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"Shapins the Future of the Permanent FunJ”

September 3u, 1981

In the fall of 1976, the people of Alaska made the first great chanse in their fiscal affairs, creating the 
Permanent Fund. This set aside 25% of the oil royalties and related income of the State (about 11 % of all 
oil receipts) and the Legislature can set aside more from year to year, as it added S900 miilion in 1930 
and S1.8 billion in 1981.

In truth, the Permanent Fund began chiefly with a "negative" goal, to place a part oi one-time oil 
wealth beyond the reach of day-to-day government spending. During these past five years, Alaskans 
have taken jp the work of defining the "positive” goals of the Permanent Fund. The first results of that 
effort were in 1980, prescribing the independent management of the Fund and setting out a cautious 
list of investments and providing dividends for the public from the earnings of the Fund. This effort of 
defining positive goals continues.

For our part, we, your trustees, are convening a series of seminars to explore the possible futures of 
the Permanent Fund and the best ways to attain then. Meeting jointly with a select legislative delega­
tion, we have asked the counsel of economists and other financial specialists, of major Alaskan in­
terests, and of the general public.

We have been guided by the conviction that shaping the future of the Permanent Fund must tie done 
in the light of all the oil revenues. Otherwise, there is the danger the Permanent Fund will duplicate or 
work against other State actions instead of complement them. Accordingly, w e have brought into one 
public forum the issues that surround budget growth, the loan and capital programs, the equity of how 
the oil money is being d iv id ed-and  the Permanent Fund. This is described in this Annual Report.

We are in the midst of preparing recommendations for the opening of the next legislative session. 
Already, I believe, there is a growing sense of which questions are the key ones: What is the fundamen­
tal purpose of the Fund (high quality savings, some kind of development program, or both if they are 
not in conflict); given a fundamental purpose, what is the proper size of the Fund and what ad­
justments in the management structure and the Jiai. oi authorized investments may be necessary, 
especially to protect the income and capital of the fund from surging inflation; how much income 
could be used for what purposes and with how much equity?

The Permanent Fund is unique in being created by the people themselves and not only for the pre­
sent generation. Shaping its future is not to be done by your Trustees alone or by any one group, We 
ask for the help of all our fellow Alaskans.

Sincerely,

Elmer Rasmuson 
Chairman of the Trustees
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THE YEAR IN REVIEW

Actions of the Trustees
The six Trustees appointed as the first board of the newly created Alaska Permanent Fund 
Corporation were faced with a series of critical decisions in several areas: (1) organization 
and management; (2) establishment ui investment guidelines; (3) review of \'he current pro­
visions of law; and (4) examination of issues crucial to the future of the Fund.

Organization and Management

Under the provisions of the Permanent Fund Act, the Irustees were given the freedom to 
elect all officers of the board and to reevaluate those decisions on an annual basis. Af. 
their first annual meeting, the Trustees elected Elmer Rasmuson as Chairman, Thcmas 
Williams as \/iCv--Chairman, and Deputy Commissioner of Revenue Peter Bushre, who had 
been chosen Acting Executive Director, as Secretary-Treasurer. The Chairman and Vice 
Chairman were reelected at the second annual meeting, with Peter McDowell elected 
Secretary and Mr. Bushre as Treasurer.

Among other management decisions during the hrst year were the selection of Attorney 
General Wilson Cordon as general counsel, the appointment of the Department of 
Revenue as agent for the corporation to continue managing the Fund at the Trustees' 
direction, taking formal action to transfer the Permanent Fund to the Alaska Permanent 
Fund Corporation by the end of calendar year 1980, selectmg Price Waterhouse & Co. as 
the Fund's auditors, selecting Trustees’ staff, and making decisions regarding the develop­
ment of a separate entity for management of the Fund.

A paper on organization and management by Trustee Peter McDowell served as a focus in 
the Trustees' d.scussion of moving to separate or "independent" status as provided for 
by law. There was a consensus among the Trustees in examining the legislative history that 
although they were not legally bound to develop a separate corporate entity, there 
existed a public and legislative preference for their doing so. The Chairman appointed a 
subcommittee to identify the factors involved in implementing this intent, to develop a 
time line for effecting the move and to determine staffing requirements.

Investments

The Permanent Fund Act provides what is generally considered a very nairow range of 
permissible investments. Faced with an unpredictable and wildly fluctuating money 
market, the Trustees have followed a conservative investment strategy, directing the Fund 
managers in the Department of Revenue to emphasize short term money market in­
struments in the Permanent Fund's portfolio. Initial direction to the managers was to con­
sider four years as the outer perimeter of acceptable investment with greater emphasis to 
be placed on two year maturities. As the year continued, the Trustees urged progressive­
ly shorter maturities, so that by the end of the fiscal year, the average weighted life of 
marketable securities in the Fund was one year one month. Since June 30, 191/1, all 
marketable investments in the Fund have been limited to maturities of three months and 
snorter duration.

The Trustees adopted a plan to place 5% of the Find in instate fed"*':!./ guaranteed 
mortgages for owner-occupied one-to-four unit dwellings. A r>i*~ place 5% ol the Fund 
m m-state banks in the form of time certificates of deposit with maturities established in 
one year increments, funds to be rebicJ at maturity, was also adopted



Review of Current Provisions

Early in the year, in a paper entitled "Thoughts of the Chairman", Mr. Rasmuson observed 
that the narrow range of allowable investments in the current law prevents the Trustees 
from providing an effective hedge against inflation. He called for consideration of 
modifications in the Fund legislation to allow investments which would offset inflation, 
and he also identified the need to coordinate any examination of the Fund, which 
automatically receives only about 11% of the state’s oil wealth, with plans for the remain­
ing 90% of the revenues. This approach was endorsed by the Trustees, who further 
agreed that the task of shaping the Fund must be a continuing process and that if the 
Fund is to have a stabilizing role in the Alaskan economy, any changes must be made 
with careful deliberation.

Subsequently, a special legislative panel was appointed to work with the Trustees. Ap­
pointments were made both by Senator Sturgulewski, Chairwoman of the Legislative 
Budget and Audit Committee, which has statutory oversight responsibility for the Perma­
nent Fund, and by the presiding officers of the Legislature. A series of seminar/work ses­
sions was scheduled and the Trustees and legislators are meeting regularly to examine the 
issues and discuss recommendations.

Examination of Issues

A consensus has emerged as to the questions which must be addressed and on which 
recommendations ought to be made.

Assuming the fundamental role of the Fund to be provision of high quality savings, with 
both present and future residents enjoying the income, is there also a possible develop­
ment role and is that role desirable? What are the risks of concentrating investments 
within a single state? Is the present investment list adequate and, if not, would it be pru­
dent to diversify into other asset classes such as equities, real estate or foreign assets? 
What are similar institutions doing in this regard? Given the fact that the principal and in­
come of the Fund will be eroded by inflation, should some provision be made to pay out 
only "rear’ or inflation-adjusted income rather than all income? Should an objective rate 
of return over the rate of inflation be set as an overall performance measurement goal 
(i.e., 2% over the rate of inflation)? What management changes may be needed (such as 
composition of the board, size of internal staff)? What legal constraints must be con­
sidered in making recommendations? And, finally, what is the proper sire of the Fund? 
This last question turns on how the income may be used. Several proposals for the use of 
income have been advanced; distribution to residents, covering some part of future state 
budgets, and endowing central programs in the budget, such as education, housing, or 
local grants, are some of the possibilities.

Guest speakers of national repute have been featured at the series of seminars. Broad 
questions of state spending and distribution of oil wealth were dealt with by Professor 
Don Gordon of City University of New York, Katherine Peden, a private industrial develop­
ment consultant, Nobel laureate Kenneth Arrow from Stanford, Professor Maxwell Fry of 
University of California at Irvine, and Professor Richard Coffman of University of Idaho. 
George Russell of the Frank Russell Company, Robert Greeley, manager of corporate in­
vestments at Hewlett Packard, and Sam Nakagama of Kidder, Peabody & Co., specifically 
addressed investment strategy.

To obtain more detailed information on investment and management questions, represen­
tatives of the Permanent Fund, Treasury Division, the L' gislative Budget and Audit Commit­
tee and the Attorney General's office had a series of neetings with prominent New York 
financial houses, reports were filed upon their return.
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Meetings and Information

Four regular meetings and two special meetings were held during fiscal year 1981 and 
two meetings have been held thus far in fiscal year 1982. Dates and places are noted 
below. Summary minutes are available for all meetings. In addition, a compilation of 
papers presented by guest speakers, together with an executive summary, will be made 
available to the Legislature in January. Copies of that report will be furnished upon re­
quest to any interested groups or individuals.

Regular Meetings

September 12, 1980 — Juneau 
November 21, 1980 — Juneau 
March 20, 1981 — Juneau 
June 30,1981 — Anchorage 
September 10 & 11, 1981 — Juneau

Special Meetings

January 9, 1981 -  Juneau 
May 8, 1981 — Juneau 
August 20, 1981 — Fairbanks

Future meetings are scheduled for October 22 and 23 in Anchorage, December 3 in 
Juneau, and at a date unceitain in January in Juneau. The public is always encouraged to 
attend meetings and is given an opportunity to address agenda items.
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FUND PERFORMANCE DURING FY 1981
(July 1, 1980—June 30, 1981)



Investment Strategy
Fiscal year 1981 was a period characterized by extreme volatility in financial and capital 
markets. As measured by the accepted bond indices, the first and third quarters of 
calendar year 1980 were the worst two in fifty years, while the second quarter was the 
best ever recorded. Declining interest rates in the second quarter encourased both con­
sumers and corporate borrowers to resume their earlier spending atterns. As a result the 
economy experienced the shortest recession on record-three months—and then bounc­
ed back to produce extraordinary growth in early 1981 before weakening in the second 
quarter of 1981. While inflation has abated recently, there is nothing substantive to in- 
dt. '/>: that this improvement is anything more than a temporary phenomenon. Wage 
demands continue strong and there has been no improvement in productivity.

Fund investments during FY 81 were concentrated in two year and shorter maturities, with 
investments in progressively shorter maturities as the year advanced and the economic 
climate remained unpredictable. By micl-June, 90.7% of the Fund portfolio matured within 
two years, 66.9% within one year, and 49.8% within six months. On June 30, 1981, the 

j average weighted life of marketable securities was one year one month as compared to
three years one month on the same date in 1980.

Performance Versus Goals

AS 37.1c.170 requires that the annual report include a comparison of corporation perfor­
mance with the goals outlined in AS 37.13.020. These goals are: (1) conservation of a por­
tion o' the state's mineral resource revenues to benefit all generanons of Alaskans; (2) 
maintain safety of principal while maximizing total return; (3) management of Fund as a 
savings device to allow maximum use of disposable income for purposes defined by law.

Through the regular contributions required by the constitutional amendment and by the 
Permanent Fund Act, plus the special appropriation of 5900 million made during the 1980 
legislative session, the Permanent Fund grew from 5483,208,000 on June 30, 1980, to
51,827,299,000 on June 30, 1981.

line realized rate of return on Fund investments has climbed steadily and was 16.0% as of 
une 30, 1981. The net realized gain on transactions retained in the Fund's principal during 
seal year 1981 is 5219,388. AH principal contributions have been retained in the Fund's 
>alance, and disbursement of income earned has been limited to cash amounts received.

ne Permanent Fund Dividend Plan is the only provision currently in law for the use of 
disp usable income. According to the constitutionai amendment which created the Perma­
nent Fund, all disposable income of the Fund is transferred to the General Fund and is 
available for expenditure by the Legislature, unless otherwise provided by law. The 
statutory provision for payment of dividends in proportion to duration of Alaska 
residence has been challenged. The Alaska Supreme Court decision upholding the divi­
dend distribution plan is presently under review by the U.S. Supreme Court; a decision is 
expected sometime in early 1982.

Audil:

The Fund was audited by Price Waterhouse & Co., independent public accountants, for 
the 1981 fiscal year. The auditors expressed an unqualified opinion as to Statements of 
Net Assets, Investment Income and Changes in Ne: Assets.
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Cumulative Balances

■  Historical Cumulative Balance
■  Projected Cumulative Balance

15 — ,

1970 1980 1982 1984 1986 1988 1990

Fiscal Years

Fund Balance________________________________________________
During the 1981 legislative session, a special appropriation of $1.8 billion was made to the 
Permanent Fund under the provisions of Chapter 61, Session Laws of Alaska 1981. With 
the addition of that amount plus regular contributions, the Fund is projected to be 
$4,273,900,000 on June 30, 1982.
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Economic Outlook and Investment Strategy

The central concern in the development of any coherent investment stratesy is the will­
ingness of the U.S. government to come to grips with inflation and the nature of policies 
proposed to bring it under control. The Administration's budget cutting and tax cut vic­
tories along with it* defense program have raised a number of significant concerns within 
the investment community. There is a growing realization that the U.S. Treasury and 
federal agencies will continue to make heavy demands on the credit markets for the re­
mainder of this year and 1982. The Treasury's early estimate of $42.5 billion deficit for 
federal fiscal year 1982 is proving to be unrealistic, and a number of private analysts are 
projecting a deficit in the $70 to $80 billion range. The Administration is currently 
searching for new areas to cut spending, but any search will likely involve some extremely 
difficult political struggles.

Fixed Income Total Returns
(Revised Sept. 1981)

■  Rotting 90 D.iy Treasury Bills 

H I  S year Treasury Notes 

H  30-year Treasury Bonds

Annualized Returns 
Over the Period 

1973-1981

on Day Bills 
S Year Notes 
.10 Year Bonds

85v% 
664% 
0 77%

1974 1*77 . / /B  1*77*7 1*7)11



Alaska Permanent Fund

Realized rates of return, income, and portfolio balances 
for the fiscal years ended June 30, 1981, 1980, 1979, & 1978

Fiscal Year Fiscal Year Fiscal Year Fiscal Year 
1981 1980 1979 1978

Realized rates of 
return (based on
accrued income) 16.00% 11.29% 8.24%  7.53%

investment income 
(inducing amounts 
earned but not rec’d.
by year end) $ 149,867,000 $ 32,426,923 $ 7,967,131 $ 1,791,000

Case earnings 
received transferred
to general fund $ 54,931,481 $ 23,675 ,560 $ 5 702,926 $ 900,434

Average portfolio
balance $ 936,243,000 $287,255 ,000 $ 96 ,700 ,000 $ 23,800 ,000

Marketable securities
on June 30, at cost $1 ,846,491 ,000 $493,427,071 $137,783 ,958 $ 54,387 ,000

Marketable securities
on June 30, at market $1,795 ,730 ,000 $493,444 ,000 $136,140 ,000 $ 52 ,300,000

1 here appears to be a growing perception in the financial markets that a strict monetarist
monetary policy and supply-side oriented fiscal policy are not entirely mutually compati­
ble. Those advocating most strongly the supply side fiscal policy are already beginning to 
contend that high interest rates are suppressing economic growth, pushing the federal 
budget further out of balance and jeopardizing the tax cut's chance of success. The Federal
Reserve Bank, on the other hand, is undoubtedly concerned that a significant easing in in­
terest rates would start another inflationary surge in pent up consumer demand tor hous­
ing and automobiles. These concerns are also no doubt comoounded by fears that this 
surge could be reinforced by the administration's three year tax cut and a planned surge 
in de, ->nse spending. Fixed income investors seem to sense that eventually one 
philosophy will have to be deemphasized.

Given the volatility of the economy and interest rates, a conservative investment strategy 
emphasizing short term investments appears best suited to providing high rates of return 
while at the same time minimizing the tisks of capital depreciation. Until such time as fiscal 
and monetary policies are brought into a more harmonious relationship, interest rates are 
likely to remain highly volatile.

13



ALASKA PERMANENT FUND Corporation
Financial Statements 
June 30, 1981

Ir ic ehtcriiousc&Ca

15



ra t e r h o u s e & C a

101 WEST BENSON BOULEVARD 
ANCHORAGE.ALASKA 99503  
907 -279 -1424

Ausust 13, 1981

To the Board of Trustees 
Alaska Permanent Fund Corporation

In our opinion, the accompanyins statements of net assets, of investment income and of chanses 
in net assets present fairly the financial position of the Alaska Permanent Fund Corporation at June 
30, 1981 and its investment income and changes in net assets for the year then ended, in conformi­
ty with generally accepted accounting principles applied on a basis consistent with that of the 
oreceding year. Our examination of these statements was made in accordance with generally 
accepted auditing standards and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances, including at June 
30, 1981 confirmation of securities owned by correspondence with the custodians. The financial 
statements of the Alaska Permanent Fund Corporation for the year ended June 30, 1980 were 
examined by other independent accountants, whose report dated August 29, 1980 expressed an 
unqualified opinion on those statements.

