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Senator Gene Therriault, Chairman February 21, 2002
Senate State Affairs Committee 
Capitol Building, Room 121 
Juneau, Alaska 99801

Chairman and Members o f Senate State Affairs,

M y name is Jay Hogan, my wife and I live at 10741 Horizon Drive in Juneau Alaska and 
I am here today representing no one other than myself. For the record let me stipulate that 
at an earlier time, it would never have occurred to me to appear before any committee o f 
the Alaska Legislature in opposition to a measure introduced by the Legislative Budget 
and Audit Committee!

In January 1970, Governor Keith M ille r requested introduction o f three measures to 
establish a “ resources permanent fund” . In a transmittal letter, Governor M ille r stated, the 
“ objective is to assure maximum long-term grow th [o f the fund] while providing an 
annually increasing source o f income to the general fund.” The two bills in the package 
passed the Senate but failed to move in the House. The third, a Constitutional 
amendment, made five percent o f permanent fund market value annually available fo r 
“ appropriation fo r general purposes” ; this resolution failed to pa:- uie Senate.

In March 1975, prompted by public concern over the disappearance o f the $900 million 
North Slope lease bonus, 36 Members o f the House co-sponsored HB 324 establishing 
the “ Alaska mineral lease bonus permanent fund” . Fund principal was to be “ invested in 
perpetuity” ; fund income could be, “ appropriated to provide funding for operating or 
capital expenditures fo r loan or grant programs”  eligible for funding under the law. The 
Legislature passed this statutory permanent fund only to have it vetoed by Governor Jay 
Hammond as an “ unconstitutional dedication o f revenue” .

In January o f 1976, Governor Hammond submitted a sponsor substitute fo r HJR 39, his 
1975 end-of-Session “ fix ”  fo r the dedicated revenue problem. The substitute was a 
Constitutional amendment establishing the Alaska Permanent Fund. In his transmittal 
letter Governor Hammond emphasized, “ The income o f the fund would be deposited into 
the general fund without any permanent fund restrictions.”  The Resolution as introduced 
read; “ A ll income from the permanent fund shall be deposited in the general fund.”
House Finance added, “ unless otherwise provided by law”  completing the sentence as it 
stands today, unchanged from 1976.

M ike Bradner, Speaker o f the House in 1975-76, wrote in the March 1988 Juneau Report: 
“ The constitutional action creating the fund was also “ not about”  a lot o f things. It 

was not about dividends, investment policy, unreserved income, and in fact, did not even 
attempt to tell Alaskans “ when” and under “ what”  circumstances the proceeds o f the fund 
might one day accrue to future Alaskans.

Discussion over the Permanent Fund often takes on a biblical connotation. But 
amidst all this rhetoric, the simple foundation o f the Fund is embraced in the two
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previously stated commandments -  to preserve a portion o f  current o il income, and to 
preserve it  as a future “ trust

A ll the rest o f the development o f the Alaska Permanent Fund is essentially left to 
statutory construction. Future Legislatures through general law, as opposed to 
constitutional law, were left to fill in the details o f the Fund. These details included 
creation o f the Alaska Permanent Fund Corporation, the rules o f “ inflation-proofing” 
(injecting some Fund earnings into the principal to account fo r inflation), creation o f the 
dividend program, investment policy, and so on. These details were to be created, and to 
be changed as need be, by future generations o f lawmakers.

What the lawmakers o f 1976, in creating the Fund, were trying to avoid was 
“ playing god” . They did not want to try to foretell the future -  to dictate future policy.
As much as possible, commensurate w ith the basic task o f creating the fund, the 
architects o f the Fund did not want to tie the hands o f future generations o f lawmakers.”

On average, SJR 13 would reduce by one third the amount o f Permanent Fund income 
annually available for appropriation by the Alaska Legislature. Currently the Legislature 
appropriates that “ third” as shown in the follow ing appropriation from Chapter 60, SLA 
2001:
“ Sec. 8. A LASKA PERMANENT FUND CORPORATION, (a ) . . .

(b) A fte r money is transferred to the dividend fund under (a) o f this section, the 
amount calculated under AS 37.13.145 to offset the effect o f inflation on the principal o f 
the Alaska permanent fund is appropriated from the earnings reserve account (AS
37.13.145) to the principal o f the Alaska permanent fund.

The 2001 Permanent Fund Corporation Annual Report gives credit to the long running 
success o f this method o f appropriation for inflation proofing. On close inspection, the 
caption for the inflation graphic on page 17 reads, “ Inflation has eroded the purchasing 
pOWer o f $1.00 in 1982 to 48 cents in 2001 . . .—  but inflation-proofing has maintained tho Fund's real 
value” .

Unlike most other state permanent funds, the Alaska Permanent Fund has been inflation 
proofed fo r the past 20 Years. Largely “ under reported” throughout the 26-year history o f 
the Alaska Permanent Fund is the part played by the Alaska Legislature in increasing 
Fund principal. Relegated to the “ Notes to Financial Statements” on page 38 o f the 
Permanent Fund Corporation’ s Annual Report 2001, the principal balance o f the Fund at 
June 30, 2001, was listed by source:

Dedicated State revenues $7,070,741,000
Appropriations from the State 6,885,906,000
Inflation-proofing 6,929,350,000
Settlement earnings 161,582,000
Total Principal $21,047,579,000

The Constitutional provision dedicating 25% o f certain mineral revenues to the 
Permanent Fund produced a $7.1 billion Fund principal as o f June 30, 2001. But, w ith the 
numerous special Legislative appropriations and 12 years o f Legislative appropriations
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fo r inflation proofing, the Legislature has nearly tripled Fund principal over that funded
bv the Constitutional dedication o f revenue.

The Permanent Fund Corporation Board o f Trustees proposal contained in SJR 13 and 
HJR 15 would repeal existing Legislative authority to appropriate Permanent Fund 
income established 25 years ago. W ith the State’ s Constitutional Budget Reserve Fund 
approaching “ empty”  and increased national/state concern w ith internal security matters, 
does this Legislature really want to repeal the existing authority to use aH Permanent 
Fund earnings fo r what ever purpose this, or any future Legislature, determines to be the 
best public use at the time?

I f  the existing flexib ility to appropriate earnings is to be changed, I would suggest that 
discussion and resolution o f the part Permanent Fund earnings/payout are to play in the 
annual State budget should run concurrently w ith deliberation o f the Trustees’ proposed 
amendment to imbed inflation proofing o f the Permanent Fund in the Constitution. I f  the 
2002 Legislative Session is not the time fo r deliberation and r esolution o f the statutory 
use o f aH Permanent Fund earnings/payout, consideration o f the Trustee’s amendment 
should be postponed to a time when aH Permanent Fund earnings/payout can be allocated 
by statute. The existing statutory system o f annual appropriations for, “ the amount 
calculated under AS 37.13.145 to offset the effect o f inflation on the principal o f the 
Alaska permanent fund” has done the job well, and can continue to do so.

Thank you very much fo r providing this opportunity to appear before the Senate State 
Affairs Committee.

Jay Hogan 
PO Box 21073 
Juneau, Alaska 99802
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THE ALASKA PERMANENT FUND -  PERMANENT FOR WHAT PURPOSE?

During the 1976 Legislative Session, four Alaska daily newspapers editorialized on the 
proposed fund, some more than once.

Anchorage Daily News -  Place a check on state spending . . . offer loans to 
businessmen, builders and fishermen .. . “ Most importantly, the permanent fund 
addresses that day when the oil runs out.”

Fairbanks Daily News-M iner -  “What could be more exciting than the prospect o f 
true economic stability fo r Alaska?” . . .  much like a savings account. . .  the interest 
derived would be used to sustain certain state programs that would benefit all Alaskans. . 
fund a viable agricultural industry . . . loans to Alaskans to build their own homes . . .  
boat loans to revitalize a depleted fishing industry . . . and avoid careless state spending.

Southeast Alaska Empire -  “What happens if, when Prudhoe runs dry, there isn’t 
another massive oil strike on state land?” . . . i f  there is no contingency fund, state 
government w ill lead Alaska back to the boom and bust economy we’ve been in since 
1867.

Anchorage Times -  There are reasons aplenty to set aside some oil income rather 
than “ spend them in an orgy o f pork barrel raids on the treasury” . . . “ However, sealing 
up a share o f the revenue in a bank account. . .  has drawbacks” . . . others suggest 
reducing state debt, reducing or eliminating the state income tax, or revenue sharing to 
reduce or eliminate local property taxes.

The Alaska State Chamber o f Commerce prepared the 1976 Official Election Pamphlet 
statement in favor o f the Permanent Fund proposition. It read in part:

“ Just as a wise and prudent family sets aside money in a savings account fo r the 
future, so should Alaska’s state government set aside a rainy day fund to benefit this and 
future generations o f Alaskans.. . .

Today, as the result o f anticipated oil and gas revenues, Alaska stands on the 
brink o f unprecedented prosperity. No one, but no one, argues that these non-renewable 
resources w ill last but fo r a few decades. Similarly, no one should fail to recognize that in 
those years ahead the cost o f state government w ill continue to spiral upwards. Now is 
the time to ask ourselves the question: ‘when the oil and gas is depleted, where w ill the 
funds to feed our giant government come from?’ The answer is: the ‘Permanent Fund’ .”

October 22, 1976, an Anchorage Daily News article summed up diverse opinion:
“ Nobody knows exactly how the fund w ill be used; that decision w ill be made by 

legislative action in the future. Although the fund is protected against certain kinds o f 
usage, its precise organization and management have been left flexible by designers.. . .

There have been many proposals fo r possible fund uses. They range from paying 
direct dividends to Alaskans to using the money to underwrite such vast projects as 
hydroelectric dams. But, whatever use it is put to, the permanent fund money would have 
to be a money-maker. Politicians could spend the interest, but never the principle.”

Two days later, in a lengthy article the Anchorage Times detailed diversity:
“ Those promoting the permanent fund, including Gov. Jay Hammond, see it as a 

way o f providing development capital to diversify the state’ s economy, strengthen



renewable resources -  such as fisheries, timber and tourism -  and make possible large 
projects such as dams, which couldn’t otherwise be financed.

They also view it as a savings account, to keep some o f the state’s income from 
oil and gas out o f the general fund so it can’t be spent. They point to the $900 million the 
state received from the 1969 Prudhoe Bay lease sale, which now is nearly all spent.

Others see the fund as a source o f loans fo r community development, such as 
home mortgages, small business loans; fo r power development, ports, utilities, roads, or 
health, education or social needs, such as day care centers.

Malone [Rep. Hugh Malone, D-Kenai] said the fund could go fo r all three o f 
those uses. The legislature would decide what per cent o f the fund would go to each use..

Other options include reinvesting the earnings in the permanent fund, pledging the 
earnings as security fo r state and local bonds, additional revenue sharing, letting earnings 
flow into the general fund, lower state income taxes, or return dividends as tax credits.”

Thus informed, Alaskans went to the polls and voted almost 2 to 1 fo r the constitutional 
amendment establishing the Alaska Permanent Fund.
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L E G A L  S E R V I C E S

(907 ) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St., Rm. 329

M E M O R A N D U M February 12, 2001

SUBJECT: Alaska Permanent Fund (W ork Order No. 22-LS0534\C)

TO : Senator Gene Therriault, Chair 
Legislative Budget and Aud it Committee 
Attn: Heather Brakes

FROM : Tamara Brandt Cook 
Director /w

You ask for my observations on this draft resolution proposing an amendment to the state 
constitution dealing w ith the permanent fund. The title does not reflect the contents o f 
the resolution and, because a jo in t resolution is supposed to be treated like a b ill under the 
Uniform Rules, normally the title is drafted to reflect the contents. However, because 
Art. II, sec. 13 only applies to bills, the title defect in this situation is only a procedural 
and not a constitutional problem. Likewise, a new subsection is normally added as a new 
b ill section and the material is not underlined. The way subsection (b) has been added 
does not conform to the Legislative Drafting Manual, but w ill not be fatal to the valid ity 
o f the resolution i f  it is adopted by the legislature and approved by the voters.

Substantively, I observe that it makes little sense to retain the distinction between 
principal and income in subsection (a), since appropriations allowed under subsection (b) 
are based on averaged market value o f the fund and no longer on income generated by the 
fund. Furthermore, by retaining the distinction between principal and interest, the 
provision that addresses permanent fund investments applies only to investments o f 
principal. There is no constitutional requirement that interest retained in the fund also 
"be used only for those income-producing investments specifically designated by law as 
eligible for permanent fund investments." This seems a bit puzzling, but the legislature 
can address the investment o f interest by law, so the approach probably does not create 
any great problem.

Subsection (b) is not as clear as might be desirable, but I think it can be applied. 
However, from my conversation w ith Mr. Jim Ke lly , I gather that it is expected that only 
income o f the fund w ill be available for appropriation. I f this is the intended result, it has 
not been achieved. That is to say, i f  fund income is low for a period o f years, it w ill be 
mathematically possible for an appropriation to be made based on the average o f the 
market values formula that includes some fund principal. Perhaps, this possibility is so 
remote as not to be a serious problem.



I th ink it w ill be awkward for the constitutional amendment to spring into effect in the 
middle o f a fiscal year and suggest that a July 1, 2003 effective date be added. 
Otherwise, for part o f the year the legislature w il l be able to appropriate fund income, 
while at the end o f the same year it w ill have access to an amount based on maiket value 
o f the fund. Also, I am hot sure about the status o f the balance in the earnings reserve 
account on the day the amendment takes effect. I assume the entire balance on that day is 
available for appropriation under the constitutional language as it read prior to the 
amendment.

* *  S e n a t o r  G e n e  T h e r r i a u l t ,  C h a i r

F e b r u a r y  1 2 ,  2 0 0 1

P a g e  2

TBC:lmb
01-044.1mb



Wyoming has just begun to inflation p roo f State Permanent Funds. During the 2000 
legislative session, the Wyoming State Treasurer, “  was instrumental in getting legislative 
changes passed that authorized ‘ returning’ a portion o f income to the corpus o f the 
permanent land funds to compensate fo r inflation. The amount to be returned is based on 
the beginning balance o f each permanent land fund account multiplied by a portion o f 
that year’ s inflation rate (this year that portion was 5 percent o f the inflation rate). The 
first such transfer was made at the end o f FY00 and totaled $1,390,322.”  By statute, the 
inflation rate “ multiplier” is increased 5% per year to reach “ 100% o f the inflation rate” 
over a 20-year period. [Wyoming State Government Annual Report 2000, page 3.20]

Phone conversations w ith Treasurer’s Office sta ff indicate that the recently enacted 
inflation protection statute is currently under review and that a new spending policy 
proposal w ill be placed before the Legislature during the 2002 session. The new plan 
would replace incremental increases in inflation proofing w ith the adoption o f an “ annual 
spending policy”  authorizing “ an amount equal to eight percent (8%) o f the previous five 
(5) year average market value o f the trust fUnd, [the permanent Wyoming mineral trust 
fund and the common school account w ith in the permanent land fund] calculated from 
the first day o f the fiscal year” . The 8% o f fund value payout would be decreased by 
.375% per year until fiscal year 2010 when it would reach and remain at “ 5% percent o f 
the previous five (5) year average market value o f [the trust fund or the school account]” .

W ith either system, Wyoming w ill use a multi-year transition to reach the goal o f full 
inflation proofing. The transition w ill give the State time to phase inflation proofing into 
the budget and time to hopefully increase the annual income from the mineral trust fund 
and the common school account. Stable annual income from both funds is necei sary to 
maintain the current level o f annual operating and capital programs.



Keeping P a c e  With inflation
T he State of Wyoming is considering changes to the 

investment programs implemented for the 
Permanent Funds that should enhance the spending and 
stability of spending made available from the funds and 
allow the Fund's assets to keep better pace with Infla­
tion.
The State Loan and Investment Beard oversees the 
investment of the Permanent Funds. They follow an 
Investment Policy to guide the selection of managers and 
use o f other service providers, set and monitor Invest­
ment performance expectations, and to set asset mix 
policies. Every quarter the Board receives an Investment 
Performance Report from the State's Investment 
Consultant (RVK) to ensure the State’s Investments are 
structured and performing per the requirements of the 
investment Policy. A Select Committee on Capital and 
Investments regularly meets to become familiar with the 
State's Investments to review and consider any neces­
sary legislation.
In past years, spending generated by investment earn- 
,ngs (income) on the Permanent Funds varied year to 
year directly with investment income. In addition, the 
State's Permanent Fund Investments were comprised 
primarily of bonds and cash investments which generally 
do not produce enough return In excess of spending to 
grow the assets to keep up with inflation.
The following exhibit Illustrates the volatility In spending. 

