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TOPIC OUT LINE 

I. Evolution of Pension Fund Asset Managernent in the United States 

a. histo .ry 
cur rent state of the a rt ... 

trends in force - l"·t~ .. .._.<...0-l1wP <t.-----,r~ 
b. 
c. 

II. Elerncmts of. Asset Man;:-.gement Function 

a . adrni11istration ~ . . · · .. 

~Jlanning W17'f ~? .. ~tc~l - fJo j. '"? · j{V>1
• t-lr~ 

Lnv es tment m Vi1ctgemcnt • ( 
b. 
c. 

Ill. Po i ce ivcd Na tu re of Ala ska ' s Pl'obl ern 

a. organizational issues 

l. c ontL·ol/ responsibility 
2. e stablishment of policy 
3. interfacing with management unit 

b. investment policy issues 

l. inflows - expe ctations/deviations 
2. pattern after inflows 
3 . risk tol e ranc es 

c. o perating issues 

1. 
2. 

s tructut·c 
large pool of assot.s 



IV. Major Structure Options 
v.5 

u.·. multt-managcr approacl1 

Requirements 

1. 
2. 

central administrative staf. 
purchased services 

policy setting consultation 
perforn-1ance n1casurcment 
managet· selection service 
m.o~.ey management 

Advantagi::s 

1. 
.., .. 
3; 

low overhead 
flexibility to change structure 
competition between managers 

Disadvantages 

1. vet·y high service cost 
2. complex administration 
3. central staff c dtical 

b. internal management 

Requirements 

scrvkc 

l. tot al investment management company staff (sans marketing) 

Advantages 

1. relatively l ow cost (econo111ies of scale} 
2. und9r control of Ala ska boa rd 
3. most responslve to State' 11 needs 

Disadvantages 

L. little fle x ibility 
2. difficult to match capability to assc'l base 
3. remoteness from capita l mnt'l<.ut s lf ba sed in 1\laska 



contract organiz~tion 

Requirements 

1. one fime search 
2. designation of liaison· responsibilities in State 

~dvantages 

1. responsive to Alaska - integrated 
2. capability growth matche d to needs 
3. flexib~e to change sti;ucture 
4. no commit:t:ccl ovcl'head 

Disadvantages 

1. cost hi~her than i.nte1·nal option 
2. no direct competition (competition through com.parison 

with objective measures) 
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December l, 1977 

Mr. Billy Berrier 
Direc t . .ir of Division of Legal Services 
Legislative Affairs A genc y 
Pouch Y - State Capital 
J uneau, Alaska 99801 

Dea r .Bi.11: 

I tclt! ph1.rned iny coni.ments to Ken Vasser on t he PoweJ·s a11d Duties secti.0 n 
of the '.'.'od-: Draft P a per dated Novt:ffibt: .r 14, 197 7 \\hi.ch y•.JU gave me at our 
meetings in Anchorage . Thi s l e tter i s to confit·n1 t he se r ccomn1endl cl changes 
to you. A mark<;!d-up copy i s a ttached. 

I belie 1c that we had ngt·ecd i.n Alaska tha.1· th e "prudent perso1111 rule 
given in 37 . 13 . 130 (a) would be a1te t·ed to assnrl! t-h <.. t the stanclarrl o[ m casurcm1.;11;. 
woulu be the "p rud ent exper t", i.e . how large pools of si.milal"ly uric ntcd c J. p ital 
arc managed, rath er t haa how the i nclivi.dnal invc~to r manages hi s/nc 1· r101ey. 
Giv en that c hange i s rnadc , I 0Ce1· the (n llowin g ;;pecific :-; ,1 b g t:slNI change ~ to 
subsequent: a~cti.o n s . 

1. .1:-'ngc 8 , Section (I>) , L in c.: 1'1 . Dl'lcle 111·ype :1 nd mat u1· Ly o[ invcs t.nH.: 11t::. 
in" ancl <tdd to th-.! e nd o( the :;cnll'111.: · Lhe (o ; lowing : '' by t nJc:: <., ( Sl!CU­

d.Ly , within t ype of sec ul'i ty a nti w tth r es p l.! c:L~ ~enµ ·~il)Ji), .. ,~~/'tdbution . 
Th \~ hoa l'rl s hall t t'-Om Uni .. t o . tim g 1 .,ta.b.li ::;h ov~@~.::_cs fo I' 
Lhc di.ve r sificatio n of the .1M;ct::i o( the Pcrrn:1flc11 t F'u1Hl 11 • 