Price Waterhouse & Co.
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ALASKA PERMANENT FUND Corporation
Statement of Net Assets

June 30

1981 1980

Cash in Savings Account $ 43,000 S 39,000

Contributions receivab(e from the State General Fund 92,000 34,000

Interest Receivable 26,925,000 9,377,000

Loans and Mortgages 1,086,000

investment Securities, at cost 
U.S. Treasury notes and bonds 
Bankers acceptances 
U.S. Treasury bills 
Certificates of deposit 
Corporate bonds 
Federal agency notes
Securities purchased under agreements to resell

670.771.000
537.715.000
466.615.000
137.600.000

13.487.000
13.004.000 

7,300,000
1,846,492,000

303.964.000
23.510.000
20.583.000

111.879.000
13.487.000
13.004.000 

7,000,000
493.427.000

Amounts due to the State General Fund (47,339,000) (19,669,000)

Net Assets *1,827/299,000 $483,208,00$

See accompanying notes to financial statements



ALASKA PERMANENT FUND Corporation
Statement of Changes in Net Assets

Year Ended June 30

1981 1980

Assets Were Provided By:
Investment income $ 149,867,000 $ 32,427,000
Contribution from the State of Alaska General Fund 900,000,000
Royalties and other State receipts _______ 385,128,000  344,396,000

Total assets provided 1,434,995, )00 376,823,000

Transfers of investment income to State of Alaska 
General Fund

Increase in net assets

Increase (Decrease) in Components of 
Net Assets:

Cash in savings account
Contributions receivable
Interest receivable
Loans and mortgages
U.S. Treasury notes and bonds
Certificates of deposit
Bankers acceptances
U.S. Treasury bills
Federal agency notes and bonds
Securities purchased under agreements to resell
Commercial paper
Amounts due to the State General Fund

See accompanying

(90,904,000 (32,161,000)

$1/344,091,000 $344,662,000

$ 4,000 5 8,000
58,000 (205,000)

17,548,000 5,936,000
1,086,000

366,807,000 231,530,000
25,721,000 106,865,000

514,205,000 (4,843,000)
446,032,000 20,583,000

5,008,000
300,000 6,500,000

(10,000,000)
(27,670,000) (17,720,000)

$1,344,091,000 $344,662,000

to financial statements
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A LASKA PERMANENT FUND Corporation
Statement of Investment Income

Year Ended June 30

1981 1980

Interest Income:
U.S. Treasury notes and bonds $ 61,279,000 $13,060,000
U.S. Treasury bills 32,229,000 808,000
Bankers acceptances 28,115,000 5,251,000
Certificates of deposit 22,636,000 10,130,000
Securities purchased under agreements to resell 1,950,000 306,000
Corporate bonds 1,140,000 1,140,000
Federal Agency notes and bonds 1,082,000 1,069,000
Commercial paper 1,062,000 387,000
Other interest income 120,000

Savings account 35,000 10,000
149,648,000 32,161,000

Net securities gains 219,000 266,000

Investment income $149,867,000 $32,437,000

See accompanying notes to financial statements



ALASKA PERMANENT FUND Corporation
Notes to Financial Statements

Note 1 — Authorization
The State of Alaska Constitution was amended by voter approval ir: 1976 to provide 
for the sesresation of certain mineral lease rentals, bonus* s, royalt:es, royalty sale 
proceeds and federal mineral revenue sharins payments re:eived by the State for 
the use and benefit of present and future residents.

Distributable income from the Corporation is defined by statute and further clarified 
by administrative regulation to be the lesser of the latest fiscal year’s income or the 
average annual current income calculated using a simple average of the last five years 
or the number of years in existence if less than five after adjustment for capita! gains 
and losses.

AN of the Corporation’s investment securities are held by a commercial lending insti­
tution pursuant to a custodial agreement, except for certain certificates of deposit 
purchased from Alaska banks.

Note 2 — Summary of Significant Accounting Policies:
The accounting and reporting policies of the Alaska Permanent Fund Corporation 
conform to generally accepted accounting principles. The more significant account­
ing policies are as follows:

Interest Income
Interest income on loans is accrued monthly as earned.

Interest income on investments is shown net of amortization of premium and accre­
tion of discount.

Investment Securities
Investment securities are carried at cost adjusted for amortization of premium and 
accretion of discount. Investment securities are expected to be held to maturity and, 
therefore, will be fully realized.

'Gains or losses on the sale o' securities are determined on a specific identification 
basis.

Provision for Loan losses
The provision for loan losses is determined from specific evaluation of delinquencies 
and would be charged directly to operations in the period that the loss exposure 
becomes known. At June 30, 1981 no provision has been made since no losses are 
presently anticipated.
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Note 3 — Marketable Securities:
The cost and estimated market value of investment securities at June 30, were as 
follows:

1981 1980

Cost Market Cost Market

U.S. Treasury notes & bonds 5 670,771,000 S 633,501,000 $303,964,000 $304,967,000
Bankers acceptances 537,715,000 536,411,000 $3,510,000 23,692,000
U.S. Treasury bills 466,615,000 464,330,000 20 583,000 20,924,000
Certificates of deposit 137,600,000 134,120,000 111,879,000 113,899,000
Corporate bonds 13,487,000 8,135,000 13,487,000 10,753,000
Federal Agency notes 13,004,000 10,642,000 13,004,000 12,209,000
Securities purchased under
agreements to resell 7,300,000 7,300,000 7,000,000 7,000,000

$1,846,492,000 $1,794,439,000 $493,427,000 $493,444,000

Note 4 — General Fund Contribution:
For the year ended June 30, 1981, the State of Alaska Legislature appropriated 
$900,000,000 to the Corporation from the General Fund. For the year ended June 30, 
1982, the Legislature appropriated an additional $1,800,000,000 to the Corporation 
from the General Fund of which at least $1,400,000,000 is to be contributed prior to 
June 30, 1982.

Note 5 — Administrative Expenses (Unaudited):
Administrative and other expenses are paid by the State of Alaska General Fund ana 
are not included in the accompanying statements. The related budget and actual ex­
penses for 1981 and budgeted expenses only for 1982 for operations of the Perma­
nent Fund Corporation are as follows (unaudited):

1981 1982
Budget

$206,800
Actual

$165,000
Budget

$450,500



Photographs courtesy of the Division of Economic Enterprises 
Department of Commerce and Economic Development.

Legislative Committee of Oversight

Legislative Budget and Audit Committee 
Senator Arliss Sturgulewski, Chairwoman

Special Legislative Liaison Committee

Senator Arliss Sturgulewski, Chairwoman
Senator Patrick Rodey
Senator Vic Fischer
Senator Bob Mulcahy
Senator Ed Dankworth
ReTn'entative Al Adams
Rr ?ntative Hugh Malone
Lo, • cfltative Boo Bettisworth
Representative Oral Freeman
Representative Sam Cotten
Representative Ernie Haugen
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Cross inferences. — For provisions 
concerning application to the Department 
of Revenue for permanent fund dividends

for 1979, see editor’s note following the 
chapter analysis to AS 43.23.010 — 
43.23.100.

Sec. 43.23.030. A m ount o f  dividend. By December 1 of each year 
the commissioner shall give public notice of the value of each perma­
nent fund dividend to be paid in the following year. The commissioner 
shall determine the value of a permanent fund dividend by

(1) determining the amount o f income o f the Alaska permanent fund 
transferred to the dividend fund under AS 43.23.050(b) in the current 
year, less the amount, if  any, to be repaid in the current year to the 
general fund under AS 43.23.050(c);

(2) determining the number o f permanent fund dividends paid 
during the current year; and

(3) dividing the amount determined in (1) of this section by the 
amount determined in (2) of this section. (§ 2 ch 21 SLA 1980)

Editor’s notes. — For 1979 the value of 
a permanent fund dividend is $50. See § 3,

ch. 21, SLA 1S80, in the 1980 Temporary 
and Special Acts and Resolves.

NOTES TO DECISIONS

Chapter is constitutional. — See notes 
under same catchline following chapter 
analysis.

Stated in Williams v. Zobel, Sup. Ct. 
Op. No. 2201 (File No. 5400), 619 P.2d 448 
(1980).

Sec. 43.23.040. Penalties and enforcem ent, (a) In addition to any 
criminal penalties imposed by state law, if an individual is convicted 
of unsworn falsification for a statement made in a certification of 
residency made for purposes o f AS 43.23.010 — 43.23.100, and the 
conviction is not reversed, that individual is not, and may never 
become, eligible for a permanent fund dividend, and he forfeits all 
permanent fund dividends paid to him.

(b) If the commissioner determines that a permanent fund dividend 
should not have been claimed by or paid to an individual, he may use 
any collection procedures or remedies available under AS 43.05.010 — 
43.80.040 to recover the payment of a permanent fund dividend which 
was improperly made. (§, 2 ch 21 SLA 1980)

Sec. 43.23.050. D ividend fund established, (a) The dividend fund 
is established as a separate fund in the state treasury. The dividend 
fund shall be administered by the commissioner and may be invested 
by the commissioner in the same manner provided for the investment 
of the Alaska pormrnent fund under AS 37.13.120. Money in the divi­
dend fund and any interest earned from investment of money in the 
dividend fund shall be used to pay permanent fund dividends annually 
and to repay loans from the general fund as provided m (c) of this 
section.
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§ 43.23.060 A l a s k a  S t a t u t e s  S u p p l e m e n t § 43.23.070

(b) Each year the commissioner shall transfer to the dividend fund 
50 percent o f the income of the Alaska permanent fund which was 
earned during the fiscal year ending on June 30 of the preceding year 
and which is available for distribution under AS 37.13.140.

(c) The legislature may annually appropriate money from the gen­
eral band to the dividend fund if there is not enough money in the 
dividend fund to pay each eligible individual an annual permanent 
fund dividend valued at $50. One-fifth o f the amount transferred to the 
dividend fund each year under (b) of this section shall be annually 
withdrawn from the dividend fund by the commissioner and deposited 
in the general fund to repay appropriations made under this subsec­
tion. (§ 2 ch 21 SLA 1980)

Cross references. — For provisions for 1979, see editor's note following the
concerning application to the Department chapter analysis to AS 43.23.010 —
of Revenue for permanent fund dividends 43.23.100.

NOTES TO DECISIONS

Chapter Is constitutional. — See notes Stated in Williams v. Zobel. Sup. Ct.
under same catchline following chapter Op. No. 2201 (File No. 5400), 619 P.2d 448
analysis. (1980).

Sec. 43.23.060. Duties o f  the department. The department shall
(1) by the 10th day of each regular legislative session, present a 

request to the legislature for on appropriation from the general fund to 
the dividend fund to satisfy the requirements of AS 43.23.050;

(2) annually pay permanent fund dividends from the dividend fund;
(3) adopt regulations under the Administrative Procedure Act (AS 

44.62.010 — 44.62.650) which establish procedures and time limits for 
claiming a permanent fund dividend; the department shall set the time 
limit for applications for permanent fund dividends so that sin­
gle-payment permanent fund dividends for a year are paid before 
October 15 of the following year ~nri so that installment-payment 
permanent fund dividends for a ' oegin by October 15 of the follow­
ing year; and

(4) assiBt residents of rural areas who because of language, illness, 
old age, or inaccessibility to public transportation need assistance to 
establish eligibility and to apply for permanent fund dividends. (§ 2 ch

* 21 SLA 1980)

Sec. 43.23.070. Exem ption o f  perm anent fund dividends, (a) An 
eligible individual may assign, pledge, or encumber not more than 50 
percent of the annual permanent fund dividends which are due and 
payable or which may become due and payable to the individual.

(b) Fifty percent of the annuul permanent fund dividends payable to 
an individual is exempt from levy, execution, garnishment, attach­
ment, and any other remedy for the collection of a debt.
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M a r c h  16, 1 9 8 2

S e n a t o r  B o b  M u l c a h y  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 811

D e a r  S e n a t o r  M u l c a h y :

A s  a f o l l o w  u p  to o u r  d i s c u s s i o n  o n  M a r c h  12, 1982, w i t h  
r e g a r d  to t h e  P e r m a n e n t  F u n d ,  it is h o p e d  t h a t  t h i s  l e t t e r  
c a n  b e  e n t e r e d  into t h e  r e c o r d .

T h e  p u r p o s e  of th i s  l e t t e r  is to i n s u r e  t h a t  if the P e r m a n e n t  
F u n d  is a l l o w e d  to i n v e s t  in E q u i t i e s  and Bonds, th a t  as 
l o n g  as A l a s k a n  B r o k e r a g e  h o u s e s  c a n  b e  c o m p e t i t i v e  t h a t  
t h e y  s h o u l d  be p e r m i t t e d  to p a r t i c i p a t e  in the p u r c h a s e  a n d  
s a l e  of S e c u r i t i e s .

A ] a s k a  h a s  f o u r  m a j o r  b r o k e r a g e  h o u s e s  at p r e s e n t ,  all w i t h  
w o r l d  w i d e  o f f i c e s  a n d  m a j o r  i n s t i t u t i o n a l  t r a d i n g  d e p a r t­
m e n t s  in N e w  Y o r k  and San F r a n c i s c o .

I w o u x d  l i k e  to be k e p t  a d v i s e d  o f  o u r  r e q u e s t  and if 
n e c e s s a r y  I w o u l d  li k e  the c o n s i d e r a t i o n  to  i n t r o d u c e  L e g i s­
la t i o n  to  p r o t e c t  t h e  A l a s k a n  B r o k e r s  w h o  are t a x p a y e r s  a n d  
r e s i d e n t s .

D L W / d m



March 17, 1902

DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

DIVISIOM OF INSURANCE

P t D U C H  D

J O J N E A  U. A L A S K A  9 9 8 1 1  

V t H O N E :  4 6 5 - 2 5 1 5

Honorable Bob Mulcahy 

Alaska State Senate 

Pouch V

Juneau, Alaska 99811

Dear Senator Mulcahy:

Re: CS SB 684 Informational Request

In insurance language "Capital" is invested money by in­

vestors that is not encumbered.

"Surplus" is added funds accumulated over a period of tiime. 

These funds are not encumbered.

"Capital" and "Surplus" are for the benefit of all polfrcy- 

holders should the need arise for their use.

"Reserves" in insurance language is the amount of money'
set aside for known losses or losses incurred but not rceport?d.

"Reserves" in insurance language is encumbered money.

Director

K C M / U 3 / 1 2

cc: Charles R. Webber, Commissioner

OR-M11 LH
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M E M O R A N D U M M a y  14, 1981

SUBJECT:

TO:

FROM:

C o n f i r m a t i o n  of a p p o i n t e e s  of the b o a r d  o: 
trustee s of the A l a s k a  P e r m e n a n t  F u n d

Senator A r l i s s  S t u r g u l e w s k i

J o h n  B. C h e n o w e £ h 4  
L e g i s l a t i v e  Q ^ u n j ^ S ^

Y o u  h a v e  d i r e c t e d  my attention, to two p r o v i s i o n s  r e l a t i n g  to 
l e g i s l a t i v e  r e v i e w  and c o n f i r m a t i o n  of the m e m b e r s  of t h e  
b o a r d  of truste es of the A l a s k a  P e r m a n e n t  Fund:

The L e g i s l a t i v e  B u d g e t  ai d A u d i t  C o m m i t t e e  has  t h e  
p o w e r  to:

* * *

(9) h o l d  p u b l i c  h e a r i n g s  on the c o n f i r m a t i o n  of 
the m e m b e r s  of the B o a r d  of T r u s t e e s  o f  the A l a s k a  
P e r m a n e n t  Fund C o r p o r a t i o n  . . .

AS 2 1 . 2 0 . 2 0 1 ( a ) .

T h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  s h a l l

(1) r eport to the l e g i s l a t u r e  its r e c o m m e n d a t i o n s  
reljiting to the c o n f i r m a t i o n  o f  a p p o i n t e e s  to t h e  B o a r d  

• of T r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  . .

AS 2 4 . 2 0 . 2 0 6 .  You h a v e  i n q u i r e d  as to "the r i g h t  of t h e  
l e g i s l a t u r e  to h o l d  c o n f i r m a t i o n  h e a r i n g s  for a p p o i n t e e s  to 
t h e  p e r m a n e n t  fund b o a r d  of t r u s t e e s " .

L e g i s l a t i v e  c o n f i r m a t i o n  on t h e s e  a p p o i n t e e s  m a y  n o t  
c o n s t i t u t i o n a l l y  b e  r e q u i r e d .  T h e  d e c i s i o n  in B r a d n e r  v. 
H a m m o n d , 553 P . 2d 1 (1976), c o n t a i n s  the m o s t  p e r t i n e n t  
d i s c u s s i o n  of the u n d e r l y i n g  r e aso n:



ss S t u r g u l e w s V

"In A l a s k a  S t a t e - O p e r a t e d  S chool S y s t e m  v. M u e l l e r , 5 3 6  
P. 2d 99~ 103 (Alaska 19 75), we o b s e r v e d  t h a t  1 [ t J h o s e  
w h o  w r o t e  our c o n s t i t u t i o n  f o l l o w e d  the t r a d i t i o n a l  
f r a m e w o r k  of A m e r i c a n  g o v e r n m e n t .  The g o v e r n m e n t a l  
a u t h o r i t y  of the S t a t e  of A l a s k a  was d i s t r i b u t e d  a m n g  
the thr ee b r a n c h e s ,  the e x e c u t i v e ,  the l e g i s l a t i v e ,  a n d  
the j u d i c i a l 1. A n a l y z i n g  this t r i p a r t i t e  f o r m  of 
g o v e r n m e n t  p r o v i d e d  for Alaska, this c o u r t  c o n c l u d e d ,  
i n  P u b l i c  D e f e n d e r  A g e n c y  v. S u p e r i o r  C ourt, T h i r d  
J u d i c i a l  D i s t r i c t , 3 3 4  P . 2d 9 4 f, 950 ( A l a s k a  1975). 
t h a t  . . .  it c a n  b e  f a i r l y  i m p l i e d  that t h i s  s t a t e  
does r e c o g n i z e  the s e p a r a t i o n  of p o w e r s  d o c t r i n e .

