the Permanent Fund,
allows the Fund tobest serve both current and futuregen —

erations of Alaskans.
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Plan now for the "fiscal gap"'

The projected declire inAlaska ail production and the corre—
sponding Fiscal gap'* between spending and projected revenues
was a major factor in the formation of this Commission.

The Commission received substantial testimony predictinga
marked decline in Alaskan ail production within tne next
years. Therewas no testimony or information presented contra—
dicting these projections. While fluctuations in all prices have
and will continue to affect year to year revenues, it is highly
unlikely that the revenue drop linked to the projected production
declire could be offsetby ail price increases. This isthe basis of
the projected difference between currentsgend ingand projected
revenue that is often referred to as the gap."

Public testimony was consistently strong In supporting a
substantial cut in spending as the firstand preferred method of
dealing with this projected sortfall. Many members _of the
public suggested thet, after spending has beén reduced, income
taxes should be a source of revenue. Some_suggested reduction
and a few proposed elimination of the dividend program.

While Alaska™s economic future cannot be discussed without
consideration of the role of the Fund, 1tmust be noted that all of
the Fund § real eamings are less than the current state budget.
The Constitution prohibits spending the principal of the Fund for
any purpose. Constitutionally meq_eglslame can %[ﬂ%rlqte
alfthe eamings of the Fund without consideration for inflation
proofing. However, ifitis to be Yermanent,” the Fund must
retain the value of the prlmlgal over time. To retain itsvalue, the
principal must be protected trom the effects of inflation. Allowing
inflation to erode the Fund would effectively produce the same
result as spending the principal.

Unless spending lewels are cut and/or additional revenues
are raised, pressures may arise in the future to use eamings of
the Permanent Fund tosupport state government, possibly even
at the expense of the dividends and inflation I|c_>roof|ng. The
projected fiscal gap thus raises serious public policy isstes that
muSt be addressed by the Governor and the Legislature ifthe
current uses of Permanent Fund earmings are to be maintained.

In the Commission Sapinion, long-range planning isthe only
way to.awoid having the resolution of these Fiscal gtéc,y ISSUES
dramatically affect the economy or even precipitate a aisis.
Planning combined with judicious changes in public policy

should reduce the impact orthese projections and avoid thewild




Report of the Commission on the Future of the Permanent Fund

economic fluctuationswe have historicallyendured. Unless the
Governor. and the Leqlslalwe address theSe 1Ssues now,_a arisis
appears neviteble. Tfthe “fiscal gap'’ does not , emll be
far easier o Inewith having planned for the worst than itwould
to respond t a fisal arisiswithout the berefit of planning.

Recommendation:  The Governorand the Legislature should initiatea proc—
ess of long-term fiscal planning and take the necessary

action to implement it

Preserving the value of the Permanent Fund

The Constitution prohibits lﬁﬁganding the principal of the
Permanent Fund. The Constitution also specifies all invest—
ments of the Fund must be “income producing”. State law
Invokes the “grudent investor rule’” to assure reasonable and
prudent investment of the funds._ This isgenerally accepted as
recluding Investments in social or _infrastructure Ioro rams.
tutes Turther define the type of investments allowed. All
eamings ofthe Permanent Fund are subject toappropriation by
the Legislature. The Legislature has provided through statute
for the current dividend and inflation proofing programs.

_ According to expert testimony received, the method of infla—
tion proofingadopted by the LegiSlature in 1982 will probably fail
o protect the Fund principal atsome point in the future. Under
current practice, dividends are paid before any eamings are
added back into the principal for inflation prml¥ . Since the
dividend program formula reguires more than 50% of Fund
eamlrags percentage of income needed to offset inflation
exceeds 50%, therewill be a sortfall in inflation proofing. The
Eresent statutes do not al lova shortfall occurring inone year o

e recovered in following years noi do they allow for counting
unrealized capital gains or losses toward _inflation proofing.
Failure to inflation proof the fund results in favoring current
Alaskans over the future generations. Public testimony clearl
favored the concept that current and future Alaskans shoul
benefit equally from the Fund.