Comment: the way that l ine hac: bc lrn wdttcn c ould be ~ 0 11 st 1· 1h.: d to 
ou to just invcstin • in debt sccut·ities , :.. inc l.! cqtuly 

securi ties do not rnvc a m a t t11· ity of invc8trnr·n t . Thr! rh:rngr' d:lri ­
fics t hi s a nd as s ures t hat cliVl!r s ificallon will be morl! .omplc:tc . 
I.i'u t·the'rmore, i.l explicitlr r-.:q tn:·e;~ t he boa r d to assLn1 1(: the vct·y 
im portc\nl ' 'policy- mak ing ' fu nctior1, i. c. sdti. n·~ the o ve r all mix 
o f assets . Thi s. coupled v.." ith lill! t o1a.l rotu rn obj ·c t VI.! set ' c;l·Lh 
in 37.1 3 . 020 and \,;O upl ccl w tlh the " p1·udcn l l.!. ' t>crt:" on ~ tra in t, 

should p r ovi<l ~ a niechani:m1 lv ma t 1.: h lhc ai:, s 'l mix LO the f\.. nd's 
ne eds i"I!\ .: und i ti,)n !l l'Volv " 

Fiil1•ll ly l11f or1 111l l1111.1l l11v1•,1iw1111 l\ l1111.111111nun1. Im .. 
112 1)11vnn~hh11S1r1•1• 1 , 11 u,1 1111. ~ 1.1 ~s IJ S .. \ . 02 1nn 
(h 17) llfl·O.l :IO Tulc•l)'l>l' l I tl·J.! l ·IM I I 'f'ulc\ ll-1 ·0:! I ic 



December 1, 

Page 8 , Section (e) , Line 21. Between the words 1.'per s ons 11 and 
''to", insert ·11to reconin1end or." . 

Comm.ent: there may be a time which the board would p·refer to 
contract with a party to provide advice on the manage~nent of the 
funds . rather than to assume full disc reti.01rnry managem.ent. This 
woi·cllng a .llows t·h em that Clcxlb ilit:y and it ;)l~o di((u1· c n.ti;:it u:-; bc•­
twecn t'hu adviso r y and <li.scrcl'innnry m:1 n:1~\'l1\1•nt t'11ndi ~in::, tlwr,· ~ · 

by assuring that the latter is perm.i.tted. 

3. Page 8, Section (£), Line 27 . Delete "llsted on a recogniz e d 
s tock excha1~ge 11 • 

Comm ent: leaving the requil'ement to r estrict investments to 
· nios'e issues listed on exchanges could preclude the fund from 
investing in s ub~tantial organizations, s u c:h as ban ks, which do 
not list. Since the boa .r ~I is constrained un.cl cr the prudent e xpert 
rule , thc1·e should be no further need to r estdct'th crn to listed 
securities . 

4 . Page 8, ScctLon ((), .Linc: 29. Dclet0. "or in which defo1.Llt is 
imminent t:o princ ipal or intel'est at t:h e time of in vcs t·mcnt 11

• 

Comm e nt: this is no n-opc 1"1t ional s ince Lhe p1:udcnt cxpct· I: 
would obviously try not to inve s t: in scc ul'iti.es about to go illto 
dcfoult . Th e worcli.ng n :-:1 it is could allow h inr1:5ight litigation tn 
t he event: some holding doc s go into d efault. 

5 . Page 9, Section (b), Lin e 2 . Chan,ge woL·cl "stocks'' to "s c cudtico" 
if yu\.1L i.nlent l i; t:o preclude all parli.clpat lun in a p;:irt~i c u b 1· in ­
dustry 0 1· altet·natlvely c hnn gc word ' 'stocks" to 11 s t:oc k s and c on­
ve1·tiblc lssu<:: s 11 i( you l' intent is t0 preclude equity p~utlclpnti.on 

in a pa1·tic11lar indusb'y. 

Comrn ent : my uncl <'L' Sla nclin g ls that you wt s h Lo as1.n1ro divcl'si­
Clcatlon o( the. invcstmenls of the f und Crom the r evenue source 
of the fond. C~1006ing frorn th e: above alternative s will exclude 
c ithc r il whole inchtstl·y OJ: just t h e equity, cornponcnt, h ow eve t ' 
you dcsl L' e . 1.·~ccp in mind, however, th::it debt· i. ssu cu 1· c~pond 

Lo rnaturlty, q ufllit:y <ind othe r factol' s ge t'JYHlnc to tht: i ss ue, 
l'Othci· t:han t o th o industry. My 1·ccomm c.: nda lion i.s to just: 
c.:xclud c the equity pu.l'tic ipalion . 
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6. Page 9, Section (£), LinP. ?.. Cha.nge "n1ining company" to 
' 'company whose primary business is the exploration or develop­
ment of oil or gas", or "company whose primai·y business is the 
extracti·on of gold " , or whatever combination of industries you 
desii·e . 