Historical Spending

HlrtoridJ Spndfni

By constitutional definition funds available for spending 
consist of interest, income, dividend income and realized 
capital gains. Funds available for spending In the past 
have varied quite dramatically over time and have been 
expended instead o f being used to help protect the 
Permanent Funds from the ravages of inflation.
In 1996 the State Land and Investment Board approved 
participation in stock investments for the Permanent 
Funds for purposes of enhancing return. The basis for 
doing so was grounded in the fundamental belief that 
stocks would outperform bonds over a long period o f time. 
R.V. Kuhns & Associates completed an analysis for the 
State's Loan and Investment Board that illustrated the 
impact o f adding slocks to the then current fixed Income 
investments. It was assumed that stocks would offer a 9- 
10% return while bonds would only offer 6-6.50%. It was 
decided that up to 25% of the portfolio would be placed in 
stocks and because o f the stock market's volatility, the 
25% position would be achieved gradually over approxi­
mately a two-year period.
Even with up to 25% of the assets invested in equities, 
RVK advised that the real value of assets would never 
increase with the current spending policy. The next graph 
illustrates the expected growth in the Permanent Fund 
assets after accounting for inflation. The exhibit shows 
changes ;,i assets given the current equity maximums of 
25% and 50% equity. All of the scenarios assume main­
taining spending at current levels plus an additional $20 
million. The graph demonstrates that if the projected 
spending is maintained, the value of the assets will fall in 
real terms except If approximately 50% of the assets are 
placed in equities. For simplicity, the Permanent Mineral 
Trust Fund is represented. Similar results can also be 
found for the Common School Fund.

pwrr Tctil Pea I AfMtl

If the State had implemented these changes 5 years 
ago, Permanent Fund Assets would currently be much 
larger.

rVMTr Total Yaar End Aoe.to 
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The current Investment environment has produced chal­
lenges in supporting spending at current levels due to 
the general decrease in interest rates that has occurred 
in the last decade. In addition, dividend income has 
decreased for the average stock levels of 1.0% and
1.5%.
Facing the challenges of maintaining/increasing spend­
ing and the desire to Inflation proof the Permanent Fund 
assets; the State is considering making a change to 
increase the 25% equity to approximately 50%. Because 
the stock market has been historically volatile, R.V. 
Kuhns and Associates pointed out that in some years it 
may be possible that the amount planned for spending 
may not be earned by the portfolio.
In light of tnis and the Constitutional requirement to dis­
allow invasion o f the corpus or spend unrealized losses, 
a reserve account will be established for each 
Permanent Fund. These reserve accounts will be used to 
"bank" actual returns in excess of spending policy for 
purposes of supplementing more lean years when 
investment income is*,insufficient to meet spending tar­
gets.
If the reserve accounts reach a size nearing a large pro­
portion o f a year's spending target, any excess above 
that level will revert to the principal base.



The proposed new equity level o f 50%  for the Permanent 
Funds closely resemble the mix of Investments o f other 
long-term oriented portfolios. An example within the state 
is the Wyoming Slate Retirement Fund, which has a cur­
rent stock exposure of approximately 57%. In the follow­
ing exhibit the State’s current investment program is list­
ed as one o f the equity markets of a universe o f large 
public funds. The State's equity allocation is represented 
in yellow (highlighted in blue).

0533 Dom estic Equity AllocationAlUcillan by Fund

The next exhibit demonstrates that having a greater equi­
ty exposure benefited the universe funds' investment 
returns last year. The State's annual return is represent­
ed in yellow, 2nd bar from the right Indicated by ihe blue 
arrow.

01033 Annual Total Fund R alum i

In another universe comparison, the Permanent Funds 
current equity participation is also very small compared to 
a national collection of endowments and foundations. As 
of June 30, 1999, the average fund had an equity alloca­
tion of 63%  compared to less than 10% for the State.
House 3ill 21 has been drafted to allow Permanent Fund 
assets to grow. It is expected that the change in the invest­
ment program will enable the goals o f increased spending 
to help address the projected shortfall In the next bienni­
um.
With these goals in mind, it is highly recommended that 
the spending policy House Bill 21 be passed to assist The 
State of Wyoming meet its current and future fiscal needs. THE STATE OF WYOMING

P e r m a n e n t  F u n d  

S p e n d i n g  P o l i c y



ANNUAL R EPOR T  
of the Treasurer

o f  the 
State o f  W y o m in g

For the Period 
July 1, 2000 through June 30, 2001

C y n t h ia  M . L u r n m is , S t a t e  T r e a s u r e r

Sharon Garland, Deputy State Treasurer 
Glenn Shaffer, Chief Investment Officer



INCOME EARNINGS RECOGNIZED ON INVESTMENTS 
During Fiscal Year 2001

Water Development 
Worker's Compensation 
Tobacco Settlement Trust Fund

Miners' Hospital Permanent Land Fund
Public Buildings @  Cap Permanent Land Fund
Fish Hatchery Permanent Land Fund
Common School Permanent Land Fund
Common School 11
D .D . & B. Permanent Land Fund
Carey Act Permanent Land Fund
Omnibus Permanent Land Fund
State Hospital Permanent Land Fund
State Training School Permanent Land Fund
Penitentiary Permanent Land Fund
Agriculture College Permanent Land Fund
University Permanent Land Fund

Permanent Mineral Trust Fund

Other Funds

REG U LA R
INVESTM ENT

INCOM E

CASH PO O L 
IN TEREST  
07/01 - 06/30

TO TA L
INVESTM ENT

IN COM E
R EC E IV E D

S6,954,082.27 5325,460.14 57,279,542.41
17,099,416.66 5,006,026.68 522 ,105,443.34
1,606,993.77 160,751.51 51,767,745.28

0.00 1,313,113.78 51,313,113.78
0 .00 31,399.23 531,399.23
0 .00 12,144.00 512,144.00

53,661,578.00 5,906,992.19 $59,568,570.19
0.00 289,101.40 $289,101.40
0 .00 38,409.01 538,409.01
0 .00 13,621.29 513,621.29
0.00 222,099.17 5222,099.17
0.00 61,201.60 $61,201.60
0.00 14,111.42 $14,111.42
0.00 76 ,156.96 586,156.96
0.00 312,604.29 5312,604.29
0.00 785,987.70 S785,987.70

91,480,232.74 9,965,840.49 5101,446,073.23

0.00 71,212,415.65 571,212,415.65
5170,802,303.44 595,757,436.51 S266,559,739.95

Total Income - Treasurer's Investments ^ 66 ,559 ,739 .95

Note: Realized yield for all state investments is 6.20% for FY01. This is an approximation based on income recognized
versus end-of-month investments at current amortized cost, and includes investment managers but excludes WYO-STAR.

* All or a portion of the investment income from these funds ultimately goes to the General Fund and is included in the 
830,046,858.48 General Fund Income.
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INVESTMENT ACCOUNT BALANCES 
As O f June 30,2001

FUND/ACCOUNT NAME
CASH & 

RECE IVABLES INVESTMENTS
NET D ISC /PERM  

PURCHASED
ACCOUNT BALANCE 

(Corpus)

Miner’s Hospital
Public Buildings At Capitol
Fish Hatchery
Common School
Common School II
D.D. & B. Asylum
Carey Act
Omnibus
State Hospital
State Training School
Penitentiary
Agricultural College
University

522,991,625.14 
75,405.45 

218,235.96 
165,166,812.69 * 

5,000,000.00 
671,097.20 
335,130.33 

1,506,753.39 
986,726.80 
301,044.60 
658,754.46 

5,489,106.54 
13,671,032.56

5760,379,527.04 *•*

S22,991,625.14
75,405.45

218,235.96
925,546,339.73

5,000,000.00
671,097.20
335,130.33

1,506,753.39
986,726.80
301,044.60
658,754.46

5,489,106.54
13,671,032.56

Subtotal-Permanent Land Fund 217,071,725.12 760,379,527.04 977,451,252.16

Mineral Trust Fund 
Tobacco Settlement Fund

282,423,892.59
973,071.85

1,557,268,027.92 *** 
33,995,548.79

(526,195.73) 1,839,665,724.78
34,968,620.64

Subtotal-A ll Permanent Funds 500,468,689.56 2,351,643,103.75 (26,195.73) 2,852,085,597.58

Worker's Compensation 
Water Development

71,107,981.29 
90,599,797.02 ♦*

284,262,140.15 *** 
65,587,938.54 ***

355,370,121.44
156,187,735.56

T O T A L 5662,176,467.87 52,701,493,182.44 (526,195.73) $3,363,643,454.58

* Docs not include debt service deposit ($57,984,859.00).
** Includes loans receivable.
*** All or a portion of these funds arc now invested by Investment Managers, rather than directly invested by the State Treasurer.

“Cash and Receivables” is actually included with, and part of, the State Agency Pool investments. This investment Pool represents the cash balance of 
all funds and accounts for which specific investments have not been made. The State Agency Pool investments arc not summarized in this report.
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PERMANENT WYOMING MINERAL TRUST FUND: CORPUS

JUNE 30,2000 JUNE 30,2001
CORPUS BALANCE REVENUE CORPUS BALANCE

Beginning Balance $1,629,332,131.71

Severance Tax
Coal $16,499,375.51
Stripper Oil 2,995,108.83
Oil 16,833,866.22
Gas 71,344,950.01
Condensate-Gas 1,485,710.03
Tertiary-Oil 1,173,694.43
Wildcat-Oil 888.04

From General Fund per 2001 Ch 139 Sec300(h) 100,000,000.00

TOTAL REVENUE ADDED TO CORPUS $210,333,593.07

SI.839.665.724.78
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T H E  U N IV E R S IT Y  OF T EX A S  SYSTEM

AVAILABLE UNIVERSITY FUND

Report to the Legislature and Governor 
Pursuant to Rider No. 4 to Available University Fund

Appropriations 
S. B. 1, 77th Legislature, Regular Session, Page 111-71

December 2001
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B. AVAILABLE U N IV ERSITY  FU N D

1. R A T IO N A LE FOR 
D IS T R IB U T IO N  FROM 

PERM ANEN T U N IV E R S IT Y  FUND

The Texas Constitution, as amended 
in November 1999 by adoption of 
Proposition 17, defines the Available 
Univers ity Fund (AUF) as consisting of 
distributions f.om the total return on all 
investment asseLS of the Permanent 
University Fund (PUF). The U. T. System 
Board of Regents adopted a policy at its 
November 11,1999, meeting designed to 
provide the AUF w ith a stable and 
predictable stream of distributions over 
time, as well as to mainta in the purchasing 
power of both the PUF assets and AUF 
distributions.

The amendment contained in 
Proposition 17 lim its the discretion of the 
U. T. System Board of Regents to 
determine the amount of PUF distributions 
in any given year by stipu la ting that 
annual d istributions cannot exceed 7% of 
the average market value of PUF 
investments. Also, d istributions cannot 
increase year to year i f the purchasing 
power of PUF investments has not been 
preserved over ro lling 10-year periods.

The only exception would be to pay annual 
debt service on PUF bonds.

The Board of Directors of the 
University of Texas Investment 
Management Company (UTIMCO) 
recommended, and the U. T. System Board 
of Regents approved, total distributions of 
$338,433,636 and $317,081,112 from the 
PUF to the AUF for the fiscal years ending 
August 31. 2002 and 2001, respectively.
The fiscal year 2002 distribution is equal to 
4.5% of the average market value of PUF 
assets for the tra iling 12 fiscal quarters 
ended February 28, 2001, as illustrated in 
Appendix A. The distribution rate of 4.5% 
satisfies the lim itations in the Constitution. 
On August 9, 2001, the U. T. System Board 
of Regents set the distribution rate for 
fiscal year 2003 and beyond at 4.75%.

The PUF distribution for fiscal year 
2002 represents a 6.7% increase over the 
distribution for the fiscal year 2001. Money 
credited to the AUF is administered by the 
State Comptroller and, along w ith other 
funds of the State, is invested in accordance 
w ith State law.
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Table 1

THE UN IVERS ITY OF TEXAS SYSTEM 
AVA ILAB LE UN IVERS ITY FUND 

FY 2000- F Y  2004

Incom e and PUF D is tr ib u tio n s
Divisible w ith Texas A&M University 
Investment Income and Distributions 
Surface & Other Income 
Expenses of Revenue Bearing Properties

N e t D iv is ib le  Income and D is tr ib u tio n s
Less: A&M Share (1/3)

U. T. Share (2/3)
AUF Interest Income
Incom e and D is tr ib u tio n s A va ila b le to U. T.

T rans fe rs /E xpend itu res
Debt Service on PUF Bonds 
J. T. System Administration:
Adm in istration
Information Technology & Distance Education 
J. 7. Austin:
Excellence
Systt m-Wide Technology & Telecommunications 
Build ng Revenue Bond Reimbursement 
National Center for Educational Accountability 
Sandia National Laboratories Project

T o ta l T rans fe rs

Vet Su rp Ius /(D e fic it)

A c tu a l 
FY 2000

$ 297,562.712 
6,173.996 
(2.719.540)

301,017.168
(100.339.056)

200,678,112
10.034.605
210.712.717

(132.470,830)

(19,759,754)
(2.742,142)

(88,727,618)
(1,060,000)
(3,385,007)

(248.145.351) 

$. 137.432.634)

A c tua l 
FY 2001

$ 317,081,112 
9,265,625

326.346,737
(108.782.245

217,564,492
12.381.690

229.946.182

(60,743,924;

(24,841,384
(4,348,003;

(102,500,000)
(1,060,000)
(3,391,581)

(196.884.892)

Note: FY 2002 Budget and FY 2003-4 Projections are subject to change due to market 
conditions and unforeseen emergencies or opportunities.

Source: U. T. System Adm inistration Financial Statements, Annual Operating Budget, and 
jrojections from the U. T. System Office of Finance._____________________________________
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PERM A N EN T  U N IV ER S ITY  FUND

The Permanent University Fund (PUF) is a public endowment contributing to the support o f institutions of The 
University o f Texas System (UT System) and the Texas A&M University System (A&M System). The 
Constitution o f 1876 established the PUF through the appropriation o f land grants previously given to The 
University o f Texas plus one million acres. Additional land grants to the PUF were completed in 1883 with the 
contribution o f another one million acres. Today the PUF contains 2.1 million acres located in 24 counties 
primarily in West Texas.

Responsib ility and Management o f the Fund

The State Constitution vests fiduciary responsibility for the PUF with the Board o f Regents o f The University of 
Texas System. The Board has entered into a contract with a nonprofit corporation, The University o f Texas 
Investment Management Company (UTIMCO), for UTIMCO to invest funds under the control and 
management o f the Board. UTIMCO may not engage in any business other than investing riinds designated by 
the Board under the contract. Specific investment decisions are handled by the investment staff as well as 
unaffiliated investment managers who are employed from time to time.

Investm ent O bjectives

The primary investment objective shall be to preserve the purchasing power o f PUF assets and annual 
distributions by earning an average annual total return after inflation o f 5.5% over rolling ten-year periods o f 
longer. The PUF’s success in meeting its objectives depends upon its ability to generate high returns in periods 
o f low inflation that will offset lower returns generated in years when the capital markets undcrperform the rate 
o f inflation.

The secondary fund objective is to generate a fund return in excess o f the Policy Portfolio benchmark over 
rolling five-year periods or longer. The Policy Portfolio benchmark w ill be established by UTIMCO and will be 
comprised o f a blend o f asset class indices weighted to reflect Fund asset allocation policy targets.

M arke t Va lue and Book V a lue o f the PUF

On December 31, 2001, the market value and book value o f the PUF was S7.2 billion and S7.4 billion, 
respectively, exclusive o f land acreage.

B e n e f i c i a r i e s  o f  t h e  F u n d

K:\Fites\Reports\Sem iAnnual\PUF\PUFSemiAnnual200112.doc 1



P E R M A N E N T  U N IV E R S IT ,  JrCJND

Comparison Summary of Investment in Securities, at Value
A tig ts t 31 ,2001  and 2000  
(in thousands)

2001 2000
Equity Securities

Domestic Common Stock S 1,516,996 S 1,639,643
Index Funds 1,380,116 1,802,004
Commingled Investments 1,169,366 1,164,205
Limited Partnerships 1,020,811 1,123,614
Foreign Common Stock 227,378 316,210
Odier 4,373 10,993

Total Equity Securities 5.319.040 6.056.669
Debt Securities

U.S. Government Obligations (Direct and Guaranteed) 390,017 529,467
U.S. Government Agencies (Non-Guaranteed) 529,902 326,067
Foreign Government and Provincial Obligations

(U.S. Dollar Denominated) 5,397 6,709
Foreign Government and Provincial obligations

(Non-U.S. Dollar Denominated) 109,296 67,141
Municipal and Count)' Bonds 27,844 26,376
Corporate Bonds 504,326 529,309
Foreign Corporate Bonds 20,248 23,202
Commingled Investment 23,281 -
Commercial Paper 5,000 2,601
Other 7,771 7,771

Total Debt Securities 1.623.082 . .  1.518.643
Preferred Stock

Domestic Preferred Stock 13,120 12,325
Foreign Preferred Stock 1.305 4.060

Total Preferred Stock 14.425 16.385
Convertible Securities 3.709 -
Cash and Cash Equivalents

Money Markets and Cash Held at Staî  Treasury RR7.575 1.039.885
Total Investment in Securities S 7.847.831 S_____8.631583

The accompanying notes aiv an Integral 
pari of these financial statements.
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P e r m a n e n t  U n i v e r s i t y  F u n d
N o r n  t o  F i a n a d t l S i t t c m c a n ___________________

N o te  1 O rg a n iz a tio n

(A ) The Permanent University Fund (PUF) is a state endowment contributing to the support o f  
eligible institutions o f  The University o f  Texas System (U .T . System) and the Texas A&M University 
System frA M U  System). The PU F  was established in the Texas Constitution o f  1876 through the 
appropriation o f  land grants previously given to the University o f  Texas plus one million acres. 
Additional land grants to the PUF were completed in 1883 with the contribution o f  another one million 
acres. Today, the PU F  contains over 2.1 million acres o f  land located in 24 counties primarily in West 
Texas (PU F  Lands).