•k * ★

"A p r o b l e m  i n h e r e n t  in a p p l y i n g  the d o c t r i n e  of 
' s e p a r a t i o n  of powers' s t e m s  f r o m  the f a c t  t h a t  the 
d o c t r i n e  is d e s c r i p t i v e  of o n l y  one f a c e t  o f  A m e r i c a n  
g o v e r n m e n t .  T h e  c o m p l e m e n t a r y  d o c t r i n e  of c h e c k s  a n d  
b a l a n c e s  m u s t  of n e c e s s i t y  be c o n s i d e r e d  in d e t e r m i n i n g  
the scope of the d o c t r i n e  of the s e p a r a t i o n  o f  p o w e r s .

* * ★

"In the i n s t a n t  appeal, the partie s, in r e c o g n i t i o n  of 
t he c o n t r o l l i n g  n a t u r e  of the issue, d i s p u t e  the m e a n i n g  
of t h e  d o c t r i n e  of s e p a r a t i o n  of powers, a n d  its i m p l i­
c a t i o n  for the d e t e r m i n a t i o n  as to w h e t h e r  C h a p t e r  82 
is v i o l a t i v e  of A l a s k a ' s  c o n s t i t u t i o n .  I n  o u r  v i e w ,  
the d o c t r i n e  is of i m p o r t a n c e  to the r e s o l u t i o n  of t h e  
m e r i t s  of this appeal, for if the d o c t r i n e  c l e a r l y  
p r e c l u d e s  l e g i s l a t i v e  i n t e r v e n t i o n  (by c o n f i r m a t i o n )  in 
the a p p o i n t m  nt of e x e c u t i v e  o f f i c i a l s ,  or r e q u i r e s  
'strict d e p a r t m e n t a l i z a t i o n , '  t h e n  C h a p t e r  82, w h i c h  
p u r p o r t s  to a u t h o r i z e  l e g i s l a t i v e  'meddling' in t h e  

. e x e r c i s e  of an e x e c u t i v e  power, is u n c o n s t i t u t i o n a l  
b e c a u s e  it w o u l d  be v i o l a t i v e  of s e p a r a t i o n  o f  p o w e r s  
r e q u i r e m e n t s .

"In d e t e r m i n g  i f  C h a p t e r  82 v i o l a t e s  the d o c t r i n e  o f  
s e p a r a t i o n  of p o w e r s ,  w h i c h  is i m p l i c i t  i n  A l a s k a ' s  
c o n s t i t u t i o n ,  it is n e c e s s a r y  to a n s w e r  w h e t h e r  t h e  
a p p o i n t m e n t  of e x e c u t i v e  o f f i c e r s  is a l e g i s l a t i v e  or 
e x e c u t i v e  f u n c t i o n .



A  A  A

<

" A p p e l l e e  [Hammond] c o n t e n d s  that the a p p o i n t m e n t  of 
e x e c u t i v e  o f f i c e r s  is a n  e x e c u t i v e  func tion. Ue f i n d  
a p p e l l e e ' s  c o n t e n t i o n  m o s t  p u r s u a s i v e .  In a d d i t i o n  t o  
v e s t i n g  the e x e c u t i v e  p o w e r  of the s tate i n  the g o v e r n o r ,  
S e c t i o n  16 of A r t i c l e  III p r o v i d e s  that ' [u]he g o v e r n o r  
s h a l l  be r e s p o n s i b l e  for the f a i t h f u l  e x e c u t i o n  o f  t h e  
l a w s '. In v i e w  of the r e s p o n s i b i l i t i e s  i m p o s e d  b y  
S e c t i o n  16, a n d  the a u t h o r i t y  g r a n t e d  b y  S e c t i o n  1, t h e  
g o v e r n o r  is n e c e s s a r i l y  c l o t h e d  w i t h  the p o w e r  t o  
a p p o i n t  s u b o r d i n a t e  e x e c u t i v e  o f f i c e r s  to aid h i m  in 
c a r r y i n g  out the laws of Alaska. Thus we c o n c l u d e  t h a t  
the a p p o i n t m e n t  of e x e c u t i v e  o f f i c e r s  is an e x e c u t i v e  
•function; for w i t h o u t  s u c h  a power, the r e s p o n s i b i l i t y  
of e x e c u t i n g  e x e c u t i v e  d uties w o u l d  be d i f f u s e d  a n d  t h e  
goal of s e p a r a t i o n  of b r a n c h e s  of g o v e r n m e n t  a v o i d i n g  
too g r e a t  a c o n c e n t r a t i o n  o f  p o w e r  in one b r a n c h ,  w o u l d  
be d e f e a t e d .

* * *

"[I]t is then n e c e s s — v to d e t e r m i n e  the n a t u r e  o f  t h e  
l e g i s l a t u r e ' s  c o n f i r m a t i o n  powers. H e r e  we are i n  
a g r e e m e n t  w i t h  a p p e l l e e ' s  a n a l y s i s  that u n d e r  A l a s k a ' s  
c o n s t i t u t i o n  c o n f i r m a t i o n  is a s p e c i f i c  a t t r i b u t e  of 
the a p p o i n t m e n t  p o w e r  of the e x e c u t i v e .  O t h e r  c o u r t s  
w h i c h  h a v e  b e e n  c a l l e d  o n  to r e s o l v e  th: i s s u e  h a v e
b e e n  u n a n i m o u s  in t h e i r  h o l d i n g s  that c o n f i r m a t i o n  is 
not a d i s t i n c t  l e g i s l a t i v e  p ower, b u t  r a t h e r  a p a r t  o f  
the e x e c u t i v e  p o w e r  of a p p o i n t m e n t  w h i c h  in t u r n  h a s  
b e e n  d e l e g a t e d  in some s p e c i f i c  i n s t a n c e s  b y  c o n s t i­
tu t i o n  to the l e g i s l a t i v e  b r a n c h  of g o v e r n m e n t .

"In light of the n a t u r e  of the l e g i s l a t u r e ' s  p o w e r  o f  
c o n f i r m a t i o n ,  the q u e s t i o n  w h e t h e r  S e c t i o n s  25 a n d  26 

.of A r t i c l e  III d e s c r i b e  the o u t e r  limits of the l e g i s­
lat u r e ' s  c o n f i r m a t i o n  a u t h o r i t y ,  or w h e t h e r  the l e g i s­
lat u r e  m a y  be s t a t u t e  r e q u i r e  c o n f i r m a t i o n  o f  o t h e r  
h i g h - l e v e l ,  p o l i c y  m a k i n g  o f f i c i a l s  w i t h i n  the 
e x e c u t i v e  b r a n c h ,  a d m i t s  of but on e r e s o l u t i o n .  As t o  
this issue, w e  t h i n k  the p r o v i s i o n s  of S e c t i o n s  25 a n d  
26 o f  A r t i c l e  III a r e  c l e a r  and u n a b i g u m s .  T h u s  we 
c o n c l u d e  that S e c t i o n s  25 a n d  26 m a r k  fhe full r e a c h  
of the d e l e g a t e d ,  or shared, a p p o i n t i v e  f u n c t i o n  to 
A l a s k a ' s  l e g i s l a t i v e  b r a n c h  of g o v e r n m e n t "



"The lack of a m b i g u i t y  i n  S e c t i o n s  25 and 26 o f  
A r t i c l e  III of the A l a s k a  C o n s t i t u t i o n  m a n d a t e  t h a t  
this c o u r t  i n t e r p r e t  t h e s e  e x p r e s s  p r o v i s i o n s  as 
e m b o d y i n g  not only the m a x i m u m  p a r a m e t e r s  of t h e  
d e l e g a t i o n  of the e x e c u t i v e  a p p o i n t i v e  a u t h o r i t y  
t h r o u g h  the l e g i s l a t i v e  c o n f i r m a t i o n  f u n c t i o n  but, 
f u r t h e r ,  that they d e l i n e a t e’the full e x t e n t  of 
the c o n s t i t u t i o n ' s  e x p ress g r a n t  to the l e g i s­
la t i v e  b r a n c h  of checks on the g o v e r n o r ' s  p o w e r  to 
a p p o i n t  s u b o r d i n a t e  e x e c u t i v e  o f f i c e r s . I n  our v i e w ,  
t h e  s e p a r a t i o n  of p o w e r s  d o c t r i n e  r e q u i r e s  t h a t  
t he b l e n d i n g  of g o v e r n m e n t a l  p o w e r s  w i l l  n o t  b e  
i n f e r r e d  in the a b s e n c e  of an e x p r e s s  c o n s t i t u t i o n a l  
p r o v i s i o n ." (Emphasis a n d  b r a c k e t t e d  m a t e r i a l  a d ded , 
f o o t n o t e s  o m i t t e d ) .  1/

1/ I c a n n o t  f i n d  that, in p r e p a r i n g  the m a n y  d r a f t s  of t h e  
T 9 8 0  p e r m a n e n t  fund l e g i s l a t i o n ,  this o f f i c e  e v e r  f o r m a l l y  
a d v i s e d  a c o m m i t t e e  or m e m b e r  of the l e g i s l a t u r e  t h a t  the 
c o n f i r m a t i o n  r e q u i r e m e n t s  u n d e r  c o n s i d e r a t i o n  w e r e  u n c o n s t i­
tutio n a l .  T h e r e  is only  a h a n d w r i t t e n  n o t e  f r o m  the r e v i s o r  
to the file:

For the file: The a p p o i n t m e n t  and r e m o v a l  p r o v i s i o n s
v i o l a t e  B r a d n e r  v. H a m m o n d  re c o n f i r m a t i o n .  T h i s  is 
n o t  (1) a r e g u l a t o r y  board , (2) a b o a r d  a t  h e a d  o f  
dept. C o n f i r m a t i o n  -is u n c o n s t i t u t i o n a l .  . .

Howeve r, the g o v e r n o r  h a d  the b e n e f i t  of t i m e l y  a d v i c e :

• "The bill has some p r o v i s i o n s  w h i c h  are i n  c o n f l i c t  
.with the c o n s t i t u t i o n ;  h o w e v e r ,  they a p p e a r  to b e  
se v e r a b l e ,  and the b i l l  s h o u l d  o t h e r w i s e  b e  e f f e c t i v e  
a n d  valid.

"The u n c o n s t i t u t i o n a l  p r o v i s i o n s  are t h o s e  w h i c h  p r o v i d e  
or r e l a t e  to the l e g i s l a t u r e ' s  c o n f i r m i n g  the a p p o i n t m e n t  
of b o a r d  m e m b e r s  or to the l e g i s l a t u r e ' s  v e t o i n g  t h e i r  
r e m o v a l .  In Alas ka, the c o n s t i t u t i o n  p r e s c r i b e s  w h i c h  
o f f i c e s  are s u b j e c t  to c o n f i r m a t i o n ,  and the l e g i s l a t u r e



A p p a r e n t l y ,  it is the p o s i t i o n  of the a t t o r n e y s  i n  the 
e x e c u t i v e  b r a n c h  that the r e q u i r e m e n t  of c o n f i r m a t i o n  
of p e r m a n e n t  f und t r u s t e e s  is a r e q u i r e m e n t  o f  C h a p t e r  18, 
SLA 1980 w h i c h  is seve r a b l e .  Hence, the y h a v e  s u g g e s t e d  
that the l e g i s l a t i o n  m a y  be carr:- ad out as i f  t h e  u n c o n s t i  
tu t i o n a l  p r o v i s i o n  did not exist. Quoting, a g a i n ,  f r o m  
the a d i v s o r y  better:

As a g e n e r a l  rule, u n c o n s t i t u t i o n a l  p r o v i s i o n s  m a y  be 
t r e a t e d  as s e v e r a b l e  a n d  the r e m a i n d e r  of the. b i l l  
u p h e l d  if (1) the b i l l  w o u l d  b e  w h o l e  and e f f e c t i v e  so 
severed, and (2) the l e g i s l a t u r e  w o u l d  h a v e  e n a c t e d  the 
b i l l  e v e n  w i t h o u t  the s e v e r e d  p r o v i s i o n s .  H e r e ,  t h e  
bill o b v i o u s l y  forms a w h o l e  a nd e f f e c t i v e  l a w  w i t h o u t  
the u n c o n s t i t u t i o n a l  p r o v i s i o n s .  A d d i t i o n a l l y ,  t h e  
E l e v e n t h  L e g i s l a t u r e ' s  e n a c t m e n t  of l e g i s l a t i o n  p r e ­
sc r i b i n g  t h e  fund's m a n a g e m e n t  w a s  its n u m b e r  o n e  
priori ty. W e  cannot  c o n c e i v e  of its not e n a c t i n g  this 
l e g i s l a t i o n  w i t h  or w i t h o u t  its u n c o n s t i t u t i o n a l  
features. A c c o r d i n g l y ,  they are severa ble, a n d  t h e  
bill s h o u l d  be a p p l i e d  j ' J Z t  as if t hose p r o v i s i o n s  did 
not exist.

L e t t e r  of the A t t o r n e y  G e n e r a l ,  Ap ril 7, 1980, pp. 1, 2.

T h e r e  is s u p p o r t  for the p o s i t i o n  t a k e n  b y  the A t t o r n e y  
General in h i s  letter, c h i e f l y  in a ' l e n g t h y  c o n s i d e r a t i o n  of 
the a p p l i c a b i l i t y  of s e v e r a b i l i t y  p r i n c i p l e s  in L vnden. 
Transport, Inc. v. State, 5 3 2  P . 2d 700 (1975):

1/ C o n t i n u e d

has no p o w e r  to add to that list w i t h o u t  a c o n s t i t u t i o n a l
' a m e n d m e n t .  B r a dn er v. H a m m o n d, 553 ? . 2 d  1 ( A l a s k a  1976).
The c o n s t i t u t i o n a l  a l s o  p r e s c r i b e s  w h i c h  e x e c u t i v e  a c t i o n s  
are s u b j e c t  to a l e g i s l a t i v e  veto, and the l e g i s l a t u r e
has no p o w e r  to add to that list w i t h o u t  a c o n s t i t u t i o n a l
a mendm e n t .  State v. A . L . I . V . E .  V o l u n t a r y ,  P . 2d ____
(Alaska 1980). A c c o r d i n g l y ,  t h o s e  p r o v i s i o n s  o f  t h e  
bill w h i c h  r e q u i r e  l e g i s l a t i v e  c o n f i r m a t i o n  of a p p o i n t­
ment s  a n d  a u t h o r i z e  a l e g i s l a t i v e  vet o of r e m o v a l s  f r o m  
o f f i c e  are u n c o n s t i t u t i o n a l . "

L e t t e r  of the A t t o r n e y  G e n e r a l  of A pril 7, 1980, p. 1.



M ay 14, 1981

" [ A S  0 1 . 1 0 . 0 3 0 ]  c o n t a i n s  the f o l l o w i n g  g e neral s a v i n g s  
c l a u s e :

" A n y  law h e r e t o f o r e  or h e r e a f t e r  e n a c t e d  b y  t h e  
A l a s k a  l e g i s l a t u r e  w h i c h  lacks a s e v e r a b i l i t y  
c l a u s e  sha ll be c o n s t r u e d  as t h o u g h  it c o n t a i n e d  
t he c l a u s e  in the f o l l o w i n g  language, 'If a n y  
p r o v i s i o n  of this Act, or the a p p l i c a t i o n  t h e r e o f  
to a n y  p e i s o n  or c i r c u m s t a n c e  is h e l d  i n v a l i d ,  the 
r e m a i n d e r  of this A c t  a n d  the a p p l i c a t i o n  to o t h e r  
p e r s o n s  or c i r c u m s t a n c e s  shall not be e f f e c t e d  
t h e r e b y . '

"This is d e s i g n e d  t o  p r e s e r v e  to as great an e x t e n t  as 
p o s s i b l e  all v a l i d  p o r t i o n s  o f  enactm e n t s  b y  t h e  A l a s k a  
S t a t e  L e g i s l a t u r e .