Recommendation:  To resolve this issue the Legislature snould reverse the
priorTties to give inflation proofing fairstcall on eamings,
reco%%zdlqu that adjustments iIn the averaging periods
and initionofearnings must be made at the same
time. The Commission conSiders this a necessary first

, but an incomplete solution. More comprehensive

solutions are offered under the section ilize the
Real Earnings of the Fund".
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Retain the Dividend Program

The public overwhelmingly stated that the current economic
and social berefits of the dividend distribution program out—
weigh the need to use Fund earnings for government expenses.
Even those who mentioned or suggested use of the eamings to
offset falling revenues wanted government spending cut dra—
matical lybeforeany changesweremade inthedividend  program.

Recommendation:  Inretainingthedividendprogram, thelegislatureshould
————————————— amend the statutes toassure itdoes not appropriate for
the dividend programmore than the real eamings ofthe

Fund. Real ea[nnlsr}(iswoulc_l ual total retums, includ—
ing_cepital gains/losses if cesired, less an amount

subficient to offsst inflation. A payout floor, cunulative
inflation proofing, modification of the averaging formu—
las or some altermative method should allow the Payout
to be averaged over time, thus producing a relatnely
predictable Stream of funds.

Stabilize the Real Earnings of the Fund

Several _individuals proposed changes intended to better
defire the Investment goals and strategies of the Fund. Each
proposal contained the consistent dbjective of creating a stable
Flow of real earnings from the Fund.

One proposal would change the management philosophy of
the Fund to a payout rule similar to those used by a number of
large endowmen€ funds. This would establish a Clear earmnings

for the long term, removing many of the current pressures
use short-termgoalsand allowa long-term investment policy.

Recommendation:  The Commission urges the Governor and the Legisla—
ture to give timely consideration t the “Fayout rule””

Another proposal advocated placing all resource revenues

directly into the 0Prinalg_al ofthe Permanent Fund and using the
real eamings of the Fund as a substantial source of state

revenues.
Recommendaiion:  This innovative proposal warrants consideration by the
- - - — Governor and Legislature.

(A more detailed discussion of the payout rule and resource
revenue proposals iscontained In Appendices C and D.)
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Educational endowment

The Governor §proposed education endowment engendered
lengthy comment and healthy debate before the Commission,
People” discussed the issues of the Permanent Fund $ role
government spending in general, and specifically the lewel and
method of funding education. This issue is now before the
Legislature and this appears to be the appropriate forum for
deciding upon any proposal to be placed before the voters.

Recommendation: The Commission forwards no specific recommendation
- on the proposed educational endowment.

Clean up the statutory language

_ The Legislature should re-examine all of the current statutes
involving the Permanent Fund for consistency and clarity. A
clear and precise definition and method of calculating net
income should be adopted (in the absence of the adoption ofa
payoutmethod). There appears tobe less than precise use ofthe

terms “fund”;drincipal ,and “Corporation’.

For example, A.S. 37. 13.010%1) discusses the Permanent
Fund_and is gererally cited as the statutory definition of the
principal of the Fund.” Itisoften stated that the balance in the
eamings reserve account (ERA) is not of the principal.
However, a reading ofA.S. 37.13.010(a)(3) and 37.13.145 “dlo—
cates” the ERA which is “in the Alaska Permanent Fund~? ifthe
ERA Bnotlgartofthe “fund”, 1.2 principal, why aremeeamlrgg
from the ERA used to calcullate dividends? AIso A.S. 37.13.1
addresses “fet income of the corporation™ and A.S. 37.13.040
discusses the “disets of the corporation”,Wwhile neither of these
phrases s defined.

Recommendation: The ambiguities in the existing statutes regarding the
“< Permanent Fund should be clarified.
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Disclose alluses of Fund earnings

The public Indicated the dividend program should continue
to be an equal distribution to all qualitiedAlaskans. Testimony
was clear that reductions from the dividend checks, other than
expenses directly associated with the adninistration of the
dividend pr(%%ram within the Department of Revenue, are not

le. Therewas virtuallyno support for the 1old harm—
less”; felon gate money, or sexual offender programs being
funded from Fund earnings. Many individuals v/ere upset t0
discover that reductions had been made in the past without
being 1temized cn the check stub. Public testimony strongl
suggested that reductions, other than inflation proofing an
administrative expenses, should be eliminated.