PU F  Lands produce two streams o f  income: mineral and surface. Mineral income is contributed to the 
PU F  and surface income is distributed to the Available University Fund (AUF). The investments o f  the 
PU F  are managed by The University o f  Texas Investment Management Company (UT IM CO ). The PU F  
Lands are managed by U .T . System administration.

(B ) Amendments to the Texas Constitution were approved by voters in a statewide election held on 
November 2, 1999. The amendments were effective November 29, 1999, and allow fo r a) distributions 
to the Available University Fund (AUF) from  the “ total return”  on PU F  investments, including income 
return as well as capital gains (realized and unrealized) and (b) the payment o f  PU F  expenses from  PU F  
assets. Before the effective date o f  the amendments, the constitutional provisions governing the PU F  
prohibited the expenditure o f  corpus, and consequently, gains and losses on sales o f  securities remained 
in the PUF. Conversely, the Texas Constitution mandated that all dividend and interest income be 
distributed to the A U F  on an accrual basis. The amendments directed the Board o f  Regents o f  U .T . 
System to establish a distribution polity' that provides stable, inflation adjusted annual distributions to the 
A U F  and preserves the real value o f  the PU F investments over the long term. Accordingly, distributions 
to the A UF in any given fiscal year are now subject to the following: (1) A minimum amount equal to the 
amount needed to pay debt service on PUF  bonds; (2) N o  increase from  the preceding year (except as 
necessary to pay debt service on PU F  bonds) unless the purchasing power o f  PU F  investments fo r any 
rolling 10-year period has been preserved; (3) A maximum amount equal to seven percent o f  the average 
net fair market value o f  PU F  assets in any fiscal year, except as necessary to pay debt sendee on PU F  
bonds. The PUF distribution to the A UF fo r the year ending August 31, 2002, in the amount o f  
§338,433,636 was paid September 4, 2001.

(C) The accompanying financial statements report the investment in securities o f  the PUF, including 
the assets, liabilities and investment income. Beginning November 29, 1999, expenses related to the 
PU F ’s invcsnncnts and PU F  Lands are also included in accordance with the constitutional amendments. 
The PUF Lands are not included in this report.

These financial statements fo llow  the form and content o f  investment company financial statements and 
related disclosures in accordance with accounting principles generally accepted in the United States o f  
America. The principles followed will d iffer from the principles applied in governmental and fund 
accounting. The Schedule o f  Changes in Cost o f  Investments and Investment Income h is been prepared 
fo r the purpose o f  complying with the reporting requirement o f  Section 66.05 o f  the Texas F.ducation
Cod?.

The annual combined financial statements o f  U .T. System arc prepared in accordance with Texas 
Comptroller o f  Public Accounts’ Annual Financial Reporting Requirements and include information 
related to the PUF. The accompanying financial statements may d iffe r in presentation from
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REAL PER CAPITA APPROPRIATIONS, FISCAL 1979-2000

G e n e r a l Fund  G e n e r a l Fund  P e rm a n e n t Fund  P ro g ra n
O p e r a t in g  A p p r o p r i a t i o n s   T o t a l  A p p r o p r i a t i o n s _______________  A p p r o p r i a t i o n s

J u l y  1 
A la s k a

J u n e
A n c h o r ­ P e r R e a l P e r P e r R e a l P e r PFD

R e a l  P e r  
C a p i t a

F i s c a l
Y e a r

P o p u la ­
t i o n

ag e
C P I -U O p e r a t in g

(millions)

C a p i t a
O p e r a t in g

C a p i t a  
O p e r a t in g  
(FY 1999 $)

T o t a l  
(millions)

C a p i t a
T o t a l

C a p i t a  
T o t a l  

(FY 1999 $)

P ro g ram
C o s t

(millions)

T o t a l  
P lu s  PFD 
(FY 1999 $)

1 9 7 9 4 1 3 , 7 0 0 7 3 . 9 8 0 3 1 , 9 42 3 ,8 4 4 1 , 0 8 3 2 ,  617 5 , 1 7 9 5 , 1 7 9
1 9 8 0 4 1 9 , 8 0 0 8 1 . 7 924 2 , 2 0 0 3 , 9 3 9 1 ,1 6 0 2 , 7 6 4 4 , 9 48 4 , 9 4 8
1 9 8 1 4 3 4 , 3 0 0 8 9 . 0 1 ,3 1 4 3 ,  0 24 4 , 9 70 2 ,5 8 7 5 ,  9 57 9 , 7 8 9 9 , 7 8 9
1 9 8 2 4 6 4 , 3 0 0 9 5 . 6 1 , 6 6 1 3 , 5 7 6 5 , 4 7 2 3 , 4 4 5 7 , 4 2 0 1 1 , 3 5 3 1 1 , 3 5 3
1 9 8 3 4 9 9 , 1 0 0 3 7 . 8 1 , 8 2 9 3 ,  664 5 , 4 7 9 2 ,8 4 8 5 , 7 0 6 8 , 5 3 3 2 1 9 9 , 1 8 9
1 9 8 ') 5 2 4 , 0 0 0 1 0 2 . 7 1 , 8 6 8 3 ,  5 6 5 5 , 0 7 6 3 ,0 8 7 5 , 8 9 1 8 , 3 9 0 1 7 5 8 , 8 6 5
1 9 8 5 5 4 3 , 9 0 0 1 0 4  .7 2 , 0 0 5 3 , 6 86 5 , 1 4 9 3 ,6 6 2 6 , 7 3 3 9 , 4 0 5 2 1 7 9 ,9 6 3
1 9 8 6 5 5 0 , 7 0 0 1 0 8 . 3 1 , 9 9 8 3 , 628 4 , 9 0 0 2 , 8 3 2 5 , 1 4 2 6 , 9 44 3 0 3 7 ,6 8 7
1 9 8 7 5 4 1 , 3 0 0 1 0 8 . 3 1 , 7 1 5 3 , 1 6 9 4 , 2 8 0 2 ,3 9 8 4 ,  4 3 0 5 ,  9 82 3 9 1 6 , 9 58
1 9 8 8 5 3 5 , 0 0 0 1 0 8 .4 1 , 7 8 9 3 ,3 4 4 4 , 5 1 2 2 ,  2 5 5 4 , 2 1 6 5 ,  6 88 424 6 ,7 5 7
1 9 8 9 5 3 8 , 9 0 0 1 1 0 . 9 1 , 9 7 5 3 , 664 4 , 8 3 2 2 , 3 7 9 4 ,  414 5 , 8 2 1 4 6 0 6 ,9 4 7
1 9 9 0 5 5 3 , 1 7 1 1 1 6 . 9 2 , 0 0 9 3 , 632 4 , 544 2 , 4 4 1 4 ,  4 1 3 5 , 5 2 2 4 82 6 ,6 1 2
1 9 9 1 5 6 9 , 0 6 3 1 2 3 . 3 2 , 1 6 7 3 , 8 0 9 4 , 5 1 8 2 , 5 5 5 4 ,  4 9 0 5 , 3 2 6 4 91 6 , 3 4 9
1 9 9 2 5 8 6 , 6 8 4 1 2 7 . 3 2 , 1 9 5 3 , 7 42 4 , 2 9 9 2 , 7 7 2 4 ,7 2 4 5 ,  4 2 8 4 8 8 6 , 3 8 3
1 9 9 3 5 9 6 , 8 0 8 1 3 1 . 5 2 , 1 9 7 3 , 6 82 4 , 0 9 5 2 , 7 0 5 4 , 5 3 2 5 , 0 4 1 5 2 5 6 , 0 1 9
1 9 9 4 6 0 0 , 7 6 5 1 3 4 . 3 2 , 2 4 8 3 , 7 4 2 4 , 0 7 5 3 ,2 0 1 5 , 3 2 8 5 ,  8 0 3 5 5 8 6 ,8 1 4
1 9 9 5 6 0 1 , 6 4 6 1 3 8 . 2 2 , 2 4 2 3 , 7 2 6 3 , 9 4 3 2 , 4 7 0 4 , 1 0 6 4 ,  3 4 5 5 6 5 5 , 3 3 9
1 9 9 6 6 0 4 , 9 6 6 1 4 1 . 8 2 , 1 9 2 3 , 6 23 3 , 7 3 7 2 , 4 1 9 3 ,  9 9 9 4 , 1 2 5 6 43 5 ,2 2 1
1 9 9 7 6 0 9 , 3 1 1 1 4 4 . 1 2 , 2 0 6 3 , 621 3 , 6 7 5 2 , 4 3 2 3 ,9 9 1 4 , 0 5 1 7 4 9 5 , 2 9 9
1 9 9 8 6 2 1 , 4 0 0 1 4 6 . 3 2 , 1 6 9 3 , 4 91 3 , 4 91 2 , 3 5 5 3 , 7 9 0 3 , 7 9 0 8 9 3 5 ,2 2 7
1 9 9 9 6 3 3 , 7 2 9 1 4 8 . 9 2 , 1 7 2 3 , 4 27 3 , 3 6 7 2 ,3 2 4 3 , 667 3 ,  6 02 9 9 9 5 ,1 5 1
2 0 0 0 6 4 6 , 3 0 2 1 5 1 . 6 2 , 2 0 0 3 , 404 ' , 2 8 5 2 ,3 0 4 3 , 5 6 5 3 ,  4 4 0 1 ,0 7 8 5 , 0 4 9

P o p u la t i o n  e s t im a t e s  f r o m  D e p a r tm e n t  o f  L a b o r  a s  o f  J u l y  1 (b e g in n in g  o f  e a c h  f i s c a l  y e a r ) . 
P o p u la t i o n  f o r  FY 99  an d  FY 2 0 0 0  e s t im n a t e d  b y  0MB.
I n f l a t i o n  a s s u m p t io n s  f o r  FY 99  and  FY 2 0 0 0  t a k e n - f r o m  DOR R e v en u e  S o u rc e s  b o o k  ( r e f e r e n c e  c a s e ) .  
FY 2 0 0 0  s p e n d in g  b a s e d  on  G o v e r n o r ' s  p r o p o s e d  b u d g e t  an d  M arch  P e rm a n e n t Fund p r o j e c t i o n s .

O M B / B P  T o t a l  A p p r o p r i a t i o n s  d o  n o t  i n c lu d e  s p e c i a l  PF a p p r o p r i a t i o n s .
S a - / 0 1- 1 6 :0 7
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1980

L A W S  O F  A L A S K A

Source Chapter No.
SCS CSHB 509(Rules)  35

AN ACT
Making a s p e c i a l  a p p r o p r i a t i o n  to  th e  Alaska permanent fund; 
and p ro v id in g  f o r  an e f f e c t i v e  d a te .

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA;

THE ACT FOLLOWS ON PAGE 1, LINE 9

Approved by th e  Governor: May 21, 1980
Actual E f f e c t i v e  Date: J u ly  1, 1980

Chapter 35

AN ACT
Making a spec ia l appropria tion  to  the Alaska permanent 
fundi and providing for an e ffe c t iv e  da te .

18

19

20 
21 
22
23

24

25

26

27

28 

22.

* Section 1. The sum of $900,000,000 i s  appropriated from the general
fund to the Alaska permanent fund ( a r t .  IX, sec. 15, C onsti tu tion  of the
State of Alaska).

* Sec. 2. Beginning Ju ly  1, 1980, the commissioner of revenue sh a l l  make 
monthly deposits  to the Alaska permanent fund of the appropria t ion  made by 
th is  Act. A monthly deposit to the Alaska permanent fund sh a l l  be in an 
amount determined by the commissioner of revenue to  be in  excess of the 
general fund revenues necessary to finance s t a te  government operation for the

>7 [imonth in which the deposit i s  made,
* Sec, 3. This Act takes e f fe c t  Ju ly  1, 1980.

-1 -  SCS CSHB 509(Rules)



L A W S  O F  A L A S K A

1981

Chapter No.
61

AN ACT
Making a s p e c i a l  a p p r o p r i a t i o n  to  t h e  A laska  permanent fund, 
and making a p p r o p r ia t io n s  to  th e  Department o f  A d m in is t r a t io n  
and th e  Department o f  Community and R egional A f f a i r s  f o r  a id  
to  m u n i c i p a l i t i e s  and u n in c o rp o ra te d  communities; and p ro v id in g  
f o r  an e f f e c t i v e  d a te .

* Section 1. The sum of $1,800,000,000 i s  appropria ted from the general 
fund to the Alaska permanent fund ( a r t .  IX, sec .  15, C onsti tu tion  of the 
State of Alaska, AS 37.13.010).

* Sec. 2. Beginning July  1, 1981, the commissioner of revenue sh a l l  make 
monthly deposits  to the Alaska permanent fund of Che appropria tion  made by 
uec. 1 of th is  Act. A monthly deposit to the Alaska permanent fund sh a l l  be 
In an amount determined by the commissioner of  revenue to be in excess of 
the general fund revenues necessary to  finance s t a t e  government operation 
for the month in  which the deposi t  i s  made.

* Sec. 3. The sum of $380,000,000 i s  appropria ted from the general fund 
to the Department of Administration fo r  payment of  en t i t lem ents  to q u a l i f ied  
municipalit ies for  the f i s c a l  year ending June 30, 1982, in  accordance with 
leg is la t ion  au thoriz ing  the payments.

* Sec. A. The sum of $24,987,000 i s  appropria ted from the general fund 
to the Department of Community and Regional A ffa irs  for payment of  e n t i t l e ­
ments to  unincorporated communities in  the unorganized borough for the 
fiscal year ending June 30, 1982, in  accordance with l e g i s l a t io n  au thoriz ing

-1- FCCSHB 1

Chapter 61 
the payments.

* Sec. 5. The sum of $73,800 i s  appropriated from the general fund to 
the Department of Administration for costs of administering the entitlements 
fo r  which an appropria t ion  i s  made by sec. 3 of th is  Act.

* Sec. 6. The sum of $252,800 i s  appropriated from tho general fund to
the Department of Community and Regional A ffa irs  for costs of administering 
the en t i t lem ents  for which an appropria tion  i s  made by sec . 4 of th i s  Act.

* Sec. 7. The appropria t ion  made by sec. 1 of t h i s  Act i s  not a one-yeat
appropria tion  and i t  does not lapse under AS 37.25.010.

* Sec. 8. This Act takes e f f e c t  or: the e ffec t iv e  date of a version of 
Senate B i l l  No. 168 e n t i t l e d  "An Act r e la t in g  to s t a te  a ss is ta n ce  for 
m u n ic ip a l i t ie s  and unincorporated communitiesi and providing for an effective 
d a te ."

- 2 -  FCCSHB  1



A la s k a  P e rm a n e n t F u n d  C o rp o ra t io n
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

M E M O R A N D U M

D A TE : A p r i l 11,2001

TO : Senator Gene The rr ia u lt, C ha ir
Senate State A ffa irs C omm ittee

FROM : Robert D . Storer
Execu tive D ire c to r

SUBJECT: Senate Jo in t R e so lu tio n 15 -  Pe rm anen t Fund
C o n s titu t io n a l In f la t io n -P ro o f in g  Am endm en t

Th is is to request a hea ring a t y o u r earliest convenience on Senate Jo in t 
Reso lu tion 13, "P ropo s in g amendm ents to the C on s titu t io n o f the State o f A laska 
re la tin g to in fla t io n -p ro o fin g  the perm anen t fu n d ."

SJR 15 accomplishes in f la t io n -p ro o fin g  b y co n s titu tio n a lly lim it in g  the annua l 
p a you t o f Fund income to no m o re than 5 percen t o f the F und 's five -yea r average 
m a rke t va lue . Th is am oun t com prises a ll o f the F und 's expected "re a l," i.e., 
in fla tio n -ad ju s te d , income. For example, the Board 's cu rre n t asset a llo ca tio n is 
des igned to earn 8.25 percen t a nn ua lly and in f la t io n  is expected to average 3.25 
percent. By re ta in in g tha t d iffe rence be tw een w h a t is earned and w h a t is p a id 
ou t, the pu rchas ing p ow e r o f the Perm anen t Fund is fu l ly  pro tected aga ins t 
in fla t io n .