" T h e  f e d e r a l  r u l e  w i t h  r e g a r d  to s p e c i f i c  s e v e r a b i l i t y  
s e c t i o n s  w h i c h  a r e  e n a c t e d  as part of a c h a l l e n g e d  
s t a t u t e  is r e l a t i v e l y  w e l l  settled. In C a r t e r  v .
C a r t e r  C o a l  Co. [298 U.S. 238, 80 L . E d . 1 T 6 0  (1936)] , 
the S u p r e m e  C o u r t  s t a t e d  the e f fect of such a 
p r o v i s i o n :

"In the a b s e n c e  of such a provision, the p r e ­
s u m p t i o n  is that t h e  L e g i s l a t u r e  intends a n  a c t  to 
be e f f e c t i v e  as an e n t i r e t y  -- that is to say, the 
r u l e  is a g a i n s t  the m u t i l a t i o n  of a s t a t u t e ;  a n d  
if a n y  p r o v i s i o n  b e  u n c o n s t i t u t i o n a l ,  the p r e ­
s u m p t i o n  is that t h e  r e m a i n i n g  p r o v i s i o n s  f a l l  
w i t h  it. T h e  e f f e c t  of the statute, [ s p e c i f i c  
s e c t i o n ]  is t o . r e v e r s e  this p r e s u m p t i o n  i n  f a v o r  
of i n s e p a r a b i l i t y ,  and c r e a t e  the o p p o s i t e  o n e  of 
s e p a r a b i l i t y .  U n d e r  the n o n s t a t u t o r y  r u l e ,  t h e  
b u r d e n  is u p o n  the s u p p o r t e r  of the l e g i s l a t i o n  to 
s h o w  the s e p a r a b i l i t y  of the p r o v i s i o n s  i n v o l v e d .  
U n d e r  the s t a t u t o r y  rule, the b u r d e n  is s h i f t e d  to 
the a s s a i l a n t  to s h o w  their i n s e p a r a b i l i t y .  B u t  
u n d e r  e i t h e r  rule, the d e t e r m i n a t i o n ,  i n  the end, 
is r e a c h e d  b y  a p p l y  the same test —  n a m e l y ,  W h a t  
w a s  t he i n t e n t  of the l a w  m a k e r s ?

" U n d e r  the s t a t u t o r y  rule, the p r e s u m p t i o n  m u s t  
o v e r c o m e  b y  c o n s i d e r a t i o n s  w h i c h  e s t a b l i s h  1 t h e  
c l e a r  p r o b a b l i t y  t h a t  the i n v a l i d  part b e i n g  

e l i m i n a t e d  t h e  L e g i s l a t u r e  w o u l d  not h a v e  
b e e n  s a t i s f i e d  w i t h  w h a t  r e m a i n s . 1



"By i n t e r p r e t i n g  the s t a t u t o r y  s e v e r a b i l i t y  p r o v i s i o n s  
as r e v e r s i n g  the c o m m o n  l a w  p r e s u m p t i o n  t h a t  a  s t a t u t e  

1i v o i d  in p a r t  w a s  v o i d  in its entirety, the S u p r e m e
C o u r t  i n t e n d e d  to p r o v i d e  a ru le pf c o n s t r u c t i o n  w h i c h  
n a y  s o m e t i m e s  a i d  in d e t e r m i n i n g  that [ l e g i s l a t i v e ]

| intent. But it is an aid merely: n o t  an i n e x o r a b l e
c o m m a n d . "  ( F o o t n o t e s  omi tted).

536 P . 2d 700, at 711, 712. T h e r e  is a d d i t i o n a l  s u p p o r t  
p r o v i d e d  in S u t h e r l a n d ' s  t r e a t i s e  on S t a t u t e s  a n d  S t a t u t o r y  
C o n s t r u c t i o n :

" A l t h o u g h  t h e r e  is no m e a s u r e a b l e  d i f f e r e n c e s  i n  e f f e c t  
b e t w e e n  g e n e r a l  s e p a r a b i l i t y  acts and p a r t i c u l a r  
s e p a r a b i l i t y  c l a u s e s  in i n d i v i d u a l  s t a t u t e s ,  i t  is 
r e a s o n a b l e  i n f e r e n c e  that b e c a u s e  a g e n e r a l  a c t  c a n n o t  
c o n t r o l  s u b s e q u e n t  l e g i s l a t i v e  i n t e n t  a n d  t h e r e f o r e  is 
q u e s t i o n a b l e  e v i d e n c e  if it, less w e i g h t  m a y  a t t a c h  to 
such a g e n e r a l  r u l e  of s e p a r a b i l i t y  t h a n  to t h e  c l a u s e  
in a s e p a r a t e  act. Thus g e n e r a l  s e p a r a b i l i t y  s t a t u t e s  
h a v e  b e e n  r e g a r d e d  as m e r e  c o d i f i c a t i o n s  o f  a c a n o n  of 
s t a t u t o r y  c o n s t r u c t i o n .  O n e  state has g i v e n  t h e  s a m e  
e f f e c t  to a g e n e r a l  s e v e r a b i l i t y  s t a t u t e  as to 
p a r t i c u l a r  s a v i n g  clauses, a p p l y i n g  the u s u a l  f e d e r a l  
rule that it s u b s t i t u t e s  a p r e s u m p t i o n  i n  f a v o r  of 
s e v e r a b i l i t y  in p l a c e  of the c o m m o n - l a w  p r e s u m p t i o n  

I a g a i n s t  it. But g e n e r a l l y  these s t a t u t e s  a r e  t r e a t e d
o n l y  as aids to i n t e r p r e t a t i o n  and n o t  as c o m m a n d s .

"If the v a l i d  p a r t s  a r e  d e p e n d e n t  or n o t  s e v e r a b l e  f r o m  
the i n v a l i d  p art s, all m u s t  fall. The v a l i d  p a r t s  m u s t  
b e  e n f o r c e a b l e  as a s e p a r a t e  law. If the r e m a i n i n g  
v a l i d  p o r t i o n s  w o u l d  not b e  p a s s e d  by the l e g i s l a t u r e  
w i t h o u t  the i n v a l i d ,  the s t a t u t e  m u s t  fail i n  its 
e n t i rety.  W h e n  the m o s t  i m p o r t a n t  f e a t u r e s  o r  the 

• p a r a m o u n t  i n t e n t  is i nvalid, the e n t i r e  a c t  m u s t  fall.
.Thus the r u l e s  c o n c e r n i n g  n o r m a l  s e p a r a b i l i t y  a r e  s t i l l  
prese n t .

"The p r i n c i p l e  of s e p a r a b i l i t y  is s o m e t i m e s  s e p a r a t e l y  
e n a c t e d  as g e n e r a l  law a p p l i c a b l e  to all a c t s  s u b s e q u e n t l y  
a d o p t e d  in t he s t a t e  i r r e s p e c t i v e  of w h e t h e r  s u c h  s u b s e q u e n t  
acts c o n t a i n  t h e i r  o w n  s e p a r a b i l i t y  c l a u s e s .  C o u r t s  
h a v e  c o n s i d e r e d  t h e s e  c l a u s e s  as c o d i f i c a t i o n s  of 
g e n e r a l  rules of i n t e r p r e t a t i o n ,  not b i n d i n g  as f i x e d  

r u l e s  of law."



2 Sut her l a n d ,  S t a t u t e s  a n d  S t a t u t o r y  C o n s t r u c t i o n , sec, 4 4 . 1 1  
(4th ed., Sands-] 1973). L y n d e n  T r a n s p o r t , a n d  c a s e s  c i t e d  
t h e r e i n  1} w h i c h  c o n s t r u e d  A l a s k a ' s  s e v e r a b i l i t y  c l a u s e ,
AS 01.10.030, e n u n c i a t e  the g e n e r a l  rule:

T h e  test for d e t e r m i n i n g  the s e v e r a b i l i t y  of a s t a t u t e  
is twofold. A p r o v i s i o n  w i l l  not be d e e m e d  s e v e r a b l e  
"unless it a p p e a r s  b o t h  that, s t a n d i n g  a lone, l e g a l  
e f f e c t  can be g i v e n  to it and that the l e g i s l a t u r e  
i n t e n d e d  the p r o v i s i o n  to stand, in case o t h e r s  
i n c l u d e d  in the act and h e l d  b a d  s h o u l d  f a l l . "  _3/

432 P . 2d 700, at 713. C l e a r l y ,  in the case o f  the p e r m a n e n t  
fund l e g i s l a t i o n ,  C h a p t e r - I S ,  S L A  1980, the r e m a i n i n g  p r o ­
vi s i o n s  of the l e g i s l a t i o n  m a y  s tand e v e n  a b s e n t  t h e  l e g i s­
lative c o n f i r m a t i o n  r e q u i r e m e n t .

F r o m  the r e c o r d  of the l e g i s l a t i o n ,  I c a n n o t  s ay t h a t  t h e  
l e g i s l a t u r e  i n t e n d e d  the e n t i r e t y  of the b i l l  to b e  s e t  
a s i d e  in the e v e n t  the c o n f i r m a t i o n  r e q u i r e m e n t  w o u l d  b e  
f ound invalid. The l e g i s l a t u r e  did not s p e c i f i c a l l y  i n c l u d e  
a p r o v i s i o n  s e t t i n g  a s i d e  the b i l l  in its e n t i r e t y  i n  t h e  
event any p o r t i o n  of it w e r e  set aside. W h i l e  the l e g i s ­
lat u r e  did u n d e r s c o r e  t h e  s i g n i f i c a n c e  of l e g i s l a t i v e  
o v e r s i g h t  of p e r m a n e n t  f u n d  c o r p o r a t i o n  a c t i v i t i e s ,  4J  t h e  
c o n f i r m a t i o n  r e q u i r e m e n t  is n o t  p a r t i c u l a r l y  s i g n i f i c a n t  to 

£ that " o v e r s i g h t "  w h e n  c o n s i d e r e d  in' context.

2/ S t a t e  v. B a k e r , 363 P . 2d 892 (Alaska 1964) a n d  
S p e i d e l  v. S t a t e , 4 6 0  P . 2d 77 ^Alaska 1969).

3/ Q u o t i n g  D o r c h y  v. Kansas, 264 U.S. 286, at 290, 68 L.Ed. 
7>86 at 690 (1924).

4 f See Sec. 1, C h a p t e r  18, SLA 1980:

F I N D I N G S .  T h e  l e g i s l a t u r e  finds that t h e r e  is a  s u b ­
st a n t i a l  n e e d  for o v e r s i g h t  of the p e r f o r m a n c e  o f  t h o s e  

„ a g e n c i e s  of the s t a t e  w h i c h  p e r f o r m  l e n d i n g  or i n v e s t­
m e n t  f u n c t i o n s  s i n c e  those, f u n c t i o n s  do n o t  r e c e i v e  the



I n  c o n c l u s i o n ,  I s h a r e  the A t t o r n e y  G e n e r a l ’s c o u n s e l  to the 
g o v e r n o r  e x p r e s s e d  in his A p r i l  7, 1980 l e t t e r .  T h e  c o n­
f i r m a t i o n  p r o v i s i o n s  are u n c o n s t i t u t i o n a l  a n d  a l m o s t  
a s s u r e d l y  are s e v e r a b l e .  Y o u  s hould not e x p e c t  t h e  g o v e r n o r  
f o r m a l l y  to s u b m i t  the n a m e s  of i n d i v i d u a l s  a p p o i n t e d  as 
t r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund for y o u r  c o m m i t t e e ’s 
r e v i e w  and l e g i s l a t i v e  a p p r oval.

J B C r l j b

4/ C o n t i n u e d

d e t a i l e d  r e v i e w  to vrhich o t h e r  e x p e n d i t u r e s  o f  p u b l i c  
m o n e y  are subject, and t h e r e f o r e  the k n o w l e d g e  
n e c e s s a r y  for s o u n d  l e g i s l a t i o n  in this a r e a  i s  not 
r e a d i l y  a v a i l a b l e .  T h e r e  is a n e e d  for l e g i s l a t i v e  
o v e r s i g h t  w h i c h  w i l l  p r o v i d e  i n f o r m a t i o n  o n  t h e  p o l i c y  
a n d  p e r f o r m a n c e  of t h e s e  age ncies, the e x t e n t  to w h i c h  
the a g e n c i e s  c o n f o r m  to s t a t u t o r y  i n t e nt, a n d  t h e  i m p a c t  
of their p e r f o r m a n c e  o n  the e c o n o m y  a n d  t h e  s t a t e  t r e a s u r y .
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The question that rose most frequently in New York was "What is the objective 

of the Alaska Permanent Fund?" The near unanimous opinion was that this question 

must be addressed by the Trustees before meaningful discussion can occur on such 

questions as allocation of investments and investment strategy. Robert Salomon, 

of Salomon Brothers, asked whether the Board of Trustees realized that if the 

Permanent Fund paid out more than 3% to 57. of its earnings, a level of earnings 

above inflation which might be attainable, the Trustees would be operating a 

fund with diminishing real capital and real income. At such time that the Permanent 

Fund ceased to grow in real terms, either through inflation or i fall in contri­

butions, it would become self-liquidating. The crucial decision is whether the 

Permanent Fund is going to pay out rea] *.;.nings, all earnings or a portion 

thereof. This is a grave problem being faced today by a growing number of foundations 

and university endowments. The Rockefeller Foundation, a $] billion foundation, has 

grown substantially in nominal terms, but has experienced an actual 35% contraction 

in real earnings power while the Ford Foundation, a S2.5 billion foundation, 

has contracted in real earnings power by 55%. If nothing is done to curb these 

foundations' spending programs, Robert Salomon stated that he could project for their 

trustees the dates on which they would be totally self-liquidated.

S

Once the objective of the Permanent Fund has been decided, much will be 

determined as to level of risk which will be required to meet that objective.

Long term studies, for example, have indicated that it is unrealistic to expect 

to earn more than a 2% real rate of return on a high grade fixed income portfolio, 

whereas a 3% to 5% real rate of return has been attainable in common stock over 

an extended period of time. Questioning Salomon Brothers as to what percentage



of common stock that they thought might be appropriate to the Permanent Fund 

given an earnings objective of a 3% to 5Z real rate of return, the response was 80%.

U. S. Steel Pension Fund, a pension fund in a mature industry, has approximately 

80Z of its assets currently in common stock, 10-15% in real estate, and the 

balance in fixed income securities. As reported by the S. E. C., the typical 

large corporate pension plan is approximately 55% invested in common stock. The 

normal asset mix of a portfolio under management by the Prudential Insurance 

Company of America, is 40% to 60% in common stock and 20% to 30% in real estate 

equity, with the balance in fixed income securities. Mr. William Field, Senior 

Vice President of Prudential's Asset Management Department, indicated that for 

reasons of political toleration a 20% commitment to common stock might be more 

advisable for the Alaska Permanent Fund.
»

Mr. William Field, Mr. Robert Salomon and Mr. Heath McLendon, President of the 

investment management firm of Bernstein-Macaulay, Inc. agreed that the Trustees 

should seek authority from the Legislature to invest in domestic common stock, 

foreign securities, and real estate equity. They also volunteered that in their 

respective opinions, the timing for purchases in foreign securities and real estate 

was not good. However, they all felt that there would be better opportunities in the 

next two or three years, and any program to make major commitments in foreign secu­

rities and real estate should be understood by all to be a three to five year program. 

However, in their judgment, it is highly desirable to obtain authority as soon 

as possible so as to maximize flexibility.

- 2 -



With the exception of the U. S. Steel Pension Fund, it was the opinion of 

those that we contacted that the Alaska .Permanent Fund, as a consequence of its 

sheer size, should utilize an index fund approach for its core holdings of 

common stock. Mr. William Field suggested that otherwise the investment manage­

ment fees would become prohibitively expensive. It was suggested that outside 

managers be utilized in such specialized areas as high technology stocks, energy 

development stocks, foreign securities, and real estate equity to provide the 

Permanent Fund an extra increment of yield above that which an index fund would 

provide. It was the unanimous opinion of those to whom we talked that the 

significant danger in hiring a number of investment managers to manage the common 

stock portfolio was that the Permanent Fund would end up de facto as an expensively

managed index fund. The largest acceptable number of outside managers suggested by

anyone was six, and these six would cover the full gamut of investments from 

domestic common stock, foreign securities, to real estate equity. If more 

are hired, the feeling was expressed that the Trustees and staff are apt to find 

increasingly large segments of their time devoted to monitoring the managers 

performance and trying to determine how new flows of investable funds are to be al­

located among the various investment managers.

* * 

Typically most large corporate pension plans are handled by outside 

investment managers with a number of plans managing only fixed income assets in

house. Among the people we visited, only the manager of the U. S. Steel Pension

Fund unqualifiedly thought that the entirety of the Alaska Permanent Fund could 

be managed in house in Alaska. The U. S. Steel Pension Fund is managed entirely 

in house with a staff of eleven investment professionals. This staff consists



of nine Certified Financial Analysts, one trader, and one specialist in money 

market and fixed income securities. It is interesting to note, however, that 

although the headquarters for the U. S. Steel Corporation is in Pittsburgh, the 

Company chose to run its pension fund out of New York City. Also the manager 

of the Fund felt that they were not close enough to the European markets to run 

a portfolio of European securities out of their New York office. Mr. William Field 

of the Prudential Insurance Company of America, on the other hand, felt on the basis 

of his experience with governmental bodies that the Trustees would likely have 

great difficulty in obtaining funding from the Legislature to run an in house 

operation with first class talent. To attract a top administrator to the 

Permanent Fund would require, in his opinion, a salary of approximately $250,000 

per annum with other positions scaled down to $70,000.