Comn1ent: restricting investments from snch a broad caf·egoi:y 
as rnining con1panies could· preclude investments i,n Jnany S l'C\l­

dti l.!S which inay h'1\'l.l sm<1ll 111ining opt•r:1h(>n~. ~·->r in:-it·:)1w~· . 

virtually e\~ety steel cornprU\}r dol.l:; ·som0 niin ing. Whil\! you 
may want to add or delete ce r tain industri e o to the above t·ecoff1-
mendati.on, the general principle is l:o be a s narrow and spr cific 
as possible in your exclusions . 

7 . Page 9, Section (f) , Linc 3. Delete the wo1·d "private" . 

Comment: the word 11pdvat c' 1 could be misleading in th C' senae 
that c:ompanics like the one I work fo r , for instance, is <A privately 
held corpot·ation, with no stock sold lo the public. U.S. Steel, on 
the other hand, woulcl be consid e red to be a publicly held corpora­
lion. Fur t:hct', then: may come a cloy in which t he fund may want 
to buy stock in quasi-govc rnrne nt co1·poralion s such a ::; Co1r1sat:, 
whi.ch could not be c ons id c rc<l privat e in <1n y ca se. Deleting the 
word 11priv'alc 11 take:; away this ambiguity. 

8 . Page 9 , Section ((), L inc 1 . D ·lute 'all after the w01·d "which" · 
lhrc u gh to the sernl colon on lbw 7 a 11d subs t itute "il:l nol p<1ying 
dividends on thn.t: stock in cn.:;h a t the tim e of pu1·chasc 11 • 

Cormnent: my unrlcrst::lncling ls that th\) only real r cqui r ~ment: 

you ha ve i s tha t ea ch s <·cu rll y rnu st· be iii c orr c p rorl u d 11 g . The: 
way t:he :;cntence now i·cads the corpo ration c ould be paytng 
dividends on a.nether s ecurity, bu t not: on lbe on e being purchased 
in the fund . Also, by deleting lhe Llmc and yield requirement, 
you al'e providing the boa rd the fl c·dbility to stn1ctu1· c.: the port­
foli o a s the y ~JC l' fil to achieve the o bj ective s , again within the · 
prudent cx pc rl rul...: . 



Mr. Billy Berrier December ·l, 1977 

9. Page 9, Section (f), Line 7. Delete all after t:he sl'!mic::olon 
through to line 11. 

Com1nent: this provision could be cons id er ed ambiguous in the 
sense that an interest payment' could have been defaulted, but 
then made up at a later date. It seems to me that the pr'udent 
exper't 1·ule should be. sufficient fo1· the board to ;act in deciding 
whether or not a particular bond is qualiCied for p~rch1sc. 

10. Page 9. Secti.on (f), Linc 11. Delete the last sentence . 

Com1nent: this constraint could be very restrictive as capital 
markets and/or fund ·i-equi.rements change . Substitut ing the 
policy function Ln section (b) should preclude the necessity of 
establishing specific c:onstraints . 

Bill, I think y·ou have d?·afted a (inc piece of legislation, and one which 
should serve the people of the State o( Alaska well. You may recall in my 
testimony that I emphasi zed the following points: 

1. Investment managc::ment is a profession. Whether yon develop 
investrnenl capabiJH.y internally or hir e outside finns to do your 
invcsling, it is impol'tant: that the actual investment op ':! t'ations be 
carried out by investment p t'Ofcs s i onals . 

t. . The investment: pt·ofcssi.onnls should be able to n et: as independently 
ns possible from s pu1· i0u s pollti.cnl considel'atlons , . hdr only 
a.llcglenc e b c il!g to the c ffc c ti.vc rrrnnitgcrncnt o( the assets . They 
especially tihould not be subj c.:c t to tu1·novur with chan~i.ng po litical 
administr ations. 

3. The boa rd should be high ~cvcl and should cons ider thl.!mselvos 
llable, in every sense of the word, for the prud pnt n1anagement 
of the assets to a chieve thc ,stateu o bj ective . They should delegate 
the actual operations bul l'etaln the policy function . They should 
be able to hi l' c 01· cont t·acl sepal'alc staff Ol' se r vices lo indepen ­
dently eva lua t·e the pl'ofcss ionals 1 invc s trne nl o.nd ope t·ational 
po r [o rn1a nc c . 

Given the above, ancl th e- c ha n ges i· e commendcd fo r the Powers and Duties 
Redlon, )' OU ahould have an eHecltv c mr.chani.sm Lo inve s t thl· assets in a n 
optlmum way as the fund and capi.t;d markct n cvnlvu . 