The Board is unan im ous in  its su p p o rt fo r th is proposa l. They be lieve its benefits 
are com pe llin g :

1. P rov ides cons titu tio na l p ro te c tio n aga ins t in f la t io n  fo r the to ta l Pe rm anen t 
Fund , the reby m ore e ffe c tiv e ly sa fegua rd ing the Fund and inc reas ing the 
am oun t pro tected .



2. Establishes a l im i t on annua l d is tr ib u tio n s w h ic h  helps ensure th a t the Fund 
w il l con tin ue to g row  in  pe rp e tu ity in  bo th nom ina l and real, in fla t io n - 
ad justed do lla rs .

3. M ax im izes the to ta l am oun t o f Fund incom e w h ic h  can be pa id o u t in  the 
fu tu re , a t least as com pared to h ig he r payou t rates, and p rov ides fo r 
in te rgene ra tiona l e qu ity b y s tr ik in g  a fin e balance between sho rt-te rm  and 
long -te rm  d is tr ib u tio n s .

4. Beg inn ing in  2003, makes ava ilab le $175-$300 m ill io n  per year, depend in g on 
the Fund 's m a rke t va lue , fo r purposes o the r th a n in f la t io n -p ro o fin g  and 
d iv id e nd s . Th is am oun t w i l l g row  ove r tim e as the Fund grows.

5. Uses the percen t o f m a rke t va lue (POMV ) payou t m e thodo logy w h ic h 
smoothes v o la t i l ity , treats rea lized and un rea lized income equa lly as 
inves tm en t re tu rn , and is consis ten t w ith  gene ra lly accepted accoun ting 
p rin c ip le s and m ode rn endowm en t practice.

6. Lets lawm ake rs kn ow  in  advance, w ith in  a re la tiv e ly n a rro w  range, how  
m uch Fund income w i l l be ava ilab le fo r a pp ro p ria tio n each year.

In  short, the Trustees believe SJR 13 serves the best interests o f the Fund and the 
peop le o f A laska , and w e request an o p p o r tu n ity th is session to beg in d iscuss ing 
w ith  the members o f yo u r C omm ittee the ve ry im p o rta n t issues addressed in  th is 
reso lu tion .

S e n a t e  J o i n t  R e s o l u t i o n  1 3

A p r i l  1 1 , 2 0 0 1

P a g e  2

Thank yo u fo r yo u r cons ide ra tion .



Trustees Request Your Support for 
Constitutional Inflation-Proofing 

of the Permanent Fund
C la rk G ruen ing , Cha ir Board o f T rus tees 
J im  Ke lly , D ire c to r o f C omm un ica tions

A la ska Perm anen t Fund Co rpo ra tion

S ena te  S ta te  A ffa irs  C om m ittee 
April 26, 2001

www-.apJc-.org Riaslta Permanent fund CorpctatioG

Board o f T rustees unan im ously supports HJR 15/SJR 13

ftlasHa Peimanent Fund Coioorerion

Why is it im portan t and 
why shou ld A laskans support it?



I n f l a t i o n  e r o d e s  v a l u e  o f  d o l l a r *
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Alaska Peimanent Fund Coipuiation

'Inflation is like a thief in the night.”

Eir.jer Rasmuson
First chair, Permanent Fund Board of Trustees

Alaska Peimanent Fund Coipoialion



G e n e r a l  E l e c t i o n  

N o v e m b e r  5 ,  2 0 0 2

Section 15. Alaska Permanent Fund, (a) At least twenty-five per 
cent of all mineral lease rentals, royalties, royalty sale proceeds, federal 
mineral revenue sharing payments and bonuses received by the State 
shall be placed in a permanent fund, the principal of which shall be used 
only for those income-producing investments specifically designated by 
law as eligible for permanent fund investments. All income from the 
permanent fund shall be deposited in the permanent [GENERAL] fund 
[UNLESS OTHERWISE PROVIDED P\ LAW].

(b) For any fiscal year, appropriations from the permanent fund shall be 
limited to five percent of the average of the year-end market values of 
the permanent fund for the last five fiscal years, including the fiscal year 
just ended. No other appropriations from the permanent fund may be 
made.

Yes [V] No [ ]
Rlasha Permanent Fund Cotpnaiion

W h a t  i s  P O M V ?

Percent Or Market Value = Total investm en t return 
8.25% x $28 billion = $2.3 billion

Percent Of Market Value = Retain for inflation-proofing 
3.25% x $28 b il l' jn  = $0.9 billion

Percent O f Marker Value = PayOUt Of Fund income 
5.00% x $,'£8 billion = $1.4 billion

fliaska Peimanent Fund Coipoialion



B e n e f i t s  o f  P O M V

1. P reserves the Fund's purchasing power

2. M axim izes distributions over the long-term

3. M inim izes fluctuations in annual payouts

(liesha Peimanent fund Corpcration

W h y  l i m i t  t h e  p a y o u t  t o  5 % ?

-  5 %  r e a l  r a t e  o f  r e t u r n  i s  a t  t h e  h i g h  e n d  o f  
w h a t  i s  a c h i e v a b l e  f o r  t h e  P e r m a n e n t  F u n d

-  5 %  i s  t h e  m a x i m u m  s u s t a i n a b l e  p a y o u t  r a t e  
t h a t  s t i i l  m a i n t a i n s  t h e  F u n d ' s  r e a l  v a l u e

-  5 %  a l l o w s  g r e a t e r  d i s t r i b u t i o n s  o v e r  t i m e  
t h a n  a  h i g h e r  p a y o u t

-  5 %  i s  w h a t  t h e  m a j o r i t y  o f  e n d o w m e n t s  
p a y  o u t

Rlsshd Peimenenl Fund Ccrpoidtion
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R o l l i n g  5 - y e a r  r e a l  r e t u r n  f o r  6 0 %  s t o c k / 4 0 %  b o n d  m i x  

( n e t  o f  5 %  p a y o u t  —  l a s t  7 5  y e a r s )

0 .5 9%

Alaska Permanenf Fund Corporat ion

-10%

-15%

Num ber o f periods w ith re tu rns < 0% : 126 
Number o f periods w ith re tu rns > 3% : 95 
To ta l num ber o f 5-year periods: 281

v  v

SOURCE: Calian Associates, Inc.

BBSS Rolling 5-Year Return 

 Average 5-Year Return 1926-

C P I1926-2000: 3.3%



filesha Permanenr Fund Ccipoiatlofi

F u n d  s t a t u t o r y  n e t  i n c o m e  v s .  s t a t e  o i l  r e v e n u e

E H X S 3 3 3
(Dollars in billions)

Oil revenue

iiultuil)

$57 billion total investment return
$37 billion available

$20 billion inflation- proofing
( p r o ja in l) SOSO

H o w  i s  t h i s  d i f f e r e n t  

f r o m  t h e  s t a t u s  q u o ?

-  Constitution vs. statutes

-  Total Fund vs. principal only

-  Limits withdrawals from the Fund -  
currently all of the earnings reserve is 
available for appropriation

....................................- .................  ( jp L
fliasba Permanent fund Corporation



Keep it 
permanent
5 percent limit protects 
Alaska Permanent Fund
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P u b l i c

w i l l

d e c i d e !

Alaska Permanent fund Corporation • '

F i v e  m y t h s  a b o u t  h o w  t h e  

P e r m a n e n t  F u n d  w o r k s

l . I t  i s  p o s s i b l e  t o  b e  p r e c i s e  a b o u t  h o w  m u c h  t o t a l  
i n v e s t m e n t  r e t u r n  t h e  F u n d  w i l l  p r o d u c e  i n  t h e  f u t u r e .

2 . T h e  d i s t r i b u t i o n  p o l i c y  w h i c h  h a s  w o r k e d  w e l l  f o r  t h e  
l a s t  2 0  y e a r s  w i l l  w o r k  w e l l  f o r  t h e  n e x t  2 0  y e a r s .

3 .  A n y  c h a n g e  c a n  b e  m a d e  t o  t h e  c u r r e n t  u s e  o f  F u n d  
i n c o m e  w i t h o u t  a f f e c t i n g  t h e  P F D .

4 . T h e  P e r m a n e n t  F u n d  i s  b i g  e n o u g h  t o  b e  a l l  t h i n g s  
f o r  a l l  p e o p l e .

5 .  P e r m a n e n t  F u n d  d i v i d e n d s  a l w a y s  g o  u p .

Rlasht) Permanent Fund Corporation



A la s k a  P e rm a n e n t F u n d  C o rp o ra t io n
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

M E M O R A N D U M

D A TE : A p r i l 11,2001

TO : Senator Gene The rr ia u lt, C ha ir
Senate State A ffa irs C omm ittee

FROM : Robert D. S t o r e r , ^ ' / ^
Executive D ire c to r

SUBJECT: Senate Jo in t R e so lu tio n 15 -  Pe rm anen t Fund 
C o n s titu t io n a l In f la t io n -P ro o f in g  Am endm en t

Th is is to request a hea ring a t y o u r earliest convenience on Senate Jo in t 
Reso lu tion 13, "P ropo s in g am endm ents to the C on s titu tio n o f the State o f A laska 
re la tin g to in fla t io n -p ro o fin g  the pe rm anen t fu n d ."

SJR 15 accomplishes in f la t io n -p ro o fin g  b y con s titu tio n a lly lim it in g  the annua l 
pa> u t o f Fund income to no m ore than 5 percent o f the Fund 's five -yea r average 
m arke t va lue. Th is am oun t com prises a ll o f the Fund 's expected "re a l," i.e., 
in fla tion -ad jus ted , income. For example, the Board 's cu rre n t asset a llo ca tion is 
des igned to earn 8.25 percen t a nn ua lly and in f la t io n  is expected to average 3.25 
percent. By re ta in in g tha t d iffe rence be tw een w h a t is earned and w h a t is pa id 
out, the pu rchas ing pow e r o f the Perm anen t Fund is fu l ly  pro tected against 
in fla tio n .

The Board is unan im ous in  its su p p o rt fo r th is proposa l. They believe its benefits 
are com pe lling :

1. P rov ides cons titu tio na l p ro te c tio n aga ins t in f la t io n  fo r the to ta l Permanent 
Fund , thereby m ore e ffe c tive ly sa fegua rd ing the Fund and increasing the 
am oun t pro tected.



2. Establishes a l im i t on annua l d is tr ib u tio n s w h ic h  helps ensure tha t the Fund 
w i l l con tinue to g ro w  in  p e rp e tu ity in  bo th nom ina l and rea l, in fla t io n - 
ad justed do lla rs .

3. M ax im izes the to ta l am oun t o f Fund incom e w h ic h  can be pa id ou t in  the 
fu tu re , a t least as com pa red to h ig h e r p a you t rates, and p ro v id es fo r 
in te rgene ra tio na l e q u ity b y s tr ik in g  a fin e balance between sho rt-te rm  and 
lo n g -te rm  d is tr ib u tio n s .

4. Beg inn ing in  2003, makes ava ilab le $175-$300 m ill io n  pe r year, depend ing on 
the Fund 's m a rke t va lue , fo r purposes o the r than in f la t io n -p ro o fin g and 
d iv id e nd s . Th is am oun t w i l l g ro w  ove r tim e as the Fund grow s.

5. Uses the percen t o f m a rke t va lue (POMV ) payou t m e thodo logy w h ich 
smoothes v o la t i l ity , treats rea lized and un rea lized income equa lly as 
inves tm en t re tu rn , and is consis ten t w ith  gene ra lly accepted accounting 
p rin c ip le s and m odem  endowm en t practice .

6. Lets lawm ake rs kn ow  in  advance, w ith in  a re la tiv e ly n a rrow  range, how  
m uch Fund incom e w i l l be ava ilab le fo r a pp ro p ria tio n each year.

In  short, the Trustees be lieve SJR 13 serves the best interests o f the Fund and the 
people o f A laska , and w e request an o p p o r tu n ity  th is session to beg in discuss ing 
w ith  the members o f y o u r C omm ittee the ve ry im p o rta n t issues addressed in  th is 
reso lu tion .

S e n a t e  J o i n t  R e s o l u t i o n  1 3

A p r i l  1 1 , 2 0 0 1

P a g e  2

Thank yo u fo r y o u r cons ide ra tion .



A la s k a  P e rm a n e n t F u n d  C o rp o ra t io n
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047

M E M O R A N D U M

D A TE : A p r i l 11, 2001

TO : Senator Gene The rr ia u lt, C ha ir
Senate State A ffa irs C omm ittee

FROM : Robert D . S to re r ,^ 2 v >
Execu tive D ire c to r

SUBJECT: Senate Jo in t R eso lu tio n 15 -  Pe rm anen t Fund
C o n s titu t io n a l In f la t io n -P ro o f in g  Am en dm en t

Th is is to request a hea ring a t yo u r earliest conven ience on Senate Jo in t 
Reso lu tion 13, "P ro p o s in g amendm ents to the C o n s titu t io n o f the State o f A laska 
re la tin g to in f la t io n -p ro o f in g  the pe rm anen t fu n d ."

SJR 15 accomplishes in f la t io n -p ro o fin g  b y co n s titu tio n a lly lim it in g  the annua l 
p a you t o f Fund incom e to no m ore than 5 percen t o f the Fund 's five -yea r average 
m a rke t va lue . Th is am oun t comprises a ll o f the F und 's expected "re a l," i.e., 
in fla tio n -ad ju s te d , income. For example, the Board 's cu rre n t asset a llo ca tio n is 
des igned to earn 8.25 percen t a nn ua lly and in f la t io n  is expected to average 3.25 
percent. B y re ta in in g tha t d iffe rence be tw een w h a t is earned and w h a t is pa id 
out, the pu rchas ing p ow e r o f the Perm anen t Fund is fu l ly  pro tected against 
in fla t io n .

The Board is unan im ous in  its su p po rt fo r th is p roposa l. They be lieve its benefits 
are com pe llin g :

1. P rov ides con s titu tio na l p ro te c tio n aga ins t in f la t io n  fo r the to ta l Perm anent 
Fund , the reby m ore e ffe c tive ly sa fegua rd ing the Fund and increas ing the 
am oun t pro tected .



2. Establishes a l im it on annua l d is tr ib u tio n s w h ic h he lps ensure tha t the Fund 
w i l l con tinue to g row  in  pe rp e tu ity in  bo th n om ina l and real, in fla t io n - 
ad justed do lla rs .

3. M ax im izes the to ta l am oun t o f Fund incom e w h ic h  can be pa id ou t in  the 
fu tu re , a t least as com pared to h ig h e r p a you t rates, and p rov ides fo r 
in te rgene ra tiona l e qu ity b y s tr ik in g  a fin e  balance between sho rt-te rm  and 
lo n g -te rm  d is tr ib u tio n s .

4. Beg inn ing in  2003, makes ava ilab le $175-$300 m ill io n  pe r year, depend ing on 
the Fund 's m a rke t va lue , fo r purposes o the r than in fla t io n -p ro o fin g and 
d iv id e nd s . Th is am oun t w i l l g ro w  ove r tim e as the Fund grows.

5. Uses the percent o f m a rke t va lue (POM V ) payou t m e thodo logy w h ich 
smoothes vo la t i l ity , treats rea lized and un rea lized incom e equa lly as 
inves tm en t re tu rn , and is consis ten t w ith  gene ra lly accepted accounting 
p rin c ip le s and m odem  endowm en t practice .

6. Lets lawm ake rs kn ow  in advance, w ith in  a re la tiv e ly n a rrow  range, how 
m uch Fund income w il l be ava ilab le fo r a pp ro p r ia tio n each year.

In  short, the Trustees believe SJR 13 serves the best interests o f the Fund and the 
peop le o f A laska , and w e request an o p p o r tu n ity  th is session to beg in discuss ing 
w ith  the members o f y o u r C omm ittee the ve ry im p o rta n t issues addressed in th is 
reso lu tion .

T hank you fo r y o u r conside ra tion .

S e n a t e  J o i n t  R e s o l u t i o n  1 3

A p r i l  1 1 , 2 0 0 1

P a g e  2



D a le  P r in ted : O c to b e r  24, 2001 P ro d u ced  b y :  A la s k a  D e p a r tm e n t o f  N a tu r a l R esou rces , L a n d  R e co rd s  In fo rm a t io n  S e c t io n
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Percent of Market Value—talking points

Analysis o f proposals affecting the Permanent Fund boil clown to three questions
1. What happens to the Earnings Reserve account?
2. What happens to PFDs?
3. What happens to the fiscal gap?

The answers are not as simple as the questions because the words everyone uses to 
describe their plans are very slippery and the questions (like the plans) are several layers 
deep. Back to the questions.