The consensus opinion was that, if the Trustees chose to run fixed income securiti 

in house, an index fund for core domestic stock holdings, and to choose outside 

investment managers for other specialized investment areas, a staff of four invest­

ment professionals plus clerical help would be adequate to manage a $6 billion or 

larger fund. Assuming a staff of four investment professionals, one should specialize 

in fixed income securities; one should manage the index fund; one should monitor 

the outside managers; and one should have expertise in the field of real estate 

investments.

In selecting investment managers, the general feeling was that enough 

informat ion is published regarding the performance of investment managers that the 

Board of Trustees should utilize its staff to select the most promising managers 

to make investment presentations before the Trustees. It was also strongly urged 

b y  Mr. Heath Mclendon and Mr. William Field that the Permanent Fund staff make visits



directly to potential managers''offices to meet their staffs and discuss with 

them their investment philosophies and how they visualize investing for the Permanent 

Fund. It was felt that only after the Permanent Fund staff has made its selection of 

potential managers should a consultant he hired for the specific purpose of review­

ing this list to see if any managers of merit have been missed.

It was interesting to note the generally low regard held for performance 

measurement analysts by most people we visited. While agreeing that they are 

necessary for public'bodies in order to provide an element of comfort to them, 

they felt that they are expensive and that undue heavy reliance on them may result 

in inappropriate comparisons. In measuring performance, Mr. William Field 

strongly urged that the Standard & Poor's 500 not be used as the measurement of 

performance. Rather, in his opinion, the measure should be the ability of a fund to
i

earn a specific positive rate of return above inflation on a consistent basis.

Consistency, in his view, is the most important element of measurement.

In conclusion, there are two basic questions which the Board of Trustees 

should address before deciding questions of organization and investment strategy.

As Robert Salomon said these are questions which your Trustees cannot avoid for 

they will ultimately be held responsible for the answers whether or not they address 

the questions directly or leave them to members of their staff. The questions are 

as follows:

1. What is to be the objective of the Alaska Permanent Fund?

2. How is the corpus of the Alaska Permanent Fun- to be allocated

to different types of investments?



Once the first question is answered, much will have been determined about the 

level of liquidity which can be maintained and the parameters of risk that the 

Permanent Fund will have to assume in order to attain its objective. Quite 

obviously the level of risk toleration would have to be sustantially higher should 

the Board seek to obtain a 5% real rate of return as opposed to a 21 real return, 

and the allocation of investments would have t:o be concentrated in those areas 

which have a higher element of inherent risk but also offer potentially greater 

investment rewards.

-A-



INVESTMENT MEETINGS

N e w  Y o r k  City

Monday - July 6 

9:30 A. M.

12:00 Noon

Tuesday - July 7 

11:30 A. M.

Wednesday - July 8 

10:00 A. M.

3:30 P. M. 

6:00 P. M.

Thursday - July 9 

11:00 A. M.

Bache Halsy Stuart Shields Inc.

Bache Building 

100 Gold St.

6th Floor
N e w  York City, N. Y.
Sam Plia, Lou Auer, Executive Vice President 

212-791-2467

(To include lunch)

Prudential Insurance Company 

Newark, N. J.

William Field 201-877-7979

(To include lunch)

Shearson Loeb Rhoades Inc.

2 W o r H  Trade Cente.r 

106th Floor
John McDougall 212-577-2718

The. First Boston Corporation

20 Exchange Place

8th Flo r
(To include lunch)
Gene Boehringer 212-825-2096

Discount Corporation of New York 

58 Pine Street 
Rodney Bird 212-248-8931 

(To include dinner)

The Leash Club 

41 East G3rd St.

(To include lunch)

U. S. Steel Pension Fund 

General Motors Building 

767 Fifth Avenue
Graham Harrison, President & John Van Duesen, Vice President 

212-826-8472

3‘:9Q p-,m. B u c k  C o n s u l t i n g  G r o u p



IN V E S T M E N T  M E E T I N G S  - N e w  Y o r k  City Continued

Friday - July 10 

10:00 A. M. (To include lunch)

Salomon Brothers 
One New York Plaza 

42nd Floor
R. S. Salomon 212-747-7000



P O U C H  K  -  S T A T E  C A P I T O L  

J U N E A U ,  A L A S K A  9 9 8 1 1  

P H O N E :  I 9 0 7 J  4 6 5 - 3 6 C 0

DEPARTMENT OF LAW

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

J u l y  31, 1 9 8 1

Mr. E l m e r  R a s m u s o n ,  C h a i r m a n
B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p .
B o x  6 0 0
A n c h o r a g e ,  AK. 9 9 5 1 0

Re: L e g a l  a s s i s t a n c e  r e
i n v e s t m e n t  p r a c t i c e s

D e a r  M r .  R a s m u s o n :

I a m  w r i t i n g  to i n f o r m  y o u  of t h e  c u r r e n t  a c t i v i t i e s  
of t h e  D e p a r t m e n t  o f  L a w  r e l a t i n g  to t h e  i n v e s t m e n t  o f  s t a t e  
f unds. A s  b a c k g r o u n d ,  the c u r r e n t  s t a t u s  o f  t h e  i n v e s t m e n t  of 
s t a t e  f u n d s  m a y  b e  s u m m a r i z e d  as f o l l o w s :

T h e  m o n e t a r y  a s s e t s  o f  t h e  S t a t e  o f  A l a s k a  n o w  c o n ­
sis t  o f  f o u r  f u n d s :  t h e  g e n e r a l  fund, t h e  p u b l i c  e m p l o y e e s '
r e t i r e m e n t  s y s t e m  fund, t h e  t e a c h e r s '  r e t i r e m e n t  s y s t e m  f und,  
a n d  t h e  p e r m a n e n t  fund, a l l  o f  w h i c h  a r e  m a n a g e d  a n d  i n v e s t e d  
b y  the T r e a s u r y  D i v i s i o n  o f  t h e  D e p a r t m e n t  of R e v e n u e ,  u n d e r  
the a u t h o r i t y  a n d  s u p e r v i s i o n  o f  t h e  c o m m i s s i o n e r  o f  r e v e n u e .  
T h e  a p p r o x i m a t e  a g g r e g a t e  b a l a n c e  o f  t h e s e  f u n d s  a t  p r e s e n t  
is $ 4 . 9  b i l l i o n  ( a p p r o x i m a t e l y  $ 5 1 0  m i l l i o n  in t he P E R S  fund, 
$3 8 5  m i l l i o n  i n  t h e  T R S  fund, $ 1 . 8  b i l l i o n  in t h e  p e r m a n e n t  
fund, a n d  $ 2 . 2  b i l l i o n  in t h e  g e n e r a l  f u n d ) .  T h e s e  f i g u r e s  
r e p r e s e n t  the a m o u n t  of m o n e y  f o r  w h i c h  t h e  t r e a s u r y  has i n ­
v e s t m e n t  m a n a g e m e n t  r e s p o n s i b i l i t y  (not t h e  a m o u n t  a v a i l a b l e  
fo r  a p p r o p r i a t i o n  o r  e x p e n d i t u r e ) , a n d  t h e y  v a r y  from, day to 
d a y  d e p e n d i n g  o n  t h e  f l o w  o f  i n c o m e  a n d  t h e  d e m a n d  o n - s t a t e  

w a r r a n t s .

T h e  i n v e s t m e n t  o f  e a c h  o f  the f o u r  f u n d s  is r e g u ­
l a t e d  b y  a . s e p a r a t e  s t a t u t e  (AS 1 4 . 2 5 . 1 8 0 ,  T R S  fund; AS 3 7 . -  
1 0 . 0 7 0 ,  g e n e r a l  f u n d ;  A S  3 7 . 1 3 . 1 2 0 ,  p e r m a n e n t  fund; a n d  A S  
3 9 . 3 5 . 1 1 0 ,  P E R S  f u n d ) ,  a n d  in t h e  c a s e  o f  the p e r m a n e n t  fund, 
b y  a c o n s t i t u t i o n a l  p r o v i s i o n  r e q u i r i n g  i n v e s t m e n t  o n l y  i n  
i n c o m e - p r o d u c i n g  a s s e t s .  A l a s k a  C o n s t . ,  art. IX, § 15^ T h e s e  
s t a t u t e s  v a r y  in t e r m s  o f  the l i s t  o f  s p e c i f i c  t y p e s  of i n ­
v e s t m e n t s  w h i c h  a r e  a u t h o r i z e d ,  b u t  e a c h  c o n t a i n s  a g e n e r a l  
p r o v i s i o n  c o m m o n l y  k n o w n  as t h e  p r u d e n t - m a n  or p r u d e n t - i n v e s­
tor r u l e .



Mr. E l m e r  R a s m u s o n ,  C h a i r m a n  
A l a s k a  P e r m a n e n t  F u n d  C orp.

J u l y  31, 1 9 8 1  
P a g e  # 2

T h e r e  is a l a r g e  b o d y  o f  l a w  i n t e r p r e t i n g  t h e  p r u -  
d e n t - i n v e s t o r  r u l e  i n  t h e  c o n t e x t  o f  b o t h  p u b l i c  a n d  p r i v a t e  
f u n d s . It is o u r  o p i n i o n  t h a t  p r u d e n c e  i n  t h e  m a n a g e m e n t  o f  
a l l  o f  t h e s e  s t a t e  f u n d s  r e q u i r e s  t h e  d e v e l o p m e n t  a n d  i m p l e­
m e n t a t i o n  o f  consistent: p r o c e d u r e s  a n d  p r a c t i c e s  f o r  t h e  e v a l­
u a t i o n  o f  i n v e s t m e n t  o p p o r t u n i t i e s ,  a n d  t h e  e x e c u t i o n  o f  i n­
v e s t m e n t  a g r e e m e n t s ,  w h i c h  c o n f o r m  to t h e  p r u d e n t - i n v e s t o r  
r u l e .  T h e  d e v e l o p m e n t  o f  s u c h  r o u t i n e  p r a c t i c e s  and. p r o c e­
d u r e s  is p a r t i c u l a r l y  i m p o r t a n t  at p r e s e n t ,  b e c a u s e  o f  t h e  
r a p i d l y  e x p a n d i n g  v a r i e t y  o f  i n v e s t m e n t  a l t e r n a t i v e s , t h e  v o l ­
a t i l i t y  o f  f i n a n c i a l  m a r k e t s , a n d  t h e  r a p i d  e x p a n s i o n  o f  the 
s t a t e  t r e a s u r y .

W h i l e  in N e w  Y o r k  w i t h  t h e  p e r m a n e n t  f u n d  a n d  t r e a­
s u r y  s t aff, I m e t  w i t h  m e m b e r s  of t w o  l a w  f i r m s  ( S h e a r m a n  &  
S t e r l i n g ,  a n d  D e b e v o i s e ,  P l i m p t o n ,  L y o n s ,  a n d  G a t e s )  to d i s ­
c u s s  t h e i r  a b i l i t y  to p r o v i d e  l e g a l  a s s i s t a n c e  o n  m a t t e r s  r e ­
l a t e d  to s t a t e  i n v e s t m e n t  p r a c t i c e s .  I a l s o  m e t  w i t h  t h e  
c h i e f  g e n e r a l  c o u n s e l  in t h e  I n v e s t m e n t  M a n a g e m e n t  G r o u p  o f  
C i t i b a n k ,  N . A .  to d i s c u s s  m a t t e r s  r e l a t e d  to t h e  f u n c t i o n  of 
g e n e r a l  c o u n s e l  to a n  i n s t i t u t i o n  w h i c h  m a n a g e s  l a r g e  i n v e s t­
m e n t  f u n d s .

W e  h a v e  r e t a i n e d  S h e a r m a n  &  S t e r l i n g  to a s s i s t  us 
in p r e p a r a t i o n  o f  a n  a g r e e m e n t  r e l a t e d  to i n v e s t m e n t  i n  g o l d  
b y  t h e  r e t i r e m e n t  f u n d s .  W e  a r e  n o w  d i s c u s s i n g  w i t h  b o t h  
f i r m s  t h e i r  i d e a s  f o r  a s s i s t i n g  us i n  t h e  d e v e l o p m e n t  of s t a n­
d a r d  i n v e s t m e n t  p r a c t i c e s  a n d  p r o c e d u r e s  as d i s c u s s e d  a b o v e ,  
a n d  h o p e  to r e t a i n  o n e  o f  t h e m  for t h i s  p u r p o s e  i n  t h e  n e a r  
f u t u r e .  W e  b e l i e v e  t h a t  t h e  d e v e l o p m e n t  of s u c h  i n v e s t m e n t  
p r a c t i c e s  w i t h  t h e  a s s i s t a n c e  of a l a w  f i r m  w h i c h  is a c t i v e l y  
i n v o l v e d  i n  a d v i s i n g  m a j o r  p u b l i c  a n d  p r i v a t e  f i n a n c i a l  i n s t i ­
t u t i o n s  w i l l  b e  i m p o r t a n t  i n  h e l p i n g  o u r  i n v e s t m e n t  m a n a g e r s  
to c a r r y  o u t  t h e i r  f i d u c i a r y  r e s p o n s i b i l i t i e s  f o r  o u r  r a p i d l y  
i n c r e a s i n g  s t a t e  f u n d s  o v e r  t h e  n e x t  s e v e r a l  d e c a d e s .  O u r  
c u r r e n t  w o r k  i n  t h i s  area, is a i m e d  p r i m a r i l y  at i n v e s t m e n t  
m a n a g e m e n t  f o r  t h e  r e t i r e m e n t  f u n d s  a n d  the g e n e r a l  fund, b u t  
w i l l  b e  d i r e c t l y  r e l e v a n t  to d e v e l o p i n g  i n v e s t m e n t  m a n a g e m e n t  
g u i d e l i n e s  f o r  the p e r m a n e n t  fund.

L L D / p j g

cc: T h o m a s  K. W i l l i a m s
R o b e r t  W. W a r d  
G e o r g e  R o g e r s  
P e t e r  M c D o w e l '
J i m  R h o d e  
P e t e r  B u s h r e

S i n c e r e l y  y o u r s ,

W I L S O N  L. C O N D O N  
ATTORNZ?Y G E N E R A L

By:

A s s i s t a n t  A t t o r n e y  G e n e r a l
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M e m o r a n d u m  to t he T r u s t e e s  o f  the P e r m a n e n t  Fund

A f t e r  a Y e a r  - Some D e c i s i o n s  we all Face i-l .. .
« .v -
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I N T R O D U C T I O N

T h e  o b j e c t i v e  of this m e m o r a n d u m  is to take stock of wh e r e  we are with the 

P e r m a n e n t  Fund, i d e n t i f y  wh e r e  we are going, and indicate some o f  the policy 

d e c i s i o n s  on w h i c h  the G o v e r n o r  a n d  the L e g i s l a t u r e  w o u l d  w a n t  o u r  views.

T h e  d e c i s i o n  w h i c h  the T r u s t e e s  m a d e  ea r l y  last year to w o r k  in close liason 

w i t h  t he G o v e r n o r ' s  o f f i c e  a n d  the L e g i s l a t u r e  in e v o l v i n g  o p e r a t i o n a l  and future 

p o l i c y  h a s  p r o v e n  a wise one. E v e r y o n e  has b e e n  kept informed, and participation 

has b e e n  s i n c e r e l y  invited, i n c l u d i n g  from the general public. Since the time for 

a n y  l e g i s l a t i v e  r e c o m m e n d a t i o n s  from o u r  Board is rapidly approaching, I am setting 

d o w n  v a r i o u s  p b s e r v a t i o n s  for p u r p o s e  o f  discussion, a m p l i f i c a t i o n  and final decision, 

n o t  l a t e r  than o u r  D e c e m b e r  meeting.

’ ■ — . •
I. H i s t o r y

A) T h e  P e r m a n e n t  Fund was c r e a t e d  by c o n s t i t u t i o n a l  a m e n d m e n t  in 1976. The 

k e y  f e a t u r e s  are:

1) "no less than" 26% of r o y a l t y  and related m i n eral income goes into the

Fun d  a u t o m a t i c a l l y  (about 10% of total oil receipts t o d a y ) .

2) The m o n e y  is to be used o n l y  for "income p r o d u c i n g  investments", this

p r e c l u d e s  us i n g  the p r i n c i p a l  for g o v e r n m e n t  spending, p r e s u m a b l y  rules 

out b arren a ssets such as gold, and could bar t a k i n g  e quity positions 

that have d e l a y e d  income.

3) Fund income goes into the general fund "unless o t h e r w i s e  p r o v i d e d  by

law", w h i c h  the framers c o n s i d e r e d  the most neutral place for the 

income p e n d i n g  l e g i s l a t i v e  action.