Mr . Billy Berrier December 1, 1977 

I hopt this has been of help, and it certainly has been a pleasure to 
work with you and your colleagues in Alaska. Please let me know if there 
is anything else we ~an do for you. 

TBM:del 
Enclosure 

cc: v-Mr. Clark Gruening 
Special Committee on the Alaska 

Permanent Fund 
528W. 5th, Suite270 
Anchorage, Alaska 9950 l 

Yours very truly·, 
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Mr. Clark Gruening 
.3eldcn Daniels - Harvard 

THE FIDELITY ORGANIZATION 

Mr. Roger' Clifton. President - FMH Investment Management Sl!rvice. Inc • . 
Mr. Terrence B . Magrath. Vice President - Fid~lit 'y Int.c rnational 

Manage1ncnt. Inc. 

TOPIC OUTLINE 

I. Evoluti on of Pension F .und A sset Manage~ent in the United States 

a. history 
b • 
c. 

cur rent state of th e a rt 
trends in forc e 

II. Elements of Asset Managernent Function 

a. administration 
b. planning 
c. inve stn1cnt mana gcrnent 

III. Perceived Nature of Alaska's Problem 

a . organizational issues 

l. control/ responsibility 
2. establishment of policy 
3. i.ntcrfacing with management unit 

b. investment polic~r i ssues 

l. inflows - expectations/deviations 
2. pattern aft e r inflows 
3. risk tolerances 

c. o perating i ssues 

1. sci ecting a ssct m t1_nagemc nt strudu r u 
2. spe c ial problcm A o(' running large po~1J of a StiClti 



Major Structure Options 

a. 

Rcquiren1ents 

1. central administrative staff 
2. purcl1ased servi:ces 

. policy setting con.sultation 
per(ornrnncc n1cas\1r,c1ncnt Sl"'rvkc 
tnanag~r selection service 
rnoney n1anageme.n.t 

Advantages 

1. low overhead 
2. flexibility to change structure 
3. competition between rn(lnagers 

Disadvantages . 

1. very high service cost 
2. complex acirninistration 
3. central staf~ criticn l 

b. internal management 

Re quit· crncnts 

1. total investm e nt management company staff (sans marketing) 

Advantage s 

1. relatively low cost (economietJ or scal e) 
2. undt!r control o( Alaska bco .t· cJ 
3 . most res pons ivc to State's need s 

Dlsadvanldge:; 

l ; little flexibility 
2. cli.((icult to rnatch capo.billty to \tsset base 
3. remoteness from capital mn.l'l<:ct s If based ln Alaska 



.. . . . .., .. 
contract orgamzatlon.:.:: ·. 

. 1,. : : • • 

Requiren1ents 

1. 
2. 

Advantages 

.. . .. 

1. · responsive to Alaska - integrated 
2. ·capability growth matched to needs 
3. · flexible to change s tructure 
4. no committl d overhead · 

Disadvantages 

1. cost higher tha n internal option 
?· no dit:ect .competition (competition through comparison 

with objective measures) 

.. 

I ' 



FMR INVESTMENT · 
MANAGEMENT SERVICE, INC. 

PENSION FUND MANAGEMENT 

FIDELITY MANAGEMENT 
& RESEARCH COMPANY 

WfUAL PUHt> MANAGEMENT 

FIDELITY ~NTEP.NATIONAL 

INVESTMENT MANAGEMENT, lNC. 

INTERNATIONAL l!~'"','ESTMEf\'T 

PORTFOLIO MANACJ:MEl'·rr 

FMR SERVICE CO. FIDELITY VENTURE 
ASSOCIATES 

COMPt.rrlR AND 
ACCOU?frl.NQ SUPJ'ORT 

VENTURE CAPITAL 
ASSET MANAGEMENT 



FIDELITY WORLD PENSION TRUST 
100 * ALLOCATION OF INVESTMENTS BY COUNTRY 
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FMR INVESTMENT · 
MANAGEMENT SERVICE. INC. 

PENSION FUND MANAOllGNT 

FMR 

FIDELITY MANAGEMENT 
& RESEARCH COMPANY 

MUTUAL rtnm MAHAGllGNT 

FIDELITY INTERNATIONAI4 
INVESTMENT MANAGEMENT, INC. 

lNTERNATlOl'IU lNV&sTNENT 
l'ORTFOUO MANAGEMENT 

FMR SERVICE CO. FIDELITY VENTURE 
ASSOCIATES 

COM.PtrrlR AND 
ACCOUNTING SUPPORT 

VENTURI CAPITAL 
ASSET MANAQIMENT 