1. W ha t happens to the Earn ings Reserve Accoun t (ERA)?

Be concerned about:

Future flows— does income go anywhere other than the reserve account?
The Balance— does it remain available to replenish the CBR or for other 
appropriations?
Infla tion proofing— transfers to principal are o ff- lim it forever. Are we putting in 
too much? Too little? It shouldn’ t matter whether inflation proofing is by statute 
or by constitution as long as the ERA can support the transfers and the legislature 
does support transfers.

The key point is that any reduction in Permanent Fund balance (including the ERA) 
reduces future earnings, which reduces future dividends.

2. W ha t happens to PFDs?

Be concerned about:

The formula vs. money-in-pocket— retaining the current formula is no guarantee 
that dividends won’ t change. Back to the key point from #1. The current formula 
w ill reduce dividends i f  money is diverted from the sum o f Permanent Fund 
balance and ERA balance.

3. W ha t happens to the fiscal gap?

Dividends, inflation proofing and surplus earnings in the ERA are “ o f f budget”  in 
that they do not affect the fiscal gap. Under virtua lly any proposal, dividends and 
infla tion proofing w ill remain o ff budget.
Earnings not used for dividends and inflation proofing can affect the fiscal gap i f 
the surplus earnings are considered general fund revenue.



The constitutional amendment appears simple when compared to versions o f HB 411 
(last year’ s b ill). The appearance o f simplic ity is primarily because the constitutional 
amendment simply adopts a percent o f market value (POMV) payout without describing 
what happens to the payout stream.

A lthough the b ill appears simple, here are some points to consider:

1. W ha t happens to the Earn ings Reserve Account (ERA)?

Future flows— Permanent Fund income would be deposited in the Permanent 
Fund instead o f the general fund. This has huge implications.
The Balance— the ERA is no longer available as budget reserves because the only 
money that can flow from the Permanent Fund is the 5% annual payout. The ERA 
cannot be used to reload the CBR or otherwise f il l the fiscal gap.
Inflation proofing— earnings remaining after the payout can be considered 
inflation proofing. No appropriation is necessary. Expect inflation proofing to be 
considerably more than under the current system because 

the entire account w ill be inflation proofed and
any “ extra”  earnings beyond the payout remain in the Permanent Fund as 
inflation proofing.

2. W ha t happens to PFDs?

Although the bil l is silent, PFDs w ill be affected by the b ill. I f we retain the 
current formula for computing dividends, there are two possibilities

The 5% payout is less than the current formula would pay— dividends decline. 
(This is unlike ly— annual dividends take only about 4% of the market value, 
or 80% o f the 5% payout.)
The 5% payout exceeds what the current system pays out as dividends—  
dividends are not immediately affected, but decline over lime because 
earnings decline as the balance declines due to the higher payout.

I f we replace the current formula, dividends would not necessarily decline in the 
near future. Some money from the 5% payout would be available to prop up 
dividends.

4. W ha t happens to the fiscal gap?

The impact on the fiscal gap depends on how much o f the payout goes to the 
general fund and how much to dividends.
Earnings not used for dividends would reduce the fiscal gap.
I f  the entire payout went to dividends, PFDs would increase by about 25%. This 
would, o f course, leave no money to close the fiscal gap.

T h e  “ S i m p l e ”  P r o p o s a l  b y  t h e  P e r m a n e n t  F u n d



I f inflation is higher than expected, the “ up to five percent”  clause becomes 
interesting. There may be some pressure to appropriate less than 5% i f it meant 
less than fu ll inflation proofing. This would leave less payout to reduce the gap.

There are two additional issues raised by the proposed bill

1. Is 5% an appropriate payout rate?
2. What is the impact o f basing the payout on a five-year moving average?

A five percent payout is specified because 5% is the projected long-term real rate o f 
return (real return means “ after adjusting for in fla tion ” ). Just accept the rate as the best 
estimate. But realize that the rate and the moving average are closely linked.

The 5% rate o f return applies to earnings on the current balance, while the 5% payout is 
based on an average balance. For a fund that constantly increases because o f royalty 
deposits and inflation proofing, more years in the average translates to a lower average 
balance, (e.g., the 10-year average balance is $18 billion , the 5-year average is $23 billion 
and the current balance is $27 billion).

Using a moving average gives a more stable payout, but it makes the effective payout rate 
lower as well. A 5% payout on a 5-year average balance is equivalent to a 4.3% payout 
on the current balance. The difference between the 4.3% payout and the 8.25 % rate o f 
return remains in the Permanent Fund, so that inflation proofing is close to 4% rather than 
the 3.25% required to cover actual inflation.

The result:
the payout is not as aggressive as the Permanent Fund implies, 
the fund is “ over inflation proofed,”
some money (.3% or $100 m illion) remains in the general fund to help close the 
fiscal gap, and
PFDs fall slightly over time because money is transferred from the Permanent 
Fund to the general fund.

The payout rate and the balance to which it applies are a philosophical debate. A shorter 
averaging period or a higher effective payout rate would transfer more money to the 
general fund. Remember that any money transferred to the general fund reduces future 
dividends.



Board of Trustees 
Monthly Management Report - December 31, 2001
Consolidated Assets - Dollars In millions. APF assets equal 98.3% of total assets. Each manager's cash is reflected in their respective accounts.
Unaudited market values provided by BoNY. Returns for periods greater than one year are annualized.
Monthly real estate, fund benchmark and total fund returns are calculated internally. All other returns are provided by Callan Associates, Inc.

Section 1: Fixed Income & Equity Performance

12/31/2001MarketValue
h CurrentMonth Last 3 Months

Return as of 12/31/2001
Fiscal Calendar Y-T-D Y-T-D Last 12 Months Last 3 Years

n.y/ifes?I I
Return as of 9/30/2001 Last 5 Years

FU N D  SUMMARYAlaska CDs $ 30.0 P i 0.29% 0.95% 1.97% 4.54% 4.54% 5.07% ' 5.40%Domestic Fixed Income 8,537.1 -0.49% 0.26% 4.61% 8.45% 8.45% 5.35% 7.67%Non-Domestic Fixed Income 624.0 -2.14% -1.79% 2.88% 0.51% 0.51% -0.01% ■
Domestic Equities 9,338.3 i# 1.90% 12.67% -5.48% -10.84% -10.84% -0.33% 8.43%Non-Domestic Equities 4,178.2 w 1.61% 9.40% -7.49% -18.44% -18.44% -2.10% 2.22%
Real Estate1 2,607.7 1.41% 3.11% 4.82% 11.33% 11.33% 11.92% 11.67%

Total Fund T 25,405.3 0.88% 6.18% -0.02% -1.65% -1.65% 2.52% *■: - 7.71%
| Total Fund Return Benchmark I I 0.43% 5.72% -1.31% -3.70% -3.70% 2.25% 1 | 7.76%

1/17/2002 1 o f 1
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W O R K  D R A F T W O R K  D R A F T W O R K  D R A F T

22-LS0568\C.
Cook

1/31/02

CS FOR HOUSE JO IN T RESO LU T IO N NO . 15(JUD)

IN THE LEG ISLATURE OF THE STATE OF A LASKA 

TWENTY-SECOND LEG ISLATURE - SECOND SESSION

B Y  THE H OUSE  JU D IC IA R Y  C O M M ITTEE

O ffered :
Referred :

Sp onso rs ): HOUSE  R U LES  C O M M ITTEE  B Y  R EQ U EST  OF T H E  LE G IS L A T IV E  BUDG ET  AND A U D IT  
CO M M ITTEE

A  R E S O LU T IO N

Proposing amendments to the Cons titu tion o f the State o f A laska requ ir in g income o f 

the permanent fund to be deposited in to the permanent fund and lim it in g 

approp ria tions from  the permanent fund to six percent o f the year-end m arke t values o f 

the fund fo r the last five fiscal years.

BE IT  RESO LVED B Y  TH E LEG IS LA TU R E OF T H E  STATE OF A LA S K A :

* Section 1. A rtic le IX , sec. 15, .Constitution o f the State o f Alaska, is amended to read:

Section 15. Alaska Permanent Fund . £a) A t least twenty-five per cent o f all 

m ineral lease rentals, royalties, royalty sale proceeds, federal mineral revenue sharing 

payments and bonuses received by the State shall be placed in a permanent fund, the 

principa l o f which shall be used only for those income-producing investments 

specifically designated by law as elig ib le fo r permanent fund investments. A l l income 

from the permanent fund shall be deposited in the perm anen t [GENERAL] fund 

[UNLESS OTHERW ISE PROVIDED B Y  LAW ],

(b) Fo r any fiscal year, app rop ria tio ns from the permanent fund shall be 

lim ited to six percent o f the average o f the year-end m arke t values o f the

-1- C S H JR  1S(JUD)
New Text Underlined [DELETED TEXT BRACKETED]
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permanent fund fo r the last five fiscal years, inc lud ing the fisca l yea r jus t ended. 

No o ther app rop ria tions from  the permanent fund may be made.

* Sec. 2. The amendments proposed by this resolution shall be placed before the voters o f 

the state at the next general election in conform ity w ith art. X I I I , sec. 1, Constitution o f the 

State o f Alaska, and the election laws o f the state.

C S H JR  15(JUD) -2-
New Text Underlined [DELETED TEXT BRACKETED]



A laska Perm anent Fund Corporation
P.O. Box 25500 Juneau, A K 99802-5500 

Telephone (907) 465-2047 
Facsimile (907) 586-2057

M E M O R A N D U M

D A TE : N ovem be r 23,2001

TO : Jesse K ie h l
C h ie f o f S ta ff to Senator K im  E lton

FROM : Jim K e lly
D ire c to r o f C omm un ica tions

SUBJECT: APFC forecasts o f re s id u a l in com e ava ila b le
assum ing an annua l 5 pe rcen t payou t o f th e Fund 's 
fiv e -y e a r average m a rke t va lu e

You have asked w he th e r the pro jec tions rega rd in g res idua l incom e presented in  
the spreadsheet tit le d "A laska Perm anen t Fund C o rp o ra tio n H ypo th e tic a l Look 
Backwards a t the E ffects o f SJR 13," are s t i l l va lid .

The sho rt answer is tha t the num bers presented in  the spreadsheet w e re never 
in tended to be v a lid  as pro jec tions go ing fo rw a rd  because, as ind ica te d in  the 
A p r i l 1,2001 m em o randum  w h ic h  accompanied tha t spreadsheet,

"T he spreadsheet overstates the am oun t o f incom e ava ilab le fo r 
d is tr ib u t io n  because i t does n o t show the effect o f a c tua lly p a y in g 
ou t the res idua l incom e ava ilab le unde r the 5 percen t l im it ; "

H ow eve r, there was one p ro jec tio n in  tha t m em o randum  w h ic h was va lid  then 
and rem a ins va lid today:

"T h e APFC be lie ves th a t the am oun t o f re s id u a l in com e a va ila b le 
w i l l l ik e ly  be in  th e  range o f $175 - 300 m i l l io n  p e r ye a r."



Jesse K ie h l 
N ovem be r 23,2001 
Page 2

There are th ree po in ts to keep in  m in d rega rd ing th is pro jec tion :

1. E xpend itu re o f tha t $175 - 300 m ill io n  w o u ld  no t place in f la t io n -p ro o fin g  
in  jeopa rdy ; the Fund w o u ld  s til l be able to re ta in su ffic ie n t incom e over 
tim e to p ro v id e lo n g -te rm  p ro te c tion o f the to ta l Fund 's pu rchas ing 
power.

2. A n y app ro p ria tio n s o u t o f the Fund , in  ad d itio n to d iv id e n d s per ex is ting 
statutes, w o u ld  cause d iv id e n d s to dec line re la tive to che status quo.

3. Th is range o f represents the APFC 's m ost in fo rm ed estim ate o f lik e ly  
outcomes ove r the nex t ten years -  ta k in g v o la t i l i ty  o f inves tm en t re tu rn s 
in to cons ide ra tion .

W h y th e APFC th in k s  i t  is im p o r ta n t to take v o la t i l i t y  in to  cons id e ra tio n . In
recent years, the APFC has m oved away fro m  p ro v id in g  forecasts w h ic h  focus on 
in d iv id u a l num be rs and ins tead has p re fe rred to ta lk in  term s o f ranges o f lik e ly  
outcomes. Th is sh ift recognizes tha t i t  is n o t o n ly im poss ib le to produce re lia b ly 
accurate s ing le p o in t- in - t im e num bers fo r fu tu re  years, i t  is m is lead ing to 
ind ica te tha t any o f us can assess the im pacts o f fu tu re  events such as fin anc ia l 
m a rke t pe rfo rm ance w ith  "la se r-gu ided p rec is ion ."

W ith  th a t cau tiona ry note, there are tw o  fundam en ta l p rin c ip le s -  one re la tin g to 
inves tm en t p o lic y and one to spend ing po lic y -  w ith  w h ich one can assess the 
soundness o f any proposed change to the cu rre n t use o f Fund income.

• T im e g rea tly reduces -  b u t does no t e lim ina te -  the v o la t i l ity  in  annua l 
re tu rns . T ha t is w h y fro m  an in v e s tm e n t p o lic y  perspective, ..sset 
a lloca tion , d iv e rs if ic a tio n , d is c ip lin ed reba lanc ing and long- cerm tim e 
h o r iz o n are a ll key elements o f a successful inves tm en t p rcg ram . In  th is 
rega rd , the im p o rta n t question to ask is, "D oes a p a r tic u la r p ro p o sa l have 
a neu tra l, a p o s it iv e  o r an adverse e ffe c t on the Boa rd 's in v e s tm e n t 
stra tegy? "

• F rom  a sp e nd in g p o lic y  perspective, the best w ay to m ode ra te the im pac t 
o f v o la t i l ity  is averag ing . So, fo r example in  the case o f the A laska 
Perm anen t Fund , w h ic h  -  w ith  its 53 percen t ta rge t a llo ca tion to equ ities -  
has a one -in -fo u r chance o f a negative to ta l Fund re tu rn in  any g iven year, 
ave rag ing re tu rn s ove r fiv e  years reduces the lik e lih o o d o f a nega tive 
re tu rn to one -in -tw en ty . Th is m ode ra tio n o f the im pa c t o f v o la t i l ity  
p ro v id e s a va luab le cush ion to ensure s ta b ility o f d is tr ib u tio n s . In  th is



Jesse K ie h l 
N ovem be r 23,2001 
Page 3

rega rd , the im p o rta n t ques tion to ask is, "D oes a p a r tic u la r p ro po sa l 
enhance o r d im in is h  th e  F und 's a b i l i t y  to  p rodu ce a sus ta in ab le and 
s tab le incom e stream (a fte r in f la t io n ) to b e n e f it cu rre n t and fu tu re  
gene ra tio ns? "

,V£tV.

I hope th is is responsive . I f yo u have any fu r th e r questions, please le t me know .



A laska Perm anent Fund Corporation
P.O. Box 25500 Juneau, AK 99802-5500 

Telephone (907) 465-2047 
Facsimile (907) 586-2057

M E M O R A N D U M

D A T E : January 7, 2002

TO : M elan ie Lesh,
A id e to Representative B ill H udson

FRO M : Jim K e lly
D ire c to r o f C omm un ica tions

SUBJECT: "lAJhal would happen i f  the Permanent Fund's earnings
reserve account (ERA) were called upon by the legislature to 
effectively replace the CBRF as the source fo r  fund ing  the 
budget gap when the CBRF runs out?"

The D epa rtm en t o f Revenue estimates tha t the CBRF w i l l be dep le ted late in  
ca lendar 2004 and thus w i l l be unava ilab le to fu n d  the expected $'1,099 b ill io n  
budge t gap in  FY 05. Based on the APFC's cu rre n t pro jec tions, the Fund 's ERA 
m ost lik e ly  w o u ld  be su ffic ie n t in  FY 05 to fu n d the budge t gap tha t yea r and pay 
d iv id e n d s per cu rre n t fo rm u la . H ow eve r, there is a chance th a t the ERA itse lf 
cou ld be dep le ted b y tha t date in  the event o f con tinued nega tive inves tm en t 
re tu rn s between n ow  and then.

The fu l l answer depends on w he the r the Board -p roposed percen t o f m arke t 
va lue (POM V ) payou t lim ita t io n  has been placed in  the con s titu tio n b y the tim e 
the leg is la tu re needs to use the Permanent Fund fo r the state budge t.

I f  the co n s t itu t io n a l am endm en t has been passed. The APFC 's ana lysis o f the 
con s titu tio na l am endm en t proposed unde r HJR 15 /S JR 13 ind ica tes tha t the 
Perm anen t Fund is lik e ly  to be able to p roduce earn ings to su p po rt an annua l 
p a yo u t o f fiv e percen t o f the five -yea r average m a rke t va lue o f the Fund . Tha t is



% Response to Rep. H udson 's question 
Janua ry 7, 2002 
Page 2

estim a ted a t from  $1.2 b il l io n  to $1.4 b il l io n  per yea r in  in fla tion -ad jus ted 2001 
do lla rs . T h a t payou t w o u ld  be fo r a ll purposes app ro ved by the leg is la tu re , 
in c lu d in g  the d iv id e n d and the genera l gove rnm en t budge t. I f you assume no 
change in  the present d iv id e n d statu te , w h ic h is based on rea lized income ra the r 
than m a rke t va lue , some $175 m ill io n  to $300 m ill io n  w o u ld  be ava ilab le each 
yea r fo r budge t purposes o the r than the d iv id e n d . These estim ated ranges are 
n a rro w  because o f the five -yea r sm oo th ing b u ilt in  to the payou t proposa l.