B) F o l l o w i n g  a d e t e r m i n e d  .legislative struggle of four years, the Permanent 

F u n d  Act o f  1980 provided: *

1) M a n a g e m e n t  by six trustees, three from the public,, .the C o m m i s s i o n e r  of

Revenue, and the G o v e r n o r ' s  choice of any two other commissioners.

2) I n d e p e n d e n t  staffing, internal or retained, w i t h  (rare) a u t h o r i t y  to

hire w i t h o u t  the normal r e s t r i c t i o n s  and p ay scales of the civil 

service.

3) A c o n s c i o u s l y  r e s t r i c t e d  inv e s t m e n t  list (largely to forstall financial

a d v e n t u r e s  by the Fund), focusing on U. S. g o v e r n m e n t  securities, money

m a r k e t  paper, ban k  CD's, m o r t g a g e s  and other fixed i ncome paper. Common

stocks, income property, a nd foreign assets were not allowed.

4) U n u s u a l  rules w e r e  imposed to insure full d i s c l o s u r e  of the Fund's 

a c t i v i t i e s  and financial health, inc l u d i n g  special legislative oversight. 

T h e s e  rules have since b e c o m e  a model for the laws gove r n i n g  o t h e r  state 

c o r p o r a t i o n s .

II. P o s s i b l e  C h a n g e s  in the P e r m a n e n t  Fund 

A) P e r s p e c t i v e

1) In o r d e r  to p l a y  a s t a b i l i z i n g  role in state a f f a i r s  (and to guard the

Vj; i n d e p e n d e n c e  of the Fund) , c h a nges ou g h t  to be c a r eful and gradual.

j..-. 2) The s h e e r  m a g n i t u d e  of the Fund requires c a u t i o n  in m a k i n g  changes.

a) If all goes well, the Fun d  wi l l  have over $4 b i l l i o n  by next July. 

A l a s k a ' s  economy, w i t h  $4.5 b i l l i o n  p e r s o n a l  income last year, could 

n ot a b s o r b  this level o f  investment. D e p a r t m e n t  of Revenue forecasts 

e s t i m a t e  the Fun d  to be $28 b i l l i o n s  by the year 2000.

b) E v e n  if we c o u l d  force a large Dar t  of this mo n e y  into our economy,



1) The "savings-income approach" is to convey the principal of the F u n d •
to future generations, while both current and future residents enjoy the 

income.

2) T h e  "f u l l - s c a l e  d e v e l o p m e n t  a p p r o a c h "  is to hav e  the F u n d  take the central 

r o l e  in the g r o w t h  of the A l a s k a n  economy, e i t h e r  by d i r e c t  lending, the

■guarantee of b u s i n e s s  and m u n i c i p a l  b o r r o wings, o r  even the b u i l d i n g  of 

c a p i t a l  p r o j e c t s  t h a t  ear n  user fees (at a m a r k e t  r a t e ) .

3) T h e r e  are m a n y  p r o b l e m s  w i t h  t h i s  second, "f u l l - s c a l e  de v e l o p m e n t  approach".

a) T he evid e n c e  p r e s e n t e d  to the T r u s t e e s  is that major., sound business 

p r o p o s a l s  do not lack investor! he r e  and from Outside. Indeed, the 

N a t i v e  corpo r a t i o n s ,  w h i c h - h a v e  p o w e r f u l  r e a s o n s  to find investment 

o p p o r t u n i t i e s  in Alaska, ha v e  a cont i n u a l  p r o b l e m  in finding new 

b u s i n e s s e s  for t h e i r  money. A so-c a l l e d  "cap i t a l  gap" 'usually turns out 

to be a g ap in m a n a g e r i a l  skill or m a r k e t s  or labor costs between here 

and o t h e r  places.

A s k i n g  the F u n d  to carry o ut this role n a y  o n l y  result in d i s p lacing 

p r i v a t e  capital, and m a y  take us into risks and losses that b e t r a y  the 

name of a " P e rmanent Fund."

b) If we choose to favor a s ector of the e c o n o m y  wit h  special programs, I 

b e l ieve that d e c i s i o n  b e l o n g s  in the L e g islature. E v e n  there, as we 

know, it is d i f f i c u l t  to m e a s u r e  success, e f f i c iency, and the fairness 

of programs. C o r r e c t i n g  p r o b l e m s  seems h a rder still. Cut o ff from 

el e cted o f f i c i a l s ,  such p r o g r a m s  seem b o u n d  to be a case of public 

mo n e y  use d  for p r i v a t e  policy.

\) i believe, however, there is a p r o p e r  role for the Fund to p l a y  in our 

economy, as p a r t  of h a v i n g  a b a l a n c e d  portfolio. A ye a r  ago, I set out 

some of m y  first ideas on this matter. E s sentially, a Fund taking part in 

A l a s k a n  i n v e s t m e n t s  on equal terms and c o n d i t i o n s  with o t h e r  investors is 

n o t  the same th i n g  as be i n g  the "Lender of Fi r s t  Resort."

I m p l i c a t i o n s  of the B a s i c  C hoice

A) M a n a g e m e n t  u n d e r  the " s a v i n g s - i n c o m e  approach", w i t h  its clear aims, is 

fu l l y  c o n s i s t e n t  w i t h  the p r e s e n t  i n d e p endent status of the Fund. B ut I 

w o u l d  ask y ou to c o n s i d e r  these changes.

1) T h e  e f f e c t i v e  s u p e r v i s i o n  of a large inv e s t m e n t  pool, one day the largest 

o f  any state, c annot be an o c c a s i o n a l  thing. It is not for any of us today 

a n d  the c h a l l e n g e  can o n l y  increase. I b e l ieve that r e c o g n i t i o n  of the 

tim e  e x p e c t e d  o f  e a c h  trustee is be s t  made b y  an ample, but not full-time 

salary. In this way, p e o p l e  of the n e c e s s a r y  b a c k g r o u n d  can be retained, 

w i t h o u t  the B o a r d  ever b e c o m i n g  a p l a c e  to r eward p o l i t i c a l  allies.

M a n y  large c o r p o r a t i o n s  c o m p e n s a t e  their d i r e c t o r s  on this basis.

2) If the true r e s p o n s i b i l i t i e s  o f  eac h  trustee are extensive, their selection 

m u s t  be made, not o n l y  on a basis o f  special competence, but also on 

a v a i l a b i l i t y  for the job. This raises a q u e s t i o n  as to a v a i l a b i l i t y  of 

C o m m i s s i o n e r s  for future t r u stee duties, since the y  p r e s u m a b l y  are a l r eady 

b u r d e n e d  w i t h  full-time respons i b i l i t i e s .  T he p a r t i c i p a t i o n  of the 

e x i s t i n g  C o m m i s s i o n e r s  has be e n  exc e l l e n t  in this formative p o l i c y  period 

b u t  we will soon p a s s  to an o p e r a t i o n a l  stage. P r o b a b l y  the C o m m i s s i o n e r  of 

R e v e n u e  s h o u l d  a l ways be a t r u stee because of the information he brings as 

c h i e f  fiscal o f f i c e r  of the state and the c o n s e q u e n t  ea s e  in coordi n a t i o n  

w i t h  tne m a j o r  force in A l a s k a ' s  economy.

3) A  F u n d  o f  this k i n d  will not require a large, l o c ally b a s e d  staff. At 

th i s  point, I see a p l a c e  for some internal staff, bot h  to share in p l a cing 

the p o r t f o l i o  and to m o n i t o r  s p e c i a l t y  firms that will have to be retained. 

We c a n n o t  hope to d r a w  p e o p l e  w ho are e x p e r t  in some special areas of 

i n v e s t m e n t  a n d , e v e n  if we could, th e y  would be too far a w a y  from m arket 
c e n t e r s .

T h e  c r i t e r i a  for s election of inv e s t m e n t  m a n a g e r s  ne c e s s a r i l y  depend
unnn t* Ho *» m»n ~ j n. a _i— ; *. j    » - - — —  ' - —  — —- — -



B) If o u r  b a s i c  choice is the “savings-income approach", then we have t o  deal 

w i t h  inflation. W e  m a y  n o t  have to spend p r i n c i p a l  for long decades, but 

a fall.in real p r i n c i p a l  (adjusted for inflation) always b r ings a like fall 
in real income.

1) The first defense is to w i d e n  the list of legal investments to include

, some e q u i t i e s — b o t h  in stocks and real estate. All that "equity" means 

is residual ownership, after any debts have been satisfied. We ail know 

that debts are p a i d  off in fixed sums of money. Thus in times of inflation, 

the i n creased value of the p r o p e r t y  or security belongs to the equitable 

o w n e r — the c ommon stockholder.

This is the advise we are receiving from our visiting advisers and 

financial c o n s u ltants outside the state. O u r  investments should be 

b r o a d e n e d  to. include some common stocks, income prop e r t y  and perhaps 

e v e n  foreign assets. Changes of this ki n d  can be done prudently; \ it we 
irtust come to u n d e r s t a n d  wha t  it me a n s  to invest for the long term, which 

involves a p a t i e n t  outlook.

2) A second d e f e n s e  of the real principal is to return a p o r tion of the 

F und*s earnings to the Fund for reinvestment. Perhaps we can limit 

o u t g o  to real income, or simply half the earnings. One of the mos t  

p o w e r f u l  and p r u d e n t  ways to expand the Fun d  (and at the same time offset 

inflation) is by reinvestment of income. Certainly, for the time being 

the General Fund of the state is not in nee d  of supplements from the Fund.

Let me illustrate what happens if we do nothing. Suppose we had a 

$10 billion Fun d  earning 15%, and paid all o f  it out d e s pite a 10% in­

flation. The r esult in 30 years is a fall in real income from $1.5 

billion to $86 m i l l i o n  at the end. To make the same point, a $1.5 billion 

Permanent Fu n d  divi d e n d  will then only buy w h a t  $86 mill i o n s  buys today.

3) This emphasis on maintaining purchasing power gives the clue to evaluating 

investment performance. We have been advised that the best measurement

of perfor m a n c e  should be the ability of the Fund to earn a specific rate

of return above inflation on a consistent basis.

Inflation can be tracked through the Cons u m e r  Price Index (CPI). Some 

investment m a n a g e r s  recommend comparison with the Gross National Product 

(GNP) defiater as a less volatile indicator.

The advantages of this approach is that the Trustees and Legislature can 

agree on a p e r c e n t a g e  above tre inflation rate as being the target real 

income. Th i s  fits in wi t h  the concept of total asset m a n a g e m e n t — both 

short and long term. It avoids striving for excessive and speculative

returns w h i c h  could lead to eventual losses.

C) Under this " s a v i n g s-income approach", a number of uses for the income 

suggest themselves.

1) Cash dividends. Thi s  is already on the books, but pending, as you know, 

b efore the U. S. Supreme Court, and may have to be changed. This certainly 

b r i n g s  the w i dest poss i b l e  constituency for the Fund, but not a few have 

various p r o b l e m s  w i t h  this approach, esp e c i a l l y  the p r o b l e m  of in-migration 

as the plan now stands.

2) O t h e r s  speak of using the Fund income to cover future budgets for as 

long as possible. But there are serious d o ubts about this, first about 

our rea d i n e s s  to put the large sums aside in time, secondly about the 

w i s d o m  of g iving (another) blank check to the state government.

3) I wa n t  to o f f e r  a third approach, which c ompliments the idea of the 

dividends, altho u g h  these are tax-free. It w o u l d  be to endow central 

programs in the budget, those which benefit the widest cross-section of 

the public. They include education, housing, block grants to cities and 

boroughs, A l a s k a n  o r i e n t e d  research, possibly energy.

Some of the thoughts e x p r e s s e d  in my mem o r a n d u m  of November 21, I960, are 

e q u a l l y  app l i c a b l e  to d a y  in o ur formulation of policy. T h e y  a-e thus i n c o r p o r a t e  

h e r e i n  by reference.



T h e  d e s i r a b l e  c h a n g e s  in the l e g i s l a t i v e  act c r e a t i n g  the A l a s k a  Per m a n e n t

F u n d  a r e  s i m p l e  in c o n c e p t  and a p p e a r  to n e e d  o n l y  be t h r e e  in number. Most o f

t h e  p o l i c y  d e c i s i o n s  a n d  o p e r a t i n g  p r o c e d u r e s  o f  the F u n d  can b e t t e r  be d e f ined

t h r o u g h  B o a r d  o f  T r u s t e e s  R e solutions. Th i s  gives f l e x i b i l i t y  and, at the same
%.• i

time, c l a r i t y  to the public.

.  *  /
»

T h e  t h r e e  l e g i s l a t i v e  c h a nges can be c l a s s i f i e d  as follows:

1. S t r u c t u r e  o f  the B o a r d  of T r u s t e e s  to a c h i e v e  a d e s i r a b l e  degree of

i n d e p e n d e n c e .

2. E x p a n s i o n  o f  the legal i n v e s t m e n t s  o f  the F u n d  to i n c l u d e  e q u i t i e s — .

• b o t h  in s e c u r i t i e s  a nd in real estate.

3. P e r m i s s i o n  f or the T r u s t e e s  to rein v e s t  p a r t  of the i n v e s t m e n t  income of 

the Fun d  to o f f s e t  the i m p a c t  o f  i n f l a t i o n  a n d  to p e r m i t  g rowth o f  the Fund.

Th e s e  c h a n g e s  are d i s c u s s e d  in s u p p o r t i n g  mem o r a n d a .

S t r u c t u r e  of the Bo a r d  of T r u s t e e s

'# •

The m o s t  f u n d a m e n t a l  p a r t  of the P e r m a n e n t  F u n d  and the d e t e r m i n i n g  factor 

in its s u c cess or failure is the Board of Trustees. W a t e r  c annot rise h i g h e r  than 

its source.

The B o a r d  sets the p o l i c y  for:

1. The goals of the Fund.

2. The i n v e s t m e n t s  w i t h i n  the l imits set by the Legislature.

3. s e l e c t i o n  of i n v e s t m e n t  m a n a g e r s — w h e t h e r  in-h o u s e  or outside.

In addi t i o n ,  the B o a r d  oper a t e s  in close c o o r d i h a t i o n  in p o l i c y  and practice 

w i t h  the e x e c u t i v e  and l e g i s l a t i v e  b r a n c h e s  of the state government.

The p u b l i c  image and c o n f i d e n c e  in the Fund re s t s  w i t h  the Board.

Q u a l i f i c a t i o n s  of the Trustees:

It is n o t  r e a s o n a b l e  to e x p e c t  tha t  the T r u s t e e s  should be e s p e c i a l l y  skilled 

in i n v e s t m e n t  ma n a g e m e n t .  The pr i m e  r e q u i s i t e s  are th a t  the T r u s t e e s  be Alaskans 

of i n t e g r i t y  and f a v o r a b l e  p u b l i c  image.

However, it is d e s i r a b l e  that ea c h  T r u stee hav e  a b a c k g r o u n d  in decision



a p
a p p o i n t m e n t  b y  t he G o v e r n o r, it is e s s e n t i a l  t h a t  the B o a r d  be r e a s o n a b l y  ins u l a t e d

f r o m  the f l u c t u a t i n g  winds o f  p o l i t i c s — e i t h e r  e x e c u t i v e  or legislative.

Th i s  is in o r d e r  to:

1. E n a b l e  c o n s i s t e n c y  in policy, to be d e v e l o p e d  a n d  implemented.

2. Give c o n f i d e n c e  to p r o s p e c t i v e  s t a f f  in r e c r u i t m e n t  a nd in r e t a i n i n g  of 

i n v e s t m e n t  m a n a g e r s .

3. A t t r a c t  t o p  q u a l i t y  trustees.
*

The r e c o m m e n d e d  i n d e p e n d e n c e  has a d e q u a t e  s a f e g u a r d s  built in for p r o t e c t i o n  

a g a i n s t  ar. i r r e s p o n s i b l e  i n d e p e n d e n c e  o f  the Board.

F r o m  the s t a n d p o i n t  of the exe c u t i v e  b r a n c h ,  this r e s ults fr o m  the fact that 

t h e  G o vernor:

1. A p p o i n t s  a l l  t r u s t e e s  and may r e m o v e  t h e m  at will.

2. Th e r e  is a c o n t i n u o u s  liason t h r o u g h  the C o m m i s s i o n e r  of Revenue.

F r o m  the s t a n d p o i n t  of the Legisl a t u r e ,  this r e s u l t s  from the fact that the 

L e g i s l a t u r e :

1. Set s  the l e g i s l a t i v e  g u i d e l i n e s  (i.e. the charter) of the Fund, w h i c h  can

be c h a n g e d  by any s u c c e e d i n g  L e gislature.

2. D e t e r m i n e s  the d i s p o s i t i o n  of the e a r n i n g s  o f  the Fund.
' #

3. Has r e v i e w  o n  a c o n t i n u o u s  basis t h r o u g h  the joint L e g i s l a t i v e  B u d g e t  and 

A u d i t i n g  Com m i t t e e .