Recommendation:  All uses ofthe earnings of the Fund should be shown on
— - the dividend check stub by listing the total amount of

each use.

In summary

The Permanent Fund is only one element of Alaska§ economy. For
example, 1tisnot, of itself, the answer to diminishing state revenués. The
Fund must be considered and utilized in the context of a total revenue and
spending plan. The Commission hopes that this reportwill help in shaping
such a plan and that the public will continue t be recognized as a key

participant In the process.
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Summary report
of the

questionnaire

The information provided on the
following pages is the record of a
conversation between the
Commission on the Future of the
Permanent Fund and individual
Alaskans who returned the
questionnaire.

It is not intended to be, norisit, a
scientific survey in any way.



Choices for the Future

What Do You Think?

To gather publictestimony, the Commission on the Future ofthe
Permanent Fund conducted 10 meetings around the state between
September30 andDecember9,1989. As partofthis informationgath—
ering process, a questionnaire, '‘Choices for the Future: What Do You
Think?”Was alsomade available. This report summarizes the 1,782
responses to this questionnaire that the Commission received as of

December 27, 1989.

The questionnaire

The questionnaire § 11 questions called fora combination ofyes-o,
multiple choice and open-ended type responses about people Spercep—
tions of the use and purpose of the Permanent Fund. Also requested
was the respondent Sname, address, phone number and age. Return
postage was provided. Confidentialitywas not assured.

The Commission began distributingquestionnaires at itsSaturday,
September 30,1989, meeting inJuneau, and rtcontinued todistribute
them through the last meeting held Saturday, December 9, 1989, in
Anchorage. The Commission also provided 40 questionnaires toeach
Alaska cityand borough mayor and to each legislator for distribution.
Additionally, members ofthe Commission distributed and collected the
questionnaires at other public presentations such as at high schools
and senior centers. The 1,782 responses that were mailed back or
hand-delivered are summarized in the following sections:

Who Responded to the Survey?- presents the geographic and age
distribution of the survey respondents and also lists all of the
communities thatresponded and howmany questionnaires came
from each community.

Why Do Anything?— groups those responses dealingwith the role of
the Permanent Fund and the future Alaskan economy.

How Should We Use the Fund S Income?- these questions address
people S opinions on altemative uses of the Permanent Fund
eamings.

What Are Some Other Issues?- isan open-enJed question inwhich
a variety of other issues and opinions were presented by the
respondents.

The summarized responses 1o the survey questions are presented In
the followving pages.
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Who responded to the survey?

1,782 Alaskans from more than 125 communities completed and
retumed the questionnaire. Communities represented ranged from
Anchorage, which has about halfof the state S population, to Betties,
whose 1989 populationwas 55 residents. For purposes of this report,
"Regional Centers' are those communities listedas having 1989 popu—
lations of 1,500 or more; "'Bush Alaska' are those communities having
1989 populations of less than 1,500 residents.

Regarding the age distribution ofthe respondents, the category "'17
and under' was primarily composed ofhigh school age students who
completed a survey as a result of their participation in a public
presentation about the Permanent Fund. A detailed break-out of the
questionnaire responses isavailable by referring to: Tabulated Survey
Results of the Questionnaire <Choices for the Future: What Do You
Think?" Parts A and B.

Geographic distribution of respondents
409— Anchorage

s96— Regional Centers

440— Bush Alaska

Age distribution of respondents
268—Age 17 and Under

924— 18 to 64

191— Age 65 and Above
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Responding communities

The following communities participated in the Choices for the
Future: What Do You Think?" survey. The number ofquestionnaires
received from each community is listed in brackets.