T ha t con s titu tio n a l am endm en t w o u ld  p ro te c t the Perm anen t Fund. I f the 
sta tu tes th a t spec ify o the r lim its  on spend ing from  the ERA con flic ted w ith  the 
leg is la tu re 's needs, they cou ld be amended o r repea led w ith o u t pos ing a r is k to 
the Fund .

I f  th e co n s t itu t io n a l am endm en t has n o t been passed, howeve r, there w o u ld  be 
tw o  ve ry la rge diffe rences. F irs t, the am oun t ava ilab le fo r the leg is la tu re to 
a pp ro p ria te each yea r w o u ld  v a ry m uch m ore w id e ly . Instead o f a range o f $1.2 
to $1.4 b il l io n , i t cou ld be as li t t le  as a few  hun d re d m ill io n  to w e ll ove r $2 b illio n . 
Second, a ll the exis ting , specific lim its  on the ERA w o u ld  have to be m a in ta ined , 
as w o u ld  the in fla t io n -p ro o fin g  sta tu te , in  o rde r to p ro te c t the Perm anent Fund 
aga ins t invas ion o f p r in c ip a l and against in fla tio n .

T o illu s tra te the f ir s t po in t, cons ide r the fo llo w in g  numbers:

F irs t, no te the cu rre n t pro jec ted June 30, 2002 balance in  the rea lized ERA, a fte r 
d iv id e n d s and in fla t io n -p ro o fin g : $1.9 b illio n .

Second, note the annua l sw ings in  s ta tu to ry net incom e ove r the past fo u r years 
p lu s 2002 pro jected:

1998 $2.6 b il l io n
1999 $2.5
2000 $2.2
2001 $1.2
2002 $1.2

T h ird , note the annua l "N e t Change" in  the rea lized ERA fo r the same period :
1998 $1,282 m ill io n
1999 $1,201
2000 $382
2001 -  $588
2002 -  $471
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The f ir s t num ber, $1.9 b ill io n , is the beg inn in g size o f the cush ion in  the rea lized 
ERA. W hen tha t is gone, o r nea rly gone, the leg is la tu re w o u ld  be com p le te ly 
sub ject to the w id e v a r ia b ility  dem ons tra ted b y the second set o f num bers in  
term s o f app ro p ria tio n s fo r a ll purposes. The th ird  set o f num bers shows w h a t is 
le f t fo r fu n d in g  the budge t gap a fte r pa y in g d iv id e n d s and in fla t io n -p ro o fin g .

In  sho rt, the Fund -  even w ith  the POM V lim ita t io n  -  is ju s t n o t la rge enough to 
be a ll th in gs to a ll people. A lth o u g h i t gains increased s ta b ility w ith  the POM V 
lim ita t io n , the Fund canno t con tinue to pay d iv id e n d s per the ex is tin g s ta tu to ry 
fo rm u la , re ta in su ffic ie n t ea rn ings fo r in f la t io n -p ro o fin g  and com p le te ly fu n d  the 
fisca l gap. I f asked to do too m uch , instead o f a Perm anen t Fund , you w o u ld  
have a tem po ra ry fu n d .

Here 's ano the r perspective on w h a t w o u ld  happen i f  the ERA w e re to be treated 
as the "new " CBRF and no s tru c tu ra l changes were made to the Fund no r any 
n ew  state revenues established:

F irs t, fu tu re  Fund earn ings w o u ld  beg in to d im in is h  as: (a) the Fund 's g ro w th  is 
reversed due to unsus ta inab ly la rge payou ts from  the ERA , and (b) the Fund 
earns a low e r rate o f re tu rn  as the Trustees sho rten the Fund 's inves tm en t 
h o r iz o n to re flec t the increased annua l d is tr ib u tio n s . Then, as the ERA begins to 
sh r in k in  size, i t  becomes vu lne rab le to an extended pe riod o f lo w  o r negative 
in ves tm en t re tu rns , h ig h in f la t io n , a n d /o r lo w  o il prices, and even tua lly -  and 
perhaps qu ite sudden ly -- is com p le te ly d iss ipa ted , lea v in g no incom e a t a ll fo r 
in fla tio n -p ro o fin g , d iv id e n d s o r the budge t gap. Tha t is the n igh tm a re scenario.

T h a t is h ow  A laska 's fisca l s itu a tio n goes fro m  bad to m uch , m uch worse.



Board o f T rustees Final 
Monthly M anagem ent Report - D ecem ber 31, 2001

Consolidated Assets - Dollars in millions. APF assets equal 98.3% of total assets. Each managerS cash is rt ;ted in their respective accounts.
Unaudited market values provided by BoNY. Returns for periods greater than one year are annualized.
Monthly real estate, fund benchmark and total fund returns are calculated internally. Ail other returns are provided by Callan Associates, Inc.

Section 1: Fixed Income & Equity Performance
12/31/2001

Market
Value

Current
Month

Last 3 
Months

Return as of 12/31/2001
Fiscal Calendar 
Y-T-D Y-T-D

Last 12 
Months

j Return as of 
j 9/30/2001 

Last 3 j£s Last 5 
Years '$p| Years

FUND SUMMARY
Alaska CDs $ 30.0 0.29% 0.95% 1.97% 4.54% 4.54% 5.07% If  5.40%
Domestic Fixed Income 8,537.1 -0.49% 0.26% 4.61% 8.45% 8.45% 5.35% 7.67%
Non-Domestic Fixed Income 624.0 -2.14% -1.79% 2.88% 0.51% 0.51% -0.01%
Domestic Equities 8,338.3 1.90% 12.67% -5.46% -10.84% -10.84% -0.33% H  8.43%
Non-Domestic Equities 4,178.2 1.61% 9.40% -7.49% -18.44% -18.44% -2.10% H  2.22%
Real Estate1 2,697.7 1.41% 3.11% 4.82% 11.33% 11.33% 11.92% pjp 11.67%

Total Fund $ 25,405.3 0.88% 6.18% -0.02% -1.65% -1.65% 2.52% p  7.71%
Total Fund Return Benchmark 0.43% 5.72% ■ 1.31% -3.70% ■3.70% 2.25% H  7.78%
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From: Joe Balash, State Affairs Com m ittee Aide

Date: 1/27/01

Subject: A PFC Trustees’ proposed constitutional am endment

You have asked for my thoughts on the A PFC Board o f  T rustees’ proposed constitutional 
amendment. In particular, you asked about what other steps would be required to carry 
out this proposal. I have included a brief description o f what the language does, what 
questions it raises in m y mind, and where able to, my answers to those questions.

The proposed language does two things. First, it: takes the existing section o f  the 
Constitution establishing the perm anent fund and changes the disposition of the earnings 
o f  the fund. Currently, the constitution reads “all income from the perm anent fund shall 
be deposited in the general fund unless otherwise provided by law.” The existing law 
puts all income in the earnings reserve. Within the earnings reserve are the realized and 
unrealized earnings. The PFD formula is based upon the realized earnings o f  the fund. 
The proposed am endm ent would change this set-up by depositing all income from the 
perm anent fund in the perm anent fund. The significance is that the perm anent fund is 
off-limits from spending; if all income from the fund is going to be deposited back into 
the fund, there will have to be additional changes made to the constitution if  the PFD 
program is going to be maintained. Which leads to the other ‘half’ o f  the proposal.

The second part o f  the proposal would add another paragraph to Article IX, section 15 to 
state:

“(b) For any fiscal year, an appropriation from the perm anent fund to the 
general fund shall be limited to five percent o f  the average o f the year-end market 
values o f  the perm anent fund for the last five fiscal years, including the fiscal year 
ju s t  ended. No other appropriations from :he perm anent fund may be m ade.”

This would be quite a change from existing interpretations/opinions on how the 
perm anent fund may be used. This language allows the principal to be spent, but limits 
that spending to 5% o f the five-year rolling average o f  the fund’s market value (about 
$1.24 billion in FY02). This is a big departure from the way people have been looking at 
the Perm anent Fund for som e time now. If such a change is going to be made, the 
repercussions need to be fully explored with an eye toward the long-range use o f  the 
fund. Also, the public’s perception o f  what is b e irg  proposed will be critically important 
since they will be voting on the measure.

The constitutional am endm ent proposed by the A PFC Board o f Trustees raises som e 
interesting questions about the future o f  the Perm anent Fund and the sta te’s fiscal policy. 
They break down into three broad categories: (1) is this really a measure to protect the 
Perm anent Fund from inflation? (2) what are the other pieces that make this work 
mechanically? and (3) what happens to the PFD program ?

M e m o r a n d u m

T o :  S e n .  G e n e  T ' - r i a u l t



Q u e s t i o n  1 :  I s  t h i s  r e a l l y  a  m e a s u r e  t o  p r o t e c t  t h e  f u n d  f r o m  i n f l a t i o n ?

The title o f  the resolution drafted by the APFC Trustees reads, “Proposing am endm ents 
to the Constitution o f the State o f  A laska relating to inflation-proofing the perm anent 
fund.” Not to suggest that the Board o f  Trustees is som ehow disingenuous, but the 
change proposed here, if adopted, will drive additional changes that ultimately can 
determine A laska’s course o f  fiscal policy for some time. And the m anner in which they 
suggest the fund be inflation-proofed is not r e a l l y  inflation-proofing per se.

The Trustees propose m anaging the fund on a “percent o f  market value” (POM V ) basis. 
It is slightly different from what the Legislature proposed in 1999 in that the language is 
permissive rather than explicit. The All-Alaska Plan would have created a revenue 
stream that would be paid out every fiscal year. This language appears to allow a 
revenue stream to be paid out, but does not require one. Instead, it allows the Legislature 
to make a limited appropriation each year. This does not explicitly inflation-proof the 
fund. Rather than insuring that a defined pot o f  money, the principal, be increased 
according to the CPI so that the pot has the same value at the end of the fiscal year that it 
had at the beginning o f  the fiscal year, this approach 'limits the amount o f  the fund that 
can be “spent” . Basically, this is supposed to prevent the fund from being “overspent” .

W hile it is certainly true that over the long-term, limiting spending to som ething less than 
5% will protect the integrity o f  the fund, it does not guarantee that the fund will not lose 
value in a given year. T he  first year that total returns do not equal inflation plus the 
appropriation made to the general fund, observers will point out that the fund lost value. 
The public needs to understand that there should be a long-term view taken when looking 
at the fund.

Q u es tio n  2; W h a t a re  th e  o th e r  p ieces th a t  m ak e  th is  w o rk  m ech an ica lly ?

Overall, the language appears to be aimed at a long-term goal/view for how the fund 
should be used. However, there are some steps that will have to be taken between what 
we have now and what is proposed. First, is the earnings reserve going to be rolled into 
what we now consider the principal? If so, that can be accomplished with two steps—  
making an appropriation from the earnings reserve to the principal and then repealing the 
statutes establishing the earnings reserve. There would be some timing issues to work 
out, though. If for example, the am endment were on the ballot in 2004, the appropriation 
would have to be made after the appropriations for F Y 2004’s dividends and inflation- 
proofing and the statutes would probably have to be repealed effective June 30/July 1, 
2005. W hich raises additional timing questions. W ould the same legislature that put the 
am endment forward pass these additional pieces o f  law contingent upon the am endm ent’s 
passage? Or would the task fall to the next legislature? There could be some trickiness 
here similar to what the legislature encountered in 1999— lay everything out so the public 
knows what will be happening or hold back a little so as not to make it appear as a done 
deal (thereby incurring their wrath in that same general election).



If the earnings reserve is not going to be rolled into the rest o f  the fund, what is to be 
done with it? This is som ew hat important since the reserve accounts for som ething close 
to 23%  o f  the entire fu nd ’s current value and would affect the availability o f  funds in the 
future. S ince I d o n ’t think that the Trustees intend to keep the earnings reserve separate, I 
h aven’t spent a lot time thinking about the potential down-side.

Q u es tio n  3 : W h a t becom es o f  th e  P F D ?

This question has bedeviled every  plan proposed to this point that I am aware of. It is 
certainly im portant to the public since it will impact them quite directly. Since the 
current P F D  formula is based on realized earnings, it would become useless under a 
“percent o f  m arket value” (PO M V ) method. In all likelihood, the PFD pool would be 
based on a given percentage o f  the fund’s market value. However, this, too, would 
require statutory changes— which again raises questions o f  timing similar to those 
m entioned above. Also, would this appropriation be the full 5% o f the rolling average 
allowed by the T rustees? If not, there would almost certainly be a drop in the value o f  
the PFD checks. W ould  everything be on the table and contingent upon the adoption o f  
the am endm ent by the voters?

There is an additional “problem ” created by the new language. The section that allows for 
“spending” up to 5% o f  the perm anent fund in a given fiscal year appears to require that 
the appropriation only be m ade to the general fund. If this is the case, and PFDs continue 
to be paid, then PFD growth will impact the state’s bottom line. Is it the T rustees’ intent 
to have PFD s com pete with all other G F  spending by the Legislature? A lot o f  effort has 
been made to differentiate between G F  and all other spending, including PFDs. This 
would most definitely blur that line. In addition, if PFDs are competing with other G F  
funding one has to consider the possibility that the judiciary  may be tempted to infringe 
on the Legisla ture’s appropriation power. Decisions will be forthcoming in the next 18 
m onths that may give a better idea o f whether this is likely or not (GRF/M edicaid  for 
abortions, K a s a y u l i e ) .

G e n e ra l C o n c lu s io n s

W hat the Trustees have presented is not all that bad when considering all the 
implications. Their p roposed language impacts the PFD and the general fund in very 
significant ways. Needless to say, this proposal goes much further than simply inflation- 
proofing the perm anent fund. In the resolution adopted by the Trustees last Decem ber, 
the legislature is urged to reject all other amendments affecting the section o f the 
constitution containing perm anent fund. This would appear to mean that they would 
reject all o ther proposals— creating a formidable roadblock for competing visions o f  the 
fund, thereby framing the debate on any “L ong-Term  Fiscal Plan”.
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F ro m : M ary Griswold < m grt@ xyz.net>
T o: Jim  Kelly <jkelly@ aIaskaperm fund.com >

C C : Joseph Balash <Joe_Balash@legis.state.ak.us>

A p r i l  26, 2001 

Hi J im ,

I  l i s t e n e d  to  y o u r  p r e s e n t a t i o n  a t  th e  SSTA co m m ittee  m e e tin g  t h i s  
a f t e r n o o n .  I  t h in k  you  made a good c a s e  f o r  SJR13. I  s ig n e d  up to  
t e s t i f y ,  b u t  i t  t u r n s  o u t  t h a t  T h e r r i a u l t  l o s t  th e  s l i p  o f  p a p e r  w i th  my 
name on i t .  H is  a id e  j u s t  c a l l e d  me to  a p o lo g iz e  and  l e t  me know t h a t  I  
can  t e s t i f y  n e x t  w eek.

I  am c o n c e rn e d  a b o u t one c o n c e p t  a s  you p r e s e n te d  i t .

I  th in k  i t  i s  d e c e p t iv e  o r  a t  l e a s t  c o n fu s in g  to  s a y  t h a t  th e  p r i n c i p a l  
w i l l  n o t  be  e ro d e d  w ith  a 5% p a y o u t w hich i s  f u r t h e r  l i m i t e d  to  th e  
incom e in  th e  e a r n in g s  r e s e r v e  a c c o u n t . I  a g re e  t h a t  th e  a c q u i r e d  
p r i n c i p a l  w i l l  n o t  be  e ro d e d , b u t  w hat we r e a l l y  e x p e c t  to  m a in ta in  i s  
th e  i n f l a t i o n - p r o o f e d  p r i n c i p a l ,  w hich  IS  s u b j e c t  to  e r o s io n  b e c a u s e  th e  
i n f l a t i o n - p r o o f i n g  d o l l a r s  a r e  i n s e p a r a b le  from  th e  o t h e r  d o l l a r s  i n  th e  
e a r n in g s  r e s e r v e  a c c o u n t .