C o n c l u s i o n :

The t r u s t e e s  c a n  n e i t h e r  in theory nor in p r a c t i c e  operate w i t h o u t  joint 

s u p p o r t  a nd c o n f i d e n c e  of b o t h  the Governor and the Legislature. The degree of 

i n d e p e n d e n c e  r e c o m m e n d e d  is m e r e l y  to s l o w  d o w n  p r e c i p i t o u s  action. Thi s  e n a b l e s - a  

r e a s o n a b l e  time to:

1. D e v e l o p  p r o p e r  o r g a n i z a t i o n  and i n v e s t m e n t  strategy.

2. E v a l u a t e  t h e  B o a rd's p o l i c i e s  and a c t i o n  by the Giivemor , the L e g i s l a t u r e  

a n d  the p u b lic.

The g r e a t e s t  s a f e g u a r d  f r o m  u n d e s i r a b l e  a c t i o n  by the Board, p o l i t i c a l  o f f i c e  

h o l d e r s , or the p u b l i c  is t h r o u g h  accepted t r a d i t i o n — a n d  the next three years are 

c r u c i a l .

I m p l e m e n t a t i o n :

T he m o v e m e n t  towards" b e n e f i c i a l  ^independence can be facilitated by a change i 

the c o m p o s i t i o n  o f  t he Board o f  Trus t e e s  to l i m i t  the c a b i n e t  r e p r e s e n t a t i o n  to 

the C o m m i s s i o n e r  o f  R e v enue a nd have fnur nnhl i r n o m K o r p  ...4 t-v. j    ~r

in



H o w e v e r ,  b e c a u s e  o f  the close r e l a t i o n  n e c e s s a r y  w i t h  the D e p a r t m e n t  of Revenue,

t he d u t i e s  of i ts C o m m i s s i o n e r  n a t u r a l l y  flow i n t o  the w o r k  of a Fund Trustee.

T h e  c l o s e  i d e n t i t y  w i t h  the G o v e r n o r’s o f f i c e  i n h e r e n t  in h a v i n g  half of the 
1

T r u s t e e s  r e p r e s e n t e d  b y  C o m m i s s i o n e r s  h a s  b e e n  v e r y  e f f e c t i v e  in the o r g a n i z a t i o n a l  

s t a g e  o f  the Board. However, the o p e r a t i o n a l  stage w h i c h  is forthcoming, wi l l  

i n v o l v e  c o n s i d e r a b l e  travel, p r o b a b l y  m o n t h l y  m e e t i n g s  a n d  n u m e r o u s  consultations, 

t h u s  r e q u i r i n g  c o m m i t m e n t s  d i f f i c u l t  for C o m m i s s i o n e r s  to include in t h e i r  busy 

t i m e  s c h e dules.

• If this c h a n g e  in c o m p o s i t i o n  of t he B o a r d  is a c c e p t a b l e  to the G o v e r n o r -and 

t h e  L e g i s l a t u r e ,  t h e  n e c e s s a r y  e n a b l i n g  l e g i s l a t i o n  c o u l d  be p a s s e d  at the fo r t h c o m i n g  

session. A t t a c h e d  is a sche d u l e  showing the e f f e c t  o f  the sug g e s t e d  c h a n g e  in 

c o m p o s i t i o n  a n d  terms.

W i t h  the o p e r a t i o n a l  stage of the B o a r d  d e v e l o p i n g ,  it is logical t o  change 

t he c o m p e n s a t i o n  o f  the ‘pu b l i c  m e m bers b y  e l i m i n a t i n g  the h o n o r a r i u m  for a t t e ndance 

at m e e t i n g s  a n d  s u b s t i t u t e  an annual fee for a ll p e r s o n a l  services of e a c h  public 

Trus t e e .

R e a s o n i n g :

The a t t e n d a n c e  h o n o r a r i u m  is ill o g i c a l  in th a t  it assumes that the Trustees' 

s e r v i c e s  are p e r f o r m e d  on l y  at a stated meeting. It ignores the fact t h a t  the 

B o a r d  is a w o r k i n g  b o d y  i n v o l v i n g  continuous s e r v i c e s  in committees, traveling,

c o n s u l t a t i o n  w i t h  staff, i n v e s t m e n t  m a n a g e r s ,  o t h e r  f u n d  trustees, p a r t i c i p a t i o n

>
in w o r k  shops w i t h  l e g i s l a t o r s , i n t e r e s t e d  p u b l i c  groups, etc.

*

It is s u g g e s t e d  that the p u b l i c  m e m b e r s  receive- an annual fee on a p a r  wit h  

t h a t  of the l e g i s l a t o r s .  This does not i n t r o d u c e  an e m p l o y e e  r e l a t i o n s h i p  but 

a s s u m e s  the f i d u c i a r y  rela t i o n  c o m p a r a b l e  to t h a t  of d i r e c t o r s  of a corporation.

1. The s u g g e s t e d  c o m p e n s a t i o n  w o u l d  be in line w i t h  c o m p e n s a t i o n  o f  legislators, 

st a t e  of A l a s k a  s t a f f  and p r i v a t e  industry.

2. It a s s u m e s  a d e d i c a t i o n  o f  25% to 50% o f  the p u b l i c  members' time, 

d e p e n d i n g  on a s s i g n m e n t s .

3. The s u g g e s t e d  fee is set to be m i d w a y  b e t w e e n  the value of the T r ustee's 

s e r v i c e s  in the m a r k e t  pl a c e  and a pure d o n a t i o n  of time w h i c h  is not w i t h i n  the 

a b i l i t y  of m a n y  fine, p o t e n t i a l  Trustees. It is not so large as to be a sought-



A c c o u n t a b i l i t y  o f  the Board:

T h e  L e g i s l a t u r e  has p r o v i d e d  f or i n d e p e n d e n c e  of Board m a n a g e m e n t  of the Fund 

by t r a n s f e r  of .Fund assets t o  the P e r m a n e n t  F u n d  C o r p o r a t i o n  a nd i n s t r u c t i o n s  to
t

m a n a g e  a n d  invest. However, there are p r o b l e m s  o f  i d e n t i t y  w h i c h  soon will be 

up o n  us and d e s e r v e  clar i f i c a t i o n .

1. T h e r e  is n o  pl a c e  u n d e r  p r e s e n t  l aw w h e r e  the complete financial p e r f o r m a n c e

o f  the F u n d  is s u m m a r i z e d  a nd d i s closed. i A d m i n i s t r a t i v e  and o t h e r  expenses (e.g.

s u p p l i e s ,  safe k e e p i n g ,  travel, a u d i t i n g  ̂ .consultants' fees, ?tc.) are p a i d  by the

G e n e r a l  F u n d  and a r e  not i n c l u d e d  in the s t a t e m e n t s  o f  the P e r m a n e n t  Fund. This*

is so s i g n i f i c a n t  a n  o m i s s i o n  tha t  o u r  a u d i t o r s  h a v e  to m e n t i o n  it through f o o t­

note. T h i s  has a l s o  b e e n  c o m m e n t e d  on in p u b l i c  h e arings. The fo r t h c o m i n g  large 

e x p e n s e s  in staff a n d  m a n a g e m e n t  c o n s u l t a n t s , thi s  lac k  of c e n t r a l i z a t i o n  o f  all 

i n c o m e  and e x p e n s e s  o f  the Fun d  w i l l  p r e v e n t  any p r o p e r  a c c o u n t a b i l i t y  of Fund 

p e r f o r m a n c e  a nd the p u b l i s h e d  s t a t e m e n t s  wil l  be a d i s t o r t i o n  o f  results.

2. T o  the e x t e n t  that p r o f e s s i o n a l  i n - h o u s e  i n v e s t m e n t  m a n a g e m e n t  is b u i l t  

up, c e r t a i n  k ey p e r s o n n e l  w i l l  p r o b a b l y  r e q u i r e  c o m p e n s a t i o n  at rates h i g h e r  than 

p r e s e n t l y  c o n t e m p l a t e d  in state s a l a r y  struct u r e s .  Those i n d i v i d u a l s  are h i g h l y
• i

t r a i n e d  and, since the b e s t  are l i m i t e d  in supply, command s p e c i a l t y  compensation.

T o  the e x t e n t  that i n v e s t m e n t  m a n a g e r s  are r e t a i n e d ,  their services, b a s e d  on 

m a r k e t  v a l u e  of a s s e t s  c o’ Id be g r e a t e r  than any p r e v i o u s l y  p a i d  state departments.

3. A n o t h e r  r e q u i r e m e n t  for p r o p e r  m a n a g e m e n t  of the Fund is strict c o n f i­

de n t i a l i t y  d u r i n g  s e n s i t i v e  op e r a t i o n s .  Th i s  i n c l u d e s  the n e g o t i a t i o n  wit h  

i n v e s t m e n t  m a n a g e r s ,  d e c i s i o n s  on i n v e s t m e n t  strategy, receipt and study of 

e v a l u a t i o n s  o f  b o t h  s e c u r i t i e s  and the p e r f o r m a n c e  of i n v estment managers. While 

the s e c u r i t y  p o r t f o l i o  h e l d  b y  the F u n d  w o u l d  be p u b l i s h e d  in d e t ail, the dec i s i o n s  

d u r i n g  the p u r c h a s e s  a nd sales w o u l d  r e q u i r e  c o n f i d e n t i a l i t y .

A s i m p l e  and s t r a i g h t f o r w a r d  s o l u t i o n  to the f o r e g o i n g  p r o b l e m s  is to desi g n a t e  

t he P e r m a n e n t  F u n d  C o r p o r a t i o n  as a sepa r a t e  e n t i t y  for b u d g e t a r y  and accountability' 

p u r p o s e s .  A l l  i n c o m e  and e x p e n s e s  a t t r i b u t a b l e  to the Fund o p e r a t i o n  s hould flow 

t h r o u g h  the F u n d  a c c o u n t s .  By this means, the fina n c i a l  s t a t e m e n t s  of the Fund 

w o u l d  d i s c l o s e  all r e s u l t s  of o p e r a t i o n  and the c o m p l e t e  p e r f o r m a n c e  of the Board 

M a n a g e m e n t  c o u l d  b e  e a s i l y  m o n i t o r e d  b y  the G overnor, the L e g i s l a t u r e  and the 

p u b l i c .



and then fixed by the Legislature if they so desire.

E x p a n s i o n  of L e g a l  I n v e s t m e n t s  o f  the F u n d  

The L e g i s l a t u r e  h as c h a r g e d  the B o a r d  w i t h  the o b l i g a t i o n  of " c o n s erving a p o r t i o n  

o f  the s t a t e ' s  r e v e n u e s  f r o m  m i n e r a l  r e s o u r c e s  to b e n e f i t  all g e n e r a t i o n s  of 

A l a s k a n s . "  (Sec. 3 7 . 1 3 . 0 2 0 u  ).

It w o u l d  be of little b e n e f i t  to f u t u r e  A l a s k a n s  to h a n d  on to them a Fund

o f  the s a m e  d o l l a r s  b u t  o f  s h a r p l y  r e d u c e d  p u r c h a s i n g  p o w e r  b e c a u s e  of inflation.

T h i s  h a s  a d o uble d o l e f u l  impact, b e c a u s e  a fall in rea l  p r i n c i p a l  (adjusted for 

i n f l a t i o n )  a l ways b r i n g s  a like fall in real -‘ncome.

T h e  a d v i s e  we h a v e  r e c e i v e d  from v i s i t i n g  advisers, fina n c i a l  c o n s u l t a n t s  

a n d  the fund m a n a g e r s  in c onsistent. O u r  in v e s t m e n t s  should be b r o a d e n e d  to 

i n c l u d e  e q u i t i e s — b o t h  in stocks and re a l  estate.

The r e a s o n i n g  o f  the a d v i c e  is c l e a r  and simple. U n d e r  p r e s e n t  law, the on l y

legal i n v e s t m e n t s  f o r  the Fu n d  are deb t  instruments. Debts are r e p a i d  in fixed

sums o f  money. In times of inflation, the i n c r e a s e  in value of the u n d e r l y i n g  

p r o p e r t y  of a c o m p a n y  b e l o n g s  not to the deb t  h o l d e r  but to the stockholder. 

T h e r e f o r e ,  to o f f s e t  inflation, the F u n d  needs to have a s u b s t a n t i a l  part of its 

i n v e s t m e n t s  in the f o r m  of e q u i t y  o w n e rship.

T h e r e  is a n o t h e r  c o m p e l l i n g  r e a s o n  for the Fu n d  to h o l d  c o m m o n  stocks and«

that is to share in the g r o w t h  of the c o m p a n y  and the country. W i t h  p o p u l a t i o n  

...lcreases in Alaska, the per c a p i t a  v a l u e  o f  the Per m a n e n t  Fund can be i n c r e a s e d  by
I •

a d d i n g  to the F u n d ' s  p r i n c i p a l  at a f a s t e r  rate than the p o p u l a t i o n  growth. But 

this a b i l i t y  to add to the c a p i t a l  m a y  not c o n t i n u e  indefinitely. Furthermore, 

w h y  t u r n  down the o p p o r t u n i t y  to share in the e c o n o m i c  g rowth of the c o mpanies 

w h o s e  s e c u r i t i e s  are a v a i l a b l e  for i n v e s t m e n t ?

An o b v i o u s  and l e g i t i m a t e  c o n c e r n  in the e x p a n s i o n  of the legal i n v e s t m e n t  

list is the m a t t e r  o f  risk. T h e r e  are three m a i n  types of risk to which the Fund 

m a n a g e m e n t  m u s t  a d d r e s s  itself.

T h e  first risk is the e r o s i o n  of value t h r o u g h  inflation. By c o n f i n i n g  the 

i n v e s t m e n t s  o n l y  to de b t  instr u m e n t s ,  this risk is a s s u r e d  and devastating.



.in m a r k e t  v a l u e  t h a n  d e b t  i n s t r u m e n t s .  However, i n  r e c e n t  years, b o n d s  of b o t h  

m e d i u m  a n d  l o n g  t e r m  hav e  e x p e r i e n c e d  as g r e a t  a m a r k e t  risk. No o n e  recommends 

t h a t  a l a r g e  p e n s i o n  or e n d o w m e n t  f u n d  be c o n c e n t r a t e d  e n t i r e l y  and p e r m a n e n t l y  i n’ 

short-term, i n v e s t m e n t s .  T h e  a n s w e r  to this type o f  ris k  is to have a long-term 

o u t l o o k  in i n v e s t m e n t s — a p a t i e n t  c a p i t a l  a pproach. S t a t i s t i c a l  summaries for 

p r a c t i c a l l y  a n y  t en yea r  p e r i o d  selected, s h o w  a p o s i t i v e  a p p r e c i a t i o n  for 

e q u i t y  i n v e s t m e n t s .

T h e  t h i r d  r i s k  is v a r i a b i l i t y  in rate o f  i n v e s t m e n t  return. T h i s  should be 

o f  g r e a t  c o n c e r n  t o  all i n t e r e s t e d  in the p e r f o r m a n c e  o f  the P e r m a n e n t  Fund. C o n­

s i s t e n c y  of r e t u r n  will y i e l d  b e t t e r  l o n g  t e r m  r e s ults t h a n  a f l u c t u a t i n g  return. 

D e p e n d a b i l i t y  in r eturn is n e c e s s a r y  f or m a k i n g  b u d g e t  f o r e c a s t s  by those who are 

d e s i g n a t e d  to r e c e i v e  t he income.

T h e  f a c t o r s  w h i c h  m u s t  be c o n s i d e r e d  in this type o f  risk are v a r i e d  and 

c o m p l e x .  Howe v e r ,  m o d e m  p o r t f o l i o  m a n a g e m e n t  h a s  l e a r n e d  to o v e r c o m e  such risk. 

D i v e r s i f i c a t i o n  o f  i n v e s t m e n t  b y  security, issuer, i n d u s t r y  and l o c a t i o n  is a 

u s e f u l  tool. T h e  impact o f  b u s i n e s s  cycles, interest m o v e m e n t s  and p o l i t i c a l  

c h a n g e s  can be d a m p e n e d  o u t  b y  a p r o p e r  mix r f  e q u i t y  a n d  fixed i n come securities 

in the p o r t f o l i o .  The r i s k  in i n v e s t m e n t  m a n a g e m e n t  is b e s t  c o u n t e r e d  by h aving a 

n u m b e r  o f  m a n a g e r s  wi t h  t h e i r  p e r f o r m a n c e  m o n i t o r e d  by p r o f e s s i o n a l  experts and 

t h e i r  r e t e n t i o n  b a s e d  on t h e i r  results.