ﬁklehchaFl)( 1)
nchor Poin
Anchorage (3;31
An oon [1]

An ak 1

Auke ]10]
Barrow
Bethel [
Bettles

Big Lake 1]
Brevig Mission [11
Cantwell [12!
Chalkylts k£]3l

old a( 3l

Copper Landing [11
Cop erCenter%
Cordova [9]

Craig [6]

Deermg 11

Delta Junction [oL
Denali Park |3
Dillingham |

Dot Lake [3L
Douglas

Dutch Harbor [1]
Eagle ‘[{17J

Eagle

Ed Blverlg
na Ba
Elelson XFE []1
Ellin Cove 31
Emmonak
Ester [2
Falrban s [2%61

Fort Richardson [11
Fortuna Lodge |
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Gakona
Galena |
Glrdwood [31
Glennallen [8L
Goodnews Bay [1]
Grayling [4l
Gustavus 141
Halnes 1

Healy

Homer [16]
Hoonah [111J
Houston
Huslia [3
Juneau£l
Kasllofi
Kenal L?J

Ketchikan [6l

Klpnuk [4)

KIva_IInaPl

Kodiak [16

Kotlik |

Kotzebue [l
Koyuk [1]

Manley HotSprmgs [201
Marshall [4

McGrath 9J

Moose Pass [1]

Nenana [40]

New Stuyafiok [1]

N| htmute [11

NI skl 31

Nome

North oIe [29]

Nulgsut [2)
NuIan
Nunaplichuk [5]

Palmer 471
Paxson [6]
Petersburg [3L
Point Baker [§]
Port Alexander [1]
Port Alsworth |

191

Port Bailey [12]

Port Lions [
uInha%ak [1]
[

Russian Mission [1]
Sakha [2]
Savoonga21
Scammon
Seldowag]
Seward
Shaktoo ik [3]
§I|<tka [11]

agwa
Slanga Jy.'L
Soldotna [421
St. Mar?]/ I[1
St. Michag
Stebblnsézlll
Sterlin
Sutton
Takotna 2
Talkeetna [11
Tanana 1
TatlUek
Tenakee Sprlngs [5]
Thome Bay [1]
Tok [14
Unalakeet E?l
Unalaska [4]
Valdez
Wainwrlght [11
Wales [6
Ward Cove [11
Wasllla [341
Whale Pass [K21
White Mountain [1]
Whittier [AL
Wrangel] [6L _
Unidentified Locations[38]



Why do anything?

This section groups the responses to the survey questions dealing
with the role of the Permanent Fund and the future Alaskan economy .

Q-Do you believe 1t isnecessary to draft a long-term fiscal plan that
defines the role of the Permanent Fund inAlaska S economic future?

lio3—YeS = = 0 @ —emeeemmmemmeeeemem oo
SUPPORT OF
338—NO A LONG TERM FISCAL PLAN
NotSur

14%

Q-The Permanent Fund was established in 1976. One of itsgoalswas
tohelp stategovernment as petroleum revenues dropped inthe 1990s.
Do you agree with ihisgoal?

675— YEs
AGREE WITH GOAL
793— NO TO HELP FUND STATE GOVERNMENT
AS PETROLEUM REVENUES DROP INTHE 1990s
242— Not Sure Not Sur*
4%
Y*s
No
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Q-Although therearemany variations possible formatching long—
term expenditures with long-term revenues, they reallyboil down
to some basic choices. Allwill require reducing the level ofpublic
services and allwill require sacrifices. Check the one you prefer.

922-

36—

99—

352—

316-

Appendix A

Cut spendingdramatically, don Traise taxes, don Tchange
the Current uses of Fund income. (Choice 1)

Maintain current spending, raise taxes, use all of the
Fund®s 1ncome to support governmental services. (Choice

2)

Cut the budget gradually, don T raise taxes, use all of the
Fund Sincome and some of itsprincipal to supportgovern—
ment services. (Choice 3J)

Cut the budget gradually, raise taxes, use aportionof Fund
Income to support government. (Choice 4)

Other (Choice 5 the terms "‘cut the budget'" and/or “don T
raise taxes”lere present inmore than 50% of the responses

to this doice.)