E a r l i e r  in  t h i s  p r o c e s s ,  I  was c o n c e rn e d  t h a t  th e  p r i n c i p a l  was n o t  
t r u l y  i n f l a t i o n - p r o o f e d  i f  i t s  i n f l a t i o n - p r o o f i n g  d o l l a r s  w ere  l e f t  in  
th e  e a r n in g s  r e s e r v e  a c c o u n t .  I  w an ted  p e r i o d i c  t r a n s f e r s  from  th e  
e a r n in g s  r e s e r v e  to  th e  p r i n c i p a l  i n  t im e s  o f  p l e n t y  to  p r o t e c t  th e  
p r i n c i p a l  i n  l e a n e r  d a y s . However, b e c a u s e  o n ly  5% o f  th e  f u n d 's  m a rk e t 
v a lu e  may be a p p r o p r i a t e d  e a c h  y e a r ,  th e  p r i n c i p a l  i s  i n  f a c t  f u l l y  
i n f l a t i o n - p r o o f e d  a s  much a s  m a rk e t m odels p e r m it .  I  am w i l l i n g  to  
a c c e p t  th e  s m a ll  r i s k  th a c  th e  r e a l  v a lu e  o f  th e  p r i n c i p a l  o f  th e  
p e rm an en t fu n d  may be o c c a s io n a l ly  e ro d e d  in  a  p ro lo n g e d  down m a rk e t .
I  s t r e s s  t h a t  i t  i s  v e r y  im p o r ta n t  to  l i m i t  th e  p a y o u t t o  no m ore th a n  
5% to  make t h i s  an  a c c e p ta b le  r i s k .

R e g a rd in g  Tam ara C o o k 's  memo o f  F e b ru a ry  12, 2001, I  w ould  rem ove from  
th e  r e s o l u t i o n  a t  th e  end  o f  l i n e  7 to  l i n e  8 " th e  p r i n c i p a l  o f"  and 
add  to  th e  end  o f  th e  s e n te n c e  a t  l i n e  9 "and f o r  th e  p u rp o s e  p ro v id e d  
i n  ( b ) ,"  m ean ing  t h a t  a l l  fu n d s  i n  th e  p erm an en t fu n d  s h a l l  be u se d  o n ly  
to  make money and  to  p ro v id e  f o r  a  5% p a y o u t even  i f  t h i s  e ro d e s  th e  
v a lu e  o f  th e  p r i n c i p a l  (w hich  i s  v e r y  u n l i k e l y ) .

As I  m e n tio n e d  i n  an  e a r l i e r  e - m a i l ,  I  th in k  l i f e  w ould  be a l o t  s im p le r  
i f  we g o t r i d  o f  th e  e a r n in g s  r e s e r v e  i n  th e  s t a t u t e s  to  com plem ent th e  
c o n s t i t u t i o n a l  am endm ent. 80% ( a d ju s t a b le )  o f  th e  5% w ould  go to  
d iv id e n d s ,  20% ( a d ju s t a b l e )  w ould  go to  g o v ern m en t. The c o n s t i t u t i o n  
d o e s  n o t  r e c o g n iz e  th e  e a r n in g s  r e s e r v e  a c c o u n t .  I t  was c r e a t e d  by 
s t a t u t e  to  d i s t r i b u t e  incom e u n d e r  th e  c u r r e n t  sy s te m  b a s e d  on e a r n in g s ,  
b u t  i t  i s  n o t  n e c e s s a r y  o r  ev en  r e l e v a n t  f o r  POMV d i s t r i b u t i o n .  I t  can  
o n ly  c o n fu s e  p e o p le .  I  o f f e r e d  s t a t u t o r y  ch an g es  to  3 7 .1 3 .1 4 0  and  .145  
(a -e )  to  d e l e t e  i t  i n  B i l l  H u d so n 's  HB35.

I  p la n  to  p r e s e n t  some o f  t h i s  a t  n e x t  w e e k 's  co m m ittee  m e e tin g  i f  th e y  
rem em ber m e.

M a r y

1 of I 4/27/01 8:05 AM
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SJR 13

Subject: SJR13
Date: Wed, 25 Apr 2001 20:52:29 -0800 
F rom : Mary Griswold <mgrt@xyz.net>

To: Joseph Balash <Joe_Balash@legis.state.ak.u.s>

A p r i l  25, 2001

D ear S e n a to r  T h e r r i a u l t ,

Thank you f o r  s c h e d u l in g  a  h e a r in g  on SJR 13.

I  e n t h u s i a s t i c a l l y  s u p p o r t  im p o s in g  a  5 - y e a r  r o l l i n g  a v e ra g e  5% m a rk e t 
v a lu e  p a y o u t r e s t r i c t i o n  on th e  P erm an en t Fund.

The m ain  r e a s o n  I  s u p p o r t  t h i s  c o n s t i t u t i o n a l  amendment i s  t h a t  i t  
p r o v id e s  a  b e t t e r  money m anagem ent fram ew ork . POMV p a y o u t r e d u c e s  th e  
p r e s s u r e  t o  m anage th e  p e rm a n e n t fu nd  f o r  r e t u r n  o v e r  v a lu e .  M anaging 
f o r  v a lu e  i s  g e n e r a l l y  c o n s id e r e d  a b e t t e r  f i s c a l  a p p ro a c h . A 5% 
p a y o u t  i s  g e n e r a l l y  r e c o g n iz e d  by  l a r g e  endow m ents a s  th e  h ig h e s t  
s u s t a i n a b l e  p a y o u t ,  beyond  w hich  th e  r e a l  v a lu e  o f  a  fu n d  w ould  d im in is h  
o v e r  t im e .

A se c o n d a ry  b e n e f i t  i s  t h a t  t h i s  m eth o d o lo g y  w i l l  p ro v id e  a  r e a s o n a b le  
money s t r e a m  f o r  g o v ern m en t i f  th e  l e g i s l a t u r e  c h o o se s  to  u se  i t .  R ig h t 
now th e  money s i t t i n g  in  th e  e a r n in g s  r e s e r v e  a c c o u n t  i s  a v a i l a b l e  f o r  
l e g i s l a t i v e  a p p r o p r i a t i o n  f o r  p u rp o s e s  o th e r  th a n  d iv id e n d s ,  a l th o u g h  
th e  l e g i s l a t u r e  h a s  n o t  e v e r  s p e n t  i t .  T h e re  w i l l  be  .’■ore p r e s s u r e  i n  
th e  f u t u r e  f o r  t h e  l e g i s l a t u r e  t o  u se  t h i s  m oney. SJR 13 w i l l  l i m i t  th e  
am ount th e  l e g i s l a t u r e  ca n  u s e  to  a p r e d i c t a b l e  and  m od est am ount.

I t  i s  im p o r ta n t  t o  r e c o g n iz e  t h a t  o u r  d iv id e n d s  a r e  a s  much a s  th e y  a r e  
b e c a u s e  th e  l e g i s l a t u r e  made s p e c i a l  a p p r o p r i a t i o n s  from  th e  e a rn in g s  
r e s e r v e  a c c o u n t  to  th e  p r i n c i p a l  and  b e c a u s e  i t  d id  n o t  sp en d  th e  
e a r n in g s  a v a i l a b l e  to  i t .  Any u s e  o f  p erm an en t fu nd  earn ing .- f o r  
p u rp o s e s  o t h e r  th a n  d iv id e n d s  w i l l  d e c r e a s e  th e  v a lu e  o f  oui c h e c k s  
b e c a u s e  w h a te v e r  i s  s p e n t  w i l l  n o t  be  a v a i l a b l e  t o  e a rn  m o:e money. 
However, o u r  d iv id e n d s  c o u ld  b e  c u t  by much m ore u n d e r  th e  c u r r e n t  
p a y o u t sy s te m  th a n  u n d e r  POMV.

5 POMV p a y o u t com bined  w i th  a l l o c a t i n g  80% f o r  d iv id e n d s  and  20% f o r  
g ov ern m en t w ould  p r e s e r v e  th e  s t a t u s  quo d iv id e n d  fo rm u la  w ith  th e  
u n d e r s ta n d in g  t h a t  th e  20% t r a n s f e r  from  th e  fu nd  w i l l  re d u c e  th e  f u n d 's  
f u t u r e  incom e p ro d u c in g  p o t e n t i a l .

I  b e l i e v e  i t  i s  t im e  to  a l l o c a t e  some p e rm an en t fu n d  e a r n in g s  to  
gov ern m en t and  s e e  5 POMV p a y o u t a s  th e  b e s t  way to  do t h a t .  But m ost 
im p o r t a n t ly ,  I  s e e  5 POMV p a y o u t a s  a b e t t e r  money m anagem ent t o o l  w hich  
w i l l  k eep  th e  p e rm a n e n t fu n d  p e rm a n e n t f o r  f u t u r e  g e n e r a t i o n s .

Thank you f o r  y o u r  c o n s i d e r a t i o n .

Mary G risw o ld  
Homer

I oi l 4/26/01 8:12 AM

mailto:mgrt@xyz.net


The private benefit arguably represented by the dividend program continues to fall into a 
gray area in terms of public purpose. At one end of the spectrum are the approved 
disaster insurance programs. The IRS found a sufficient governmental purpose to help its 
citizens protect themselves against natural disasters in the wake of significant disasters 
with profound economic consequences for the state. The IRS may have been particularly 
persuaded by the suggestion that, absent such programs, the financial consequences 
would be borne more directly by the state. At the other end of the spectrum are the 
prepaid tuition programs, which the IRS characterized as private investment schemes 
wrapped in the stale’s cloak of tax exemption. It may be difficult to argue that the 
dividend program is more like the former than the latter.

It is an open question whether dividend payments to individuals outside the context of a 
higher education purpose (or some other “approved” governmental purpose) will suffice 
to satisfy the public purpose criterion.

Morrison & Foerster believe that as long as the income from the Fund clearly accrues to 
the State and no individual has a vested right in the income or assets )f the Fund, the 
income and assets are those of the state alone, and thus not subject to federal taxation.
How the state chooses to appropriate or spend its revenues should have no impact on this 
determination, except perhaps to further reinforce the argument that the investment 
activity is an integral part of the State and essential governmental function. And as long 
as the dividend program is implemented as a matter of legislative grace, M &F believe 
that it will be difficult for the IRS to argue that, having earned the income (investment 
being an appropriate public purpose and essential government function), it is not entirely 
within the discretion of the State to appropriate it as it sees fit, whether through 
legislative allocation or annual budget appropriations.

To the extent that the Fund, or some portion of it, becomes irreversibly dedicated to the 
benefit of private beneficiaries, or to the extent that the dividend program becomes an 
entitlement that is beyond the reach of government, then it becomes more like the prepaid 
tuition programs and is subject to potential challenge by the IRS as a private, rather than 
public investment activity.
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A uthority

C o rp o ra te  S ta tu s State Fund; 
managed by a 
public 
corporation

Public
Corporation

State Fund Public
Corporation

State Agency

Ownership of 
Assets

State Investors Reverts to the state 
upon termination

Reverts to the 
state upon 
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Transferred to 
the state upon 
termination

Contro l an< D om ination Investments 
dictated by law; 
LB&A Cmte has 
oversight

Independent of 
the State; 
decisions could 
not be
overridden by 
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Initial plan of 
operations 
subject to 
legislative 
review

Initial plan of 
operations 
approved by the 
legislature; 
amendments 
approved by the 
insurance 
commissioner

Board Make-up state officials 
and public 
members 
confirmed by the 
legislature

state officials state official and 
public members 
confirmed by 
the senate

state officials

Employees state employees Fund employees 
and contract 
advisors

Administered by 
a state agency

Employees 
subject to state 
civil servant 
requirements

S o u rc e  and D estination
Source State royalties 

and settlements
Participants nsrurers/Participan 

ts; some 
nonparticipant 
funds

Participants + 
additional state 
funds (mortgage 
recording fee)

Equivalent of 
state premium 
tax collections; 
some seed 
money; sale of 
fund premiums

Destination Currently, a 
matter of 
egislative grace

private
beneficiaries

revenues 
earmarked for the 
fund

'nsurers and the 
nsured

nsurers and the 
nsured

IR S  ruling none requested rejected exempt exempt exempt



I n t e g r a l  P a r t  T h e o r y

Federal taxation does not reach income earned by a state— or an integral part o f a state
• Congress may tax the income o f states— but must do so specifically
• Morrison &  Foerster (D.C. tax attorneys) contend this is the Fund’s strongest 

argument

What constitutes an integral part o f a state? Three essential elements are reviewed:
1. Corporate Status
2. State creation; control and domination; and declaration o f state purpose
3. Source and destination o f program funds

No single element is determinative in and o f itself.

IRS looks very closely whenever a private benefit is created. However, suffic ient indicia 
o f state control and public purpose can support integral part status, despite the existence 
o f significant private benefit.

There is nothing comparable to the Permanent Fund and its dividend program. The areas 
where a private benefit has caused the IRS to get concerned involved mechanisms where 
the individuals who paid into the entity (fund, corporation, agency) were the only 
recipients o f the private benefit. In our situation, the Fund comes only from royalties that 
the state already owns, plus some additional grants o f general fund dollars in the early 
1980s. Payments c f dividends to private individuals from income o f the fund does not 
seem to be sim ilar to any o f the other “ investment schemes” that the IRS required some 
public purpose to jus tify the private benefits in question.
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DRAFT
PERMANENT FUND___________________________________________
T h e r r i a u l t  t o  p u s h  a d d i n g  PFD t o  t r u s t e e s ’ P F  a m e n d m e n t
CT j H o u s e s t a t e  A ffa ir s  C h a ir  G e n e  T h e r r ia u lt  s a y s  h e  d o e s n ’t  b u y  t h e  a r g u m e n t  
t h a f m a k i n g  t h e  p e r m a n e n t  f u n d  d iv id e n d  p r o g r a m  a  p a r t  o f  th e  A la s k a  
C o n s t i t u t io n  w il l  t h r e a t e n  t h e  f u n d ’s  ta x  e x e m p t  s t a t u s ,  a n d  th e  N o r th  P o le  
s e n a t o r  s a y s  h e  w a n t s  to  m o v e  fo rw a rd  w ith  a n  in d e p e n d e n t  le g a l a n a ly s i s  o f  a  
p la n  to  a d d  t h e  d iv id e n d s  p r o v is io n  to  a  c o n s t i t u t io n a l  a m e n d m e n t  b e in g  p u s h e d  
b y  t r u s t e e s  o f  th e  A la s k a  P e r m a n e n t  F u n d  C o r p o r a tio n .

S J R  1 3 , t h e  t r u s t e e s ’ c o n s t i t u t io n a l  a m e n d m e n t  p r o p o s a l , w o u ld  r e q u ir e  a ll  
p e r m a n e n t  f u n d  in c o m e  to  b e  r e tu r n e d  to  th e  fu n d , a n d  l im it  a n n u a l  
a p p r o p r ia t io n s  fro m  t h e  f u n d  to  5  p e r c e n t  o f  t h e  f u n d ’s  m a r k e t  v a lu e , a  le v e l  
t r u s t e e s  s a y  w il l  e n s u r e  fu l l  in f la t io n -p r o o f in g . T h e r r ia u lt ’s  p la n  i s  to  a d d  
p r o v is io n s  m a n d a t in g  t h a t  a  c e r ta in  p e r c e n ta g e  o f  a n y  m o n e y  w ith d r a w n  fro m  th e  
fu n d  b e  p a id  a s  d iv id e n d s  d ir e c t ly  to  A la s k a  r e s id e n t s .  T h e  L e g is la tu r e  w o u ld  n o t  
b e  r e q u ir e d  to  p a y  d iv id e n d s  i f  n o  m o n e y  w a s  ta k e n  fro m  th e  fu n d .

A t a  M a r c h  2 1  h e a r in g  o n  S J R  1 3 , T h e r r ia u lt  p r o v id e d  m e m b e r s  w ith  c o p ie s  o f  
le g a l o p in io n s  p r e p a r e d  fo r  A P F C  b y  th e  n a t io n a l  la w  firm  o f  M o r r iso n  & F o e r s te r  
[s e e  L a w y e r s  s a y  f e d s  u n l i k e l y  t o  t a x  p e r m a n e n t  f u n d , ALASKA BUDGET REPORT, 
N o v e m b e r  4 ,  1 9 9 8 ] . H e n o te d  th a t  A P F C  w i t n e s s e s  c ite d  th e  o p in io n s  i r  F e b r u a r y  
a s  th e  b a s i s  fo r  th e ir  c o n c lu s io n  th a t  th e  fe d e r a l g o v e r n m e n t  w o u ld  l ik e ly  try'- to  ta x  
th e  f u n d ’s  e a r n in g s  i f  th e  d iv id e n d  p ro g ra m  w e r e  m a d e  a  p a r t  o f  th e  s t a t e  
C o n s t i t u t io n  [ s e e  A P F C  la w y e r  w a r n s  s e n a t o r s  a g a i n s t  p u t t i n g  d i v i d e n d  i n  
C o n s t i t u t i o n ,  ALASKA BUDGET REPORT, F e b r u a iy  2 7 ,  2 0 0 2 ] .  H e  a ls o

“I r e a d  t h r o u g h  th e m  a n d  I u n d e r s t a n d  th e  t r u s t e e ’s  c o n c e r n ,” s a id  T h e r r ia u lt .  
“T h e r e  i s  a  p o t e n t ia l  ta x  p r o b le m .” B u t  T h e r r ia u lt  s a id  h i s  r e a d in g  o f  th e  o p in io n s  
i s  s u g g e s t s  t h a t  th e r e  a r e  w a y s  to  m in im iz e  a n y  le g a l  r isk . H e a s k e d  J o e  B a la s h  o f  
h is  s t a f f  to  s u m m a r iz e  th e  le g a l i s s u e s .