PREFERRED BUDGET APPROACH 1

20% 1%

Cholca 1 Chola® 2 Cholca 3 Cholca 4 Chnica 5
CHOCE PREFERENCE
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Q-What role do you think the Permanent Fund should play in
Alaska"s economic future?

A total of 1,343 responses were submitted to this open-ended
question; Anchorage, with 296 responses, and Fairbanks, with 225
responses, being the most numerous. The following isa sampling of
those individual comments (as submitted):

Location Unknown—"a moderate role"  Fairbanks-"let people spend their
_— : Perm Fund money as they wish"
Anchorage-"as oil revenues decline,

help support state government which  Falrbanks-"savings account for the
would have a stabilizing effect on the  future & as a (goag for local economy
economy” let the people spend not special interest

- roup by legislature"
Anchorage—"fill in our budget where J _ PRy IEg _
we can not meet expenses” Fairbanks-"we want it ourselves"

Anchorage-"Alaskans of all a?es, aug-  Healy—"continue dividend program as it
ment affordable adequate health care,  stands now and government keep their
continue to pay a modest yearly divi-  hands out of it"

dend" _
Anch o (keen i) th g Juneau -"give out more money"
nchorage—"no (keep it) the way it is A

! ( _ i) y, Juneau-"stabilization after Prudhoe
Anchorage—"security for our senior Bay, use income for state services"
citizens, sustained économic develop- L . L ,
ment, insure quality education” Ketchikan—"pay dividends to individuals
Anchorage-"the same as it is today” ~ McGrath—"continue paying dividends"
Barrow—"a big one" Nome—"a very big part"
Big Lake—"it will do more good in the ~ North Pole="continue personal divi-
people's hands than anyw%ere" dends/capital improvement projects

c Center—"oav dividends  build out of profits only"
|n(t)gr%esrt cer—pay Cvitends B Paimer-"pay dividends"

Eagle-"glve money throuPh dividends ~ Savoonga—"emergencies like as flood-
to the people to help the focal economy" ings, earthquakes, housings, etc.

Edna Bay—"the same as currently it Soldotna—"it should remain the same

does" as long as it is possible”
Fairbanks-'dlvidend disbursal only"  Unalaklcet-"help support education”
Fairbanks-"also inflation proof* Wasilla—"none"

Note: The 1,343 responses resulted in 56 pages ofcomputer output. To obtain the
above sampling, the first response on every other page was selected. This resulted
in the 29 responses listed above. Minor editing of individual responses is contained
in parentheses. Adetailed break-out of the questionnaire responses, Including all
submitted su, vey comments, is available by referring to: Tabulated Survey Results
of the Questionnaire “Choices for the Future: What Do You Think?" Paris A and B,
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How should we use
the Fund®s 1tncome?

Q-State law requires that enough ofthe income from the Perma—
nent Fund be put back into the Fund to counteract inflation. Do
you support continuing “inflation proofing"?

1,496- Yes
122— No

128— Not Sure

Q-Do you believe that earnings from the Permanent Fund should
be used tohelp the economy during times ofeconomic recession?

599— Yes
891— No

216— Not Sure
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Q-What do you think isthe principal purpose of the Permanent Fund
earnings?

925— Pay Dividends

PRINCIPAL PURPOSE OF
PERMANENT FUND EARNINGS

124— Save for a rainy day

231— Support government
when oil revenues

decline . %

7111111/
266— Help the economy s Epporteovt Help

z = Pa
during periods of DNz Economy
economic decline PRINCIPAL PURPOSE

46— Do not know

Q-Wouldyou consider using the Fund"s eaminfs forone ormore ofthe

following?

Budget Stabilization Fund 431— Yes 1133— NO
Educational Endowment 703— Yes 932— No
Capital Projects 363- Yes 1212- No
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g-Onascaleofl1to5how important toyou iseach ofthe following
uses of the Permanent Fund earnings. For each use circle 1 to

indicate very important, 5 for not important.

Deposit in Principal
Governmental Services
Inflation Proofing
Dividend Program
Educational Endowment

Appendix A Page 26

Very Important <

1-701
1159
1-875
1-1037

1-378

2-255
2-188
2-336
2-214

2-219

a2

0
» <N

> &

3-373 4-127
3-334 4-229
3-248 4-102
3-224 4-94
3-238 4-164
EDUCATIONAL ENDOWNENT

’

>Not Important

5-203
5-745
5-137
5-154

5 658



Q-How do you use your dividend check?

A total of 1,606 people responded to this question. The following is
a sampling of their responses (as submitted):

Location Unknown—"any way | want
to n

Anchorage—"charity contributions &
education fund"

Anchorage—"gift to charities (local)"

Anchorage—"living expenses & helping
family members who are ill"

Anchorage—"reduce family debt"

Anchorage—"spend on bills & other
important things"

Barrow—"airline ticket out of Barrow"
Barrow—"to catch up with my bills"

Chalkyitslk—"for emergencies, payin
bills, r)(/ent and food/I t%ank youlo!"y g

Delta Junction-"huy food. gas. oil,
heat, electricity"

Eagle River—"for vacation"

Fairbanks-"buy clothing for cold
weather"

Fairbanks-"! use it for Little Leaguers
baseball"

Falrbanks--"pay property taxes"

Fairbanks-"taxes"
Goodnews Bay—"pay credit"

Homer-"the last two bought me a new
Maytag washer-dryer”

Juneau—"now It is in savings and it will

be used to pay for my college
education"

Kenai-"bllls & buying things | need

Kenai-"hasic necessities of life. It
helps out our otherwise low income

Kodiak-"Xmas, major purchases"
Moose Pass--"for my education”
Nome-"1 save it for college"

North Pole—"no comment"
Palmer-"save it"

Scammon Bay-"spend them"

Soldotna—"savings & spending in
Alaska"

Tok—"no comment"
Wrangell—"pay taxes"

Note: The 1,606 responses resulted in 54 pages ofcomputer output. To obtain the
above sampling of responses, the first response on every other page was selected.
Thisresulted in'the 29 responses listed above. Minor editing of individual responses
is contained in parentheses. A detailed break-out of the questionnaire resBonses.

Including all submitted survey comments is available by referring to; Ta

ulated

Survr' Results of the questionnaire “Choices for the Future: What'Do You Think?"

Parts A and B.

Appendix A
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What are some other 1ssues?

Q-What other i1ssues, concerning the Permanent Fund, would you
like the Commission to consider?

A total 0f844 people offered comments to this portion of the ques—
tiomaire. The followving isa sampl ing ofthelr responses (assubmitted):

Location Unknown--"Natives-good Fairbanks-"what is it doing for the
throughout the U.S." economy?"
Anchorage- -"Bonus can be made Healy—Teave it alone"
annually”

_ Juneau—"none"
Anchorage-"Ifthe state is allowed to _ , _
dip into the fund it will reduce the Kodiak—"do not use it for the longevity
drive for the state to find other sources  fund. Those peolole get enough in-
ofincome” come. Drop the longevity"
Anchorage--"oil revenues" Nenana—"constitutional amendment

establishing dividends -inflation
Anchorage~"where taxes are referred proofing"

to Iwould assume you mean a state o ,
Income tax" Nome-"the )Aearly dividend_ should give
C

_ _ applicants choicé of accepting their
Bethel—"will there be other economic dividend or designating it to another
sources in the future" purpose”

Copper Center—"higher dividends" Palmer--"protective legislation from
?overnmental spending projects, long-

Eagle-"none" erm Alaska residents retirement fund"

Fairbanks—"amount of dividend that Shaktoolik-"fisheries on Nortin

goes to federal taxes" Sound, roads connecting to rural

_ _ _ o villages, as it is cost of airfare is
Falrbanks—'mcreasqu our dividend outrageous"
check for each year of fund maturity"