B a la s h  s a id  C o n g r e s s  h a s  th e  r ig h t  to  ta x  th e  in c o m e  o f  s t a t e s ,  b u t  m u s t  
s p e c if ic a l ly  e x e r c is e  t h i s  r ig h t , a n d  h a s  s o  fa r  n o t  d o n e  s o .  B a s e d  o n  t h i s  d o c tr in e ,  
c o u r t s  h a v e  g e n e r a l ly  h e ld  t h a t  a c t iv it ie s  a n d  f u n d s  th a t  a r e  a n  “in te g r a l  p a r t” o f  a  
s t a t e  g o v e r n m e n t  a r e  e x e m p t  fro m  ta x a t io n . T h e  q u e s t io n  t h e n  b e c o m e s :  Is  th e  
in s t i t u t io n  b e in g  c o n s id e r e d  fo r  ta x a t io n  a n  in te g r a l  :rt o f  a  s t a t e ?  T h r e e  fa c to r s  
a r e  c o n s id e r e d :

• L e g a l s t a t u s ,  w h e t h e r  in c o r p o r a te d  a s  p a r t  o f  a  s t a t e  o r  s e p a r a te ly ,

• T h e  d e g r e e  o f  s t a t e  c o n tr o l  o r  d o m in a t io n  o f  th e  in s t i t u t io n ,  a n d

• T h e  s o u r c e  a n d  d e s t in a t io n  o f  th e  m o n e y  o r  o th e r  a s s e t s  o f  in s t i t u t io n .



N o s in g le  e le m e n t  i s  d e te r m in a t iv e  o n  i t s  o w n , B a la s h  s a id ,  b u t  a p p ly in g  th e  
t e s t s  to  t h e  p e r m a n e n t  fu n d  d o e s n ’t  s u g g e s t  v u ln e r a b il ity  to  fe d e r a l  ta x a t io n , e v e n  
a s s u m in g  a  c o n s t i t u t io n a l  r e q u ir e m e n t  t h a t  d iv id e n d s  s h a r e  in  a n y  p a y o u t .

T h e  A la s k a  P e r m a n e n t  F u n d  C o r p o r a t io n  i s  a  s t a t e - o w n e d  c o r p o r a t io n  w ith  a  
s e p a r a t e  le g a l  e x i s t e n c e ,  b u t  i t ’s  o ff ic e r s  a r e  a l l  s t a t e  e m p lo y e e s .  M o reo v er , t h e  
c o r p o r a t io n  d o e s n ’t  o w n  t h e  fu n d :  it  r e m a in s  t h e  p r o p e r ty  o f  t h e  s t a t e  g o v e r n m e n t ,  
a  p o in t  t h e  A P F C  h a s  e m p h a s iz e d  in  i t s  r e c e n t  a n n u a l  r e p o r ts . T h e  “le g a l  s t a t u s ” 
p r o v id e s  a  s t r o n g  a r g u m e n t  fo r  e x e m p t io n .

O n  t h e  i s s u e  o f  “c o n tr o l  o r  d o m in a t io n ” B a la s h  s a id  th e r e  i s  n o  q u e s t io n  t h a t  
th e  fu n d  i s  u n d e r  t h e  s t a t e ’s  p o w e r  a n d  c o m m a n d . A P F C  is  n o t  a l lo w e d  to  s p e n d  
m o n e y  e x c e p t  a s  th e  L e g is la tu r e  a p p r o p r ia te s , a n d  th e  L e g is la t iv e  B u d g e t  a n d  
A u d it  C o m m it te e  h a s  s t a t u t o i y  le g is la t iv e  o v e r s ig h t  o f  i t s  a c t iv it ie s .  S t a t e  la w , 
B a la s h  n o t e d ,  d e f in e s  w h a t  k in d  o f  in v e s t m e n t s  a r e  p e r m is s ib le  a n d  th e  
d is t r ib u t io n  o f  t h e  p r o c e e d s .

B a la s h  s a id  t h e  I n te r n a l R e v e n u e  S e r v ic e  h a s  in c r e a s in g ly  f o c u s e d  o n  t h e  l a s t  
te s t :  w h e r e  t h e  m o n e y  c o m e s  fro m , a n d  w h e r e  i t  g o e s .  P e r m a n e n t  f u n d  d iv id e n d  
p a y m e n t s  c o u ld  e a s i ly  b e  c o n s id e r e d  a  p r iv a te  b e n e f it ,  a  fa c to r  t h a t  w o u ld  t e n d  to  
c o n c e r n  th e  IR S , b u t  m o n e y  c o m in g  in to  t h e  fu n d  c le a r ly  i s  n o t  fro m  p r iv a te  
s o u r c e s ,  in d ic a t in g  t h a t  th e  a r r a n g e m e n t  w o u ld  b e  o f  l e s s  c o n c e r n  to  t h e  IR S . “It is  
o n ly  in d iv id u a ls  in v e s t in g  th e ir  m o n e y , t h e n  e a r n in g  a  [ ta x -s h e lte r e d ]  r e tu r n , a n d  
t h e n  g e t t in g  a  b e n e f i t  b a c k  t h a t  r e a lly  c a u s e d  th e  c o n c e r n  to  th e  IRS."

B a la s h  p a in t e d  a  fa r  d if fe r e n t  p ic tu r e  t h a n  t h e  c o m m it t e e  r e c e iv e d  fr o m  A P F C  
o ff ic ia ls . S p e a k in g  to  th e  c o m m it t e e  o n  F e b r u a r y  2 1 ,  J u n e a u  a t to r n e y  R o n  
L o r e n s e n , u n d e r  c o n t r a c t  to  a s s i s t  t h e  fu n d , s a id  t h a t  c r e a t in g  a  p r iv a te  in t e r e s t  in  
t h e  fu n d , s u c h  a s  m a k m g  d iv id e n d s  m a n d a to r y , w o u ld  m a k e  th e  e n t ir e  fu n d  
ta x a b le . “It’s  n o t  w o r th  r isk in g ."  E v e n  i f  o n ly  “a  l i t t le ” o f  t h e  f u n d ’s  e a r n in g s  w e r e  
d e d ic a te d  to  d iv id e n d s , “it  a ll  b e c o m e s  s u s c e p t ib le  a s  s o o n  a s  th e  L e g is la tu r e  g iv e s  
u p  c o n tr o l  o v e r  a n y  p o r t io n  o f  i t .”

C it in g  le g a l  a d v ic e  fro m  L o r e n s e n  a n d  th e  n a t io n a l  la w  fir m  o f  M o r r is o n  & 
F o e r s te r , A P F C  E x e c u t iv e  D ir e c to r  R o b e r t  S to r e r  s a id  a t  th e  F e b r u a r y  h e a r in g  th a t  
th e  c o r p o r a t io n  o p p o s e s  a  c o n s t i t u t io n a l  a m e n d m e n t  g u a r a n t e e in g  th e  d iv id e n d .

T h e r r ia u lt  m a d e  it  c le a r  a t  t h e  M a r c h  2 1  h e a r in g  th a t  h e  h a s  r e a c h e d  a  
d iffe r e n t  c o n c lu s io n ,  a n d  t h a t  h i s  a p p r o a c h  to  p u t t in g  th e  d iv id e n d s  in to  th e  
C o n s t i t u t io n — a s  a  f ix e d  p e r c e n ta g e  o f  a n y  m o n e y  th e  L e g is la tu r e  d e c id e s  to  u s e  
fro m  th e  fu n d — w o u ld  n o t  m a n d a t e  a n  a n n u a l  d iv id e n d  a s  s o m e  e a r lie r  p r o p o s a ls  
[s e e  O g a n  P F  d i v id e n d  a m e n d m e n t  m o v e s  d e s p i t e  t a x  w o r r y , A l a sk a  B u dg et  
REPORT, A p r il 1 2 , 2 0 0 0 ,  a n d  T r u s t e e s ’ a m e n d m e n t  s p a w n s  c o n f u s i o n ,  M a y  2 , 
2 0 0 1 ] .

“U n d e r  d ie  p r o p o s e d  p e r c e n t  o f  m a r k e t  v a lu e  m e th o d o lo g y  [a s  p r o p o s e d  b y  t h e  
t r u s t e e s ] ,  i f  (h e r e  is  to  b e  a  d r a w  fro m  th e  p e r m a n e n t  fu n d , it  m u s t  b e  l im ite d  to  5  
p e r c e n t . T h a t 's  p e r m is s iv e — it  d o e s n 't  d ic ta te  t h a t  y o u  h a v e  to  ta k e  a  d r a w .”
M a k in g  t h e  d iv id e n d s  a  f ix e d  p e r c e n ta g e  o f  a n y  d r a w  d o e s n ’t  fo r c e  th e  L e g is la tu r e  
to  ta k e  a n y  m o n e y  o u t  o f  t h e  fu n d . H e  c la im e d  t h a t  th e  o p t io n  w o u ld  a lw a y s  o p e n

p a g e  2  / ©  C A P IT A L  IN FO RM ATIO N  G f .o u p , 2 0 0 2  / C o p y in g  a n d  e le c t ro n ic  re p ro d u c tio n  

s tr ic t ly  p ro h ib ite d  e x c e p t  b y  w ritte n  l ic e n s e .



fo r  o th e r  u s e s  o f  a n y  m o n e y  le f t  in  th e  fu n d  b e c a u s e  c i t iz e n s  c o u ld  a lw a y s  c h a n g e  
th e  A la s k a  C o n s t i tu t io n .

T h e r r ia u lt  s a id  h e  i s  c o m fo r ta b le  n o w  t h a t  th e  s t a t e  w o u ld  p r e v a il  i f  th e  
d iv id e n d  p r o g r a m  w e r e  l in k e d  to  th e  p e r c e n ta g e -o f -m a r k e t -v a lu e  (POM V) lim it  
b e in g  p u s h e d  b y  th e  A P F C ’s  t r u s t e e s ,  a n d  a s s u m in g  th a t  th e  L e g is la tu r e  w o u ld  
h a v e  fu ll-d isc i'e t io n -to .s e L th e _  a m o u n t  o f  th e  d ra w , u p  to  P O M V  lim it .

“It i s  a lm o s t  a  s ia m - d u n k  in  o u r  fa vo r^ ’ h e  s a id , c it in g  r e c e n t  IR S  r u l in g s  o n  
^ th ertc ixab lt lLy o f  d is a s T e r fn n d s '  e s t a b l i s h e d  b y  H a w a ii, F lo r id a  a n d  C a lifo r n ia .  

“W h e n 'y o u  c o m p a r e  w ith  t h e s e  d i s a s t e r  fu n d s ,  w e ’v e  g o t  a  lo t  s t r o n g e r  c a se ."

T h e r r ia u lt  s a id  th e  s t a t e  a lr e a d y  is  u s in g  s o m e  p e r m a n e n t  fu n d  e a r n in g 's  fo r  
s t a t e  g o v e r n m e n t  f u n c t io n s ,  a n d  p r e s u m a b ly  w o u ld  c o n t in u e  to  d o  s o ,  e v e n  i f  
d iv id e n d s  w e r e  c o n s t i t u t io n a l ly  m a n d a te d  a s  a  s h a r e  o f  a n y  m o n e y  d r a w n  fr o m  th e  
fu n d . H e  s a id  th a t  a ls o  s t r e n g t h e n s  th e  s t a t e ’s  c a s e .

S o  w h a t  i s  th e  n e x t  s t e p  fo r  S J R  1 3 ?

“I w a n te d  to  h a v e  t h is  d i s c u s s io n  to  b r in g  y o u  u p  to  s p e e d , g iv e  y o u  m y  
in te r p r e ta t io n , g iv e  y o u  a n  o p p o r tu n ity  to  d ig e s t  it, a n d  s e e  i f  y o u  c o m e  to  th e  
s a m e  c o n c lu s io n ,"  T h e r r ia u lt  s a id , in d ic a t in g  th a t  h e  h o p e s  t h e  c o m m it t e e  w ill  
ta k e  s o m e  f in a l  a c t io n  o n  S J R  13  s o m e t im e  in  th e  n e x t  tw o  w e e k s ."

T h e r r ia u lt  n o te d  t h a t  t h e  p o s s ib i l i t y  o f  ta k in g  a  h o l id a y  fro m  in f la t io n -p r o o f in g  
i s  u n d e r  d i s c u s s i o n  in  t h e  H o u s e . “I’m  n o t  s u r e  th a t  th e  S e n a t e  w o u ld  e v e r  a g r e e  
to  n o t  in f la t io n -p r o o f in g , ta lc in g  a  h o l id a y  fro m  in f la t io n  p r o o f in g , o r  t a k in g  a  7  o r  
8  p e r c e n t  d r a w  fro m  t h e  o v e r a ll v a lu e  o f  t h e  f u n d .”

S o u r c e s  s a y  T h e r r ia u lt  w ill  b r in g  th e  m a t te r  u p  in  th e  S e n a t e  M a jo r ity  C a u c u s  
to  b e  h e ld  A S K  L O R E N  W H E N ?? .

O n  M a r c h  2 2  in  th e  H o u s e ,  th e  d a y  a fte r  t h e  S e n a t e  h e a r in g . D e m o c r a t  H a r iy  
C ra w fo rd , j o in e d  b y  D e m o c r a t  E r ic  C roft, in tr o d u c e d  a  c o n s t i t u t io n a l  a m e n d m e n t  
r e s o lu t io n  t h a t  e m b o d ie s  th e  T h e r r ia u lt  p r o p o s a l . S p o n s o r  s u b s t i t u t e  fo r  H J R  1 4  
w o u ld  e s t a b l i s h  t h e  P O M V  s c h e m e  a s  p r o p o s e d  b y  th e  A P F C  t r u s t e e s ,  b u t  r e q u ir e  
th a t  “A t l e a s t  f ifty  p e r c e n t  o f  th e  a m o u n t  a p p r o p r ia te d  ... d u r in g  a  f i s c a l  y e a r  s h a l l  
b e  u s e d  d u r in g  t h a t  s a m e  f is c a l  y e a r  fo r  a  p r o g r a m  o f  d iv id e n d  p a y m e n t s  to  s t a t e  
r e s id e n t s  e s t a b l i s h e d  b y  la w .”

T h e  C r a w fo r d -C r o ft  r e s o lu t io n  c o n t a in s  a  r e p e a le r  p r o v is io n  t h a t  w o u ld  w ip e  
o u t  th e  d iv id e n d  m a n d a t e  i f  th e  c o u r t s  g iv e  a  f in a l j u d g m e n t  t h a t  th e  fu n d  is  
s u b j e c t  to  fe d e r a l t a x e s .  A s  o r ig in a lly  in t r o d u c e s  la s t  y e a r , C r a w fo r d ’s  H J R  1 4  
w o u ld  h a v e  r e s t r u c tu r e d  th e  c o n s t i t u t io n a l  b u d g e t  r e s e iv e .

A S K  C R A W F O R D  W H E R E  H E  G O T  T H E  ID EA .
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B y  O vernight D elivery

M r. Jam es L. Baldw in 
A ssistan t A ttorney General 
A laska D epartm ent o f  Law 
Civil D ivision 
P.O . B ox  110300 
Juneau, A K  99811*0300

Re: A laska Perm anent fond Coiporation 

D ear Jim :

You have requested an update o f  the R eport (“Report “) that w e provided to the 
A laska Perm anent Fund Corporation (“A PFC ”) approxim ately 10 years ago, regarding 
the  question whether th e  Fund and A PFC are subject to federal taxation. I have 
review ed the cases and rulings that have been issued since 1988, as w ell as the statutory 
am endm ents m ade to  T itle 37, chapter 13 o f  the A laska Statutes, A ttorney General 
opinions, and the recent annual reports. This letter sum marizes and  discusses the legal 
developm ents relating to  the central legal argum ents addressed In  our previous report. 
W e assum e for purposes o f  this letter that the factual description o f  the A laska 
Perm anent Fund (“ Fund") and the A PFC  contained in the Report ait: still applicable, 
apart from  the legislative am endm ents which substituted references to  the fimd for 
references to the A PFC, and other changes discussed below at page 32.

I. Executive Summary
A s before, we believe that there are three prim ary argum ents supporting the 

position  that the incom e o f  the Fund and the A PFC  are not subject to federal taxation.

First, it m ight be argued that the constitutional doctrine o f  im plied immunity o f  
state instrum entalities from federal taxation applies. A s w c concluded before, this 
doctrine has been so narrowly construed that it offers only questionable protection. The 
few  legal developm ents under this doctrine have only  reinforced our previous 
conclusion.
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