_ _ Tenakee Sprlngs—"kee? the Vould be'
Fairbanks-Permanent Fund c~mings  raiders away from the fund"

should henefit all Alaskans not those _ _

primarily who have political clout to Wasilla—"leave it alone"

direct it'to Anchorage sectors"

Note: The 844 responses resulted in 41 pages of computer output. To obtain the
above samPImg of responses, the first response on every oth_erJ)age was selected.
This resulted “In the 21 responses listed above. A ‘detailed break-ouf of the
questionnaire responses. Including all submitted, survey comments, is available by
referring to: Tabulated Surv ¢yResults ofthe Questionnaire “Choices for the Future:
What Do You Think?" Parts A'and B.
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Howshould we use It ?
What should 1t become?

\We want your opinion!
Survey enclosed

From the Commission on the Future of the Permanent Fund
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Appendix B

"he M i1ssion:
Public Involvement

The Commissionon the

Future of the Permanent

Fund will listen toAlaskans.

The Commission on the Future of the Permanent Fund was
established by the 1989 Legislature €o gather public testimony
concerning the Permanent Fund and to report itsfindings... to the
Governor and the Legislature.””

To gather public testimony, the Commission has scheduled
town meetings around the State (see schedule on page 8). In
addition to collecting information, the Commission, along with
members of the Alaska Permanent Fund Corporation and the
administration, will respond to any questions about the Fund.

.the Commission has scheduled
toan meetings around the State.

The Commission must submit its report to the Legislature
and the Governor by February 1,1990.

The Commission consistsof ninemembers -three members
of the public, two state senators, two state representatives, the
Chairman of the Board of Trustees of the Alaska Permanent Fund
Corporation, andthe Commissioner ofthe Department of Revenue.

Page 2
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WhyDoAnything?

0Oil, the economic engine that builtthe Permanent Fund, and
the Alaska economy, isina state of decline. The price of ail has
dropped sharply and Prudhoe Bay production will begin to fall by
the early 90s. Production in2000 will be only half of what itis

today.
o0y 0il £
bi.an i98ss Fund Income & _
A-r O Revenues Fund
1975 - 2005
1978 1982 1987 1992 1997 2005

If state general fund spending stays at the current lewel of
$2 .25 billion (in 1989 dollars), we face a fiscal gap -the difference
between current spending and projected revenues - that could

soon grow to $1 billion annually.
The Commission believes that action isnecessary and that

this can best be accomplished by involving the citizens of Alaska
in drafting a plan that looks at the larger picture of Alaska®s
economic future, andthe role the Permanent Fund can play inthe

There are tough choices before s,
doing nothing is not one of them!

Page 3
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How the Fund
HasW orked

ALASKA CONSTITUTION: Article IX. Section 15. ALASKA
PERMANENT FUND. At least twenty-five percent of all mineral
lease rentals, royalties, royalty sale proceeds, federal mineral
revenue sharing payments and bonuses received by the State
shall be placed ina permanent fund, the principal ofwhich shall
be used only for those income producing investments specifi—
cally designed by law as eligible for permanent fund invest—
ments. All income from the permanent fund shall be deposited in
the general fund unless otherwise provided by iaw.

Sources of Fund Growth

The Permanent Fund®s principal - now about $9.2 billion -
comes from three sources: (1) ail revenues (2) money trans—
ferred to help inflation-proof the Fund; and (3) special legislative

appropriations.
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Uses of Fund I ncome

The Fund has earned about $6 billionsince 1977. $1.6 billion
of this has been returned to the principal to keep its real value
from shrinking because of inflation.

The largest share of the income has gone into the dividend

program, $2.2 billion to date.

Any income remaining after inflation-proofing and dividends
isput inan earnings reserve account and isavailable for appro—
priation by the Legislature. Legislatures have appropriated $232
million into the general fund and have returned $1.3 billionto the
principal. The reserve account now contains $635 million.

Any Income remaining after
Inflatioryoroofinganddividends...
IS available for aopropnation by
the LegiSlature.

Page5
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The Dividend Program

Dividends are decided by a formula: (1) add together the
Fund Snet income forthe lastfiveyears; (2) multiply that number
by 21%; and (3) divide the resulting number by half.

Under current law; dividends wll
take roughly half of all future
eamingsand inflatioryorocfing will
take the rest.

Fund Income Paid

Out For Dividends
(in millions)

Under current law, dividends will take roughly half of all
future earnings and inflation-proofing will take the rest. It"s not
expected that there will be any money leftover for other uses. If
the Permanent Fund isever toproduce an income for some other
purpose, itwill have to come from either dividends or inflation-

proofing.

Page 6
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Inflation-Proofing

TheFunds future groath will oepend
most heavily on the contnbutions
mecebyinflatiojoroofing...

Inflation-proofing protects the real value of the Fund by re—

quiring an automatic reinvestment of income each year to offset
the effect of inflation.

With Inflation-Proofing
Without Inflation-Proofing

(inthe Year2005)
Principal Income Dividends
(allios) (alliars) (Actuel)

The amount to be used for inflation-proofing isdetermined
by multiplying the Fund $ June 30 principal balance by the
average annual inflation rate. Ifthere isto be future growth of the
Fund & principal, itwill depend most heavily on the contributions

made by inflation-proofing, due to the future decline of oail
revenues.
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Inflation-Proofing

The Funds future groath will depend
most heavily on the contributions
madebyinflationjrooiing...

Inflation-proofing protects the real value of the Fund by re—
quiring an automatic reinvestment cf income each year to offset
the effect of inflation.

With Inflation-Proofing

Without Infla> .on-Proofing
(inthe Year 2005)

$1.55
55|

Wsm

Principal Income Dividends
(illiors) @illia) (Actuel)

The amount to be used for inflation-proofing is determined
by multiplying the Fund $§ June 30 principal balance by the
average annual inflationrate. Ifthere isto be future growth of the
Fund & principal, itwilldepend most heavily on the contributions
made by inflation-proofing, due to the future decline of oail
revenues.

Pago 7
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V-

Town Meetings
Scheduled Statewide

The Commission has scheduled town meetings around the state to
give as many citizens as possible a chance to express treir viess.

Anchorage Saturday, October 14
Anchorage Saturday, December 9
Barrow Saturday, October 7
Bethel Saturday, October 21
Fairbanks Saturday, November 18
Juneau Saturday, September 30
Juneau Saturday, November 25
Kenal Saturday, November 11
Ketchikan Saturday, October 28
Nome Saturday, November 4

Each hearing will be teleconferenced in its region of the state.
Members of the public are encouraged togo to their nearest Legisla—
tive Information Office.

The Commissioners

‘ Boudher, ‘Red’ Representative 5517624
Burke Susan Pudlic Mermber 5862777
Faiks, Jan Seretor 517610
Fak Steve Senator 231
Kelsey, Jomn Permrarent Fund Com. 854337
Melore, Hioh Commissioner of Revenue 4662300
Martin Terry Representative 561-2036
Pamish Lance Pudic Menrer 4564000
VanAnburg, David ~ Rudlic Menroer 56277/53

‘Crair

For more Information or to send written testimony, write:
Commission on the Future of the Permanent Fund, 3111 C
Street, #445, Anchorage, AK 99503. Or call: 561-3036.

Page 8

Appendix B Page 36



~ GOV
s R © 1 "Eh
109 @""-_m&/
OV,

A8 VA

S dfed g xipuaddy

co

03
cQ

*—e A

CO 03

@ 2 I’In5 M

h 33

Choicesforthe Future

WhatDo
You Think?

g Do you believe itis necessary to draft a long term fiscal
plan that defines the role of the Permanent Fund in
Alaska's economic future?

O Yes 0 no O Not Sure

. What role do you think the Permanent Fund should play
m Alaska's economic future?

What do you think is the principal purpose of the Perma-
nent Fund earmngs? Please check one.

m] Pay Dividends
[H  Save for a rainy day
rj Supportgovernment when oil revenues decline

Help the economy during periods of economic
decline

O Do not know

0 Other