C h a n g e s  by the L e g i s l a t u r e  in the i n v e s t m e n t  g u i d e l i n e s  for the Fund should 

be g r a d u a l  and st e p  by step. F o r t u n a t e l y ,  there exists a p r e c e d e n c e  in the investment 

a u t h o r i t y  for the T e a c h e r s  R e t i r e m e n t  S y s t e m  and the P u b l i c  E m p l o y e e s  Retirement 

S y s t e m  w h i c h  is familiar t o  the Legisl a t u r e .  It a p p e a r s  that the i n v e s t m e n t  criteria 

for t h e s e  r e t i r e m e n t  funds could-be f l e x i b l e  e n o u g h  for a posit i v e  p e r f o r m a n c e  by 

the P e r m a n e n t  Fund.

It s h o u l d  be n o t e d  t h a t  the p e r m i s s i o n  to the R e t i r e m e n t  Funds to invest in 

g o l d  is n ot d e s i r e d  for t h e  P e r m a n e n t  Fund. The c o n s t i t u t i o n a l  r e q u i r e m e n t  for 

i n v e s t m e n t s  to b e  income p r o d u c i n g  w o u l d  p r o b a b l y  e l i m i n a t e  it anyway.

T h e  p r o p o r t i o n s  of t he F u n d  to be i n v e s t e d  in s tocks should best be left to 

the d i s c r e t i o n  o f  the B o a r d  a nd will v a r y  o v e r  ye a r s  as the mix b e t w e e n  equities 

and f i x e d  i n c o m e  s e c u r i t i e s  is d e t e r m i n e d  to m e e t  the o b j e c t i v e s  of the Fund.



T he r e t i r e m e n t  fu n d s  o f  the st a t e  o f  A l a s k a  a l l o w  r e a l  e s t a t e  investment in 

n a t i o n a l  p o o l e d  funds. T h i s  w o u l d  be the p r i n c i p a l  k i n d  of real estate Investment 

f o r  t he P e r m a n e n t  Fund. In the o p i n i o n  o f  the w r i ter, there are p r o f i t a b l e  and very

1 t
s a f e  i n v e s t m e n t s  t h a t  c o u l d  be m a d e  d i r e c t l y  in i m p r o v e d  real e s t a t e  on a selective 

b a s i s .  H o w e v e r ,  if there is a n y  h e s i t a t i o n  o n  the p a r t  of the L e g i s l a t u r e  to 

g r a n t  this k i n d  o f  real e s t a t e  i n v e s t m e n t  au t h o r i t y ,  it could a w a i t  further experience 

in t he m a n a g e m e n t  of the Fund.

v

P e r m i s s i o n  to R e i n v e s t  P a r t  o f  I n v e s t m e n t  Income 

_________________________ o f  the F u n d ________________________

The m o s t  i m p o r t a n t  l e g i s l a t i v e  c h a n g e  n e c e s s a r y  to enable t h e  Bo a r d  to carry

o u t  its i m p l i e d  m a n d a t e  to c o n s e r v e  the r e a l  p r i n c i p a l  of the F u n d  for future

g e n e r a t i o n s  is to p e r m i t  r e i n v e s t m e n t  of i n v e s t m e n t  income. I n v e s t m e n t  in equities

w i l l  hel p  the Fund grow. B ut if a p e r m i s s i o n  to i n v e s t  in e q u i t i e s  is granted, it

n e e d  be c o u p l e d  w i t h  a r e d e f i n i t i o n  of i n c o m e  to i n c l u d e  d i v i d e n d s  and capital

g a i n s .  Then, r e g a r d l e s s  o f  the rate of income, if all income is t r a n s f e r r e d  to the

the
P e r m a n e n t  Fund, the value o f / F u n d  will i n e v i t a b l y  d e c l i n e  in p u r c h a s i n g  p o w e r  and 

income.

i
To i l l u s t r a t e  the p o i n t :  If the F u n d  has $10 b i l l i o n , e a r n i n g  15%, and pays

a l l  of it o u t  d e s p i t e  an i n f l a t i o n  of, say 10%, in 30 ye a r s  there w o u l d  be a fall 

in  real income from $1.5 b i l l i o n  to $86 m i l l i o n  at the end.

R e d e f i n i t i o n  of income:

If e q u i t i e s  are p e r m i t t e d  for i n v e s t m e n t  by the F u n d , t h e  i n c o m e  t h e r e f r o m , —  

d i v i d e n d s ,  rents a nd c a p i t a l  gains and l o s s e s — m u s t  be n etted o u t  and included in 

t h a t  i n v e s t m e n t  income.' T h i s  is n e c e s s a r y  to compute the true income of the 

i n v e s t m e n t  and to y i e l d  t he ca s h  for p u r p o s e s  of d i s t r i b u t i o n  to benef i c i a r i e s  

as d e t e r m i n e d  b y  the L e g i s l a t u r e .

If t h i s  e x p a n d e d  d e f i n i t i o n  o f  income is ma d e  in the e x i s t i n g  law, it should 

be c o u p l e d  w i t h  a c h a n g e  to c h a r g e  all s e c u r i t y  l osses to income as incurred. This 

w o u l d  be in a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  p r i n c i p l e s  of accounting.

A m o u n t  of i n c o m e  to r e t a i n  in Fund.

The m o s t  e f f e c t i v e  w a y  to r e t a i n  income is for the L e g i s l a t u r e  to authorize



A  p o r t i o n  o f  t h i s  income, say one- h a l f ,  s h o u l d  b e  c a r r i e d  to s u r plus and 

p e r m a n e n t l y  r e t a i n e d  as p a r t  o f  the p i n c i p a l  o f  the Fund. T h e  r e s u l t a n t  earn i n g s  

w o u l d  a i d  in the d o l l a r  g r o w t h  o f  the F u n d  and h e l p  in p a r t  to o f f s e t  inflation.

T h e  o t h e r  h a l f  can b e s t  be c a r ried to a r e s e r v e ,  s u b j e c t  to a p p r o p r i a t i o n  

b y  t h e  L e g i s l a t u r e .  T he d e c i s i o n  as to h o w  m u c h  to approp r i a t e ,  a n d  for what, can 

p e r h a p s  b e t t e r  be d o n e  later. A good a r g u m e n t  can b e  made to not a p p r o p r i a t e  the 

e n t i r e  half, b u t  l e t  i n f l a t i o n  and inv e s t m e n t  r e s u l t s  e n t e r  also in the picture.

T h e  p r a c t i c e  o f  the H a r v a r d  M a n a g e m e n t  C o m p a n y  is h e l p f u l  in thi s  regard.

T h i s  is a g r o w i n g  f u n d  o f  a p p r o x i m a t e l y  $1.7 b i l l i o n  at present. Income d i s t r i b u t i o n  

is p r e d i c a t e d  o n  the a n t i c i p a t i o n  that total i n v e s t m e n t  r e t u r n  will be 8% annually 

o n  m a r k e t  value o v e r  the lon g  term. 4% is d i s t r i b u t e d  to U n i v e r s i t y  D e p a r tments 

a n d  is used for p l a n n i n g  p u rposes. The o t h e r  4% is r e t a i n e d  for reinvestment.

T h e  a c t u a l  e a r n i n g s  in m o s t  y e a r s  have b e e n  h i g h e r  a n d  the excess o f  the 

d i s t r i b u t a b l e  4% g o e s  into a s t a b i l i z a t i o n  r e s e r v e  so as to mee t  the b u d g e t e d  

d i s t r i b u t i o n  rate. It s h o u l d  be noted that an 8% a n t i c i p a t e d  return on m a r k e t  

v a l u e  o f  i n v e s t m e n t s  is s u b s t a n t i a l l y  m o r e  than o n  h i s t o r i c a l  cost.

E l m e r  R a s m u s o n

4



Unde'r p r e s e n t  law: I n c e p t i o n  E x p i r a t i o n

F i r s t  y e a r  o f  o f f i c e  o f  n e w  G o v e r n o r  -

C o m m i s s i o n e r  o f  R e v e n u e  . 1983 P l e a s u r e  o f  G o v

T w o  o t h e r  C o m m i s s i o n e r s  1983 "

O n e  p u b l i c  m e m b e r  1983 1986

1

S e c o n d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1984 1987

T h i r d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1985 1988

F o u r t h  y e a r  o f  o f f i c e  - 

«
N o  n e w  a p p o i n t m e n t

R e s ult: U n d e r  p r e s e n t  law, f o u r  o f  t h e  six t r u s t e e s  a re app o i n t e d

b y  the i n c o m i n g  G o v e r n o r  w i t h i n  six m o n t h s  o f  h i s  office.

U n d e r  p r o p o s e d  law: .

if a p p r o v e d  a t  n e x t  l e g i s l a t i v e  session:

G o v e r n o r  H a m m o n d  w o u l d  a p p o i n t  -

C o m m i s s i o n e r  o f  R e v e n u e  1981 P l e a s u r e  of Gov

O n e  p u b l i c  m e m b e r  1982 1986

(present t e r m  o f  E l m e r  Rasmuson)

N e w  G o v e r n o r  w o u l d  a p p o i n t  in f i r s t  y e a r  o f  o f f i c e  -

C o m m i s s i o n e r  o f  R e v e n u e  ' 1983 P l e a s u r e  of Gov

O n e  p u b l i c  m e m b e r  1983 1987

(present t e r m  o f  G e o r g e  Rogers)

S e c o n d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r  1984 * 1988

(present t e r m  o f  P e t e r  M cDowell) “

T h i r d  y e a r  of o f f i c e  -

O n e  p u b l i c  m e m b e r  1985 1989

F o u r t h  y e a r  o f  o f f i c e  - 1

O n e  p u b l i c  m e m b e r  1986 1990

Stability consequences of proposed legislation:

1. N o n e  of t he t e r m s  o f  t h e  p r e s e n t  p u b l i c  m e m b e r s  w o u l d  b e  abridged.

2. G o v e r n o r  Hajr.1r.c3nd w o u l d  m a i n t a i n  h i s  right to ha v e  the C o m m i s s i o n e r  o f  Revenue 

o n  the B o a r d ,  a nd h i s  p r e s e n t  a u t h o r i t y  to a p p o i n t  a p u b l i c  m e m b e r  in 1982 w o u l d  not 

be c h a n g e d .

3. T he t h r e e  p u b l i c  m e m b e r s  a p p o i n t e d  b y  G o v e r n o r  H a m m o n d  w o u l d  continue into 

the a d m i n i s t r a t i o n  o f  the' s u c c e e d i n g  Governor.

4. T h e  i n c o m i n g  G o v e r n o r  w o u l d  have t h e  r i g h t  to a p p o i n t  h is C o m m i s s i o n e r  of



ALLIANCE CAPITAL MANAGEMENT CORPORATION' 

INFLATION IMPACT

1 9 7 5 - 1 9 7 9  • 9  m o s . 1 9 8 0

Co n s u m e r  P r i c e  I n d e x  ^ 7 . 9 %  9 . 5 Z

S t a n d a r d  & P o o r s  5 0 0  ' 9 9 , 9  ; 2 1 , 0

A l l i a n c e  Eq u i t y  F u n d  Co m p o s i t e  1 9 1 , 1  • 2 8 , 0
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STOCKS, BONDS, RISK FREE ASSETS S INFLATION 

Co m p o u n d  Gr o w t h  Ra t e s : 1 9 2 6  -  1 9 7 9
.f

*

NOMINAL REAL

COMMON STOCKS (S S P 500) 9.0% • 6,1%

1

LONG-TERM CORPORATE BONDS
fi

3,8% • 1,0%

TREASURY BILLS 2,7% • (0,1%)

INFLATION 2,7%
%

. Source: Ibbotsen-Sinquefield



OF INVESTMENTS IN THE U.S. CAPITAL MARKETS 
1926-1978

INFLATION

WFAI TH iwnmpfi

LONG TERM CORPORATE BONDS

LONG TLRM GOVERNMENT BONDS

TREASURY BILLS

20.000 20,000

6,000

4.000

3.000

2.000

5.000

4.000

3.000 .

2.000

$8,959

$30,000

S&P500

Prepared by Alliance Capital Management Corporation basod upon data presented in S ioct s. Oondi. Pills and Inll.nion: 
Tha Pan 11926-1976) ami Tlia Fumm 11977-2000) published in 1977 by the Financial Analysts (losoarch Foundation.



THE CASE FOR EURODOLLAR DEPOSITS AND C. D.s

Eurodollar time deposits and Eurodollar certificates of deposit 
are time deposits denominated in U. S. dollars and accepted or issued by 
the London branches of major European, United States, Canadian, and 
Japanese commercial banks as veil as the international subsidiaries of 
United Kingdom clearing banks. The Eurodollar deposit and C. D. markets 
grew rapidly in the 1960's in response to measures taken by the United States 
to restrict the outflow of dollars. Significant growth is also attributable 
to the tight money -periods of 1966 and 1969 when short term rates in the 
United States rose above the maximums U. S. commercial banks could pay on 
domestic time deposits in accordance with Regulation Q. This forced U. S. 
banks to borrow heavily from their branches abroad where interest rates 
were not regulated.

As the result of recurrent balance of payments problems during the 
1960’s, such foreign investment controls as the Interest Equalization Tax, 
Voluntary Foreign Credit Restraint Guidelines, and Overseas Foreign Direct 
Investment Regulations were instituted. Although these controls effectively 
closed the U. S. capital.markets to foreign borrowers and prevented U. S.
.firms from transferring capital abroad, they contributed significantly to 
the development of an active market for U. S. dollars on deposit outside 
the u. S. In early 1974, these control, programs were all eliminated. Many 
observers thought that the Eurodollar market as a result would disappear.
However, since no reserve requirements were levied on these deposits, the 
continued growth of the Eurodollar market was assured. The lack of reserve 
requirements enabled banks to pay higher interest on deposits while at the 
same time charging a lower rate on loans and still to increase profits.
The volume of outstanding Eurodollar negotiable C. D.s continued to grow 
to its present size of approximately $32 billion while the much larger 
Eurodollar deposit market has grown to an estimated $425 billion.

Most Eurodollar negotiable C. D.s are issued with maturities up to one 
year by prime international banks. Banks usually quote rates for three, 
six, and twelve month maturities, corresponding to their loan rollover 
requirements, rather- than for all maturities as in the United States. U. S. 
purchasers of Eurodollar C. D.s include coraraer %.ial bank portfolios and trust 
departments, corporations, insurance companies and various other institutions.
In addition, a large number of foreign entities are active participants in 
the Eurodollar C. D. market. Investors generally receive an additional 
1/8 to 1/4% in yield over domestic C. D.s of the same issuer and maturity 
while a holder of a non-negotiable Eurodollar time deposit normally picks up 
still an additional 1/8 to 1/4%. These spreads may change as the result 
of the recent (November 13, 1980) requirement that U. S. and foreign agency 
banks hold 3% reserves against their net balances due to foreign branches. It is 
still too early to determine what the likely impact of this reserve require­
ment on the Eurodollar markets will be.

Many investment bankers and commercial banks actively trade Eurodollar 
C. D.s providing liquidity to these investment instruments. The standard 
trading units are multiples of $1,000,000. The trading volume of Eurodollar

#



C. D.s has grown steadily from a monthly average turnover of about 
$2.1 billion in 1974 to more than $12 billion in mid-1979 with trades of 
$20 to $25 million not uncommon. Trading activity in the market is 
influenced not only by normal seasonal pressures affecting the domestic 
C. D. market but also by periodic loan rollover pressure and foreign 
exchange developments which may have a significant impact on rases, 
thereby presenting opportunities for the investor.

With regard to credit risk, the deposits are general obligations of 
the issuing bank under the laws of England where they are issued and 
payable. Holders of these deposits are creditors of the entire bank and 
not just the issuing branch. If a branch failed to pay a C. D. because 
of insolvency, it could be enforced against the head officp of the bank..
A depositor or C. D. .older could be negatively affected by government 
action in two ways. One would be an action of the English government such 
as its imposition of currency controls or interest limitations and. the 
other would be by the action of the bank’s head office. This could take the: 
form of modification or termination of the issuing bank's liability 
regardless of where the holder sought payment. The chances of such 
governmental action are viewed as highly unlikely.



' Yields ol Three, and Six Monlh-Eurodollxr Certlllcate* ol Depoelt
.er.d their Yield Spreeda above U.S. Prime Certifies!** of Deposit

• . . .  •

• • Yield Spreads-
• • •• 

je * Yield*- Euro $ vs. U 3 . CJ0.»
Eurodollar C.D. (In Basle Polnla)

Three . . Six Three Six

First of Month Month • Month Month . • Month

1974-Jan. 10.00% 10.00% + 80 +150
Apr. 9.81 9.81 + 6 ,+ 51

July 13.11 1331 +121 +151

Oct. 11.69 • ; 11.75 + 89 +105'

1975-Jan. 9.63 944 ♦ 53 ' + 74

Apr. 6.56 6.94 + 46 + 54

July ‘ 630 7.00 + 20 + 30

. Oct. 7.63 835 + 53 + 20 .

1976~Jan. 5.63 •_6.25 + 13 + 30

Apr. 531 5.88 + 11 . + 28

July 5.88 6.50 + 14 + 30

Oct. 5.56 5.75 + 21 + 25

1977-Jan. 4.88 5.00 + 23 +

Apr. " 5.06 5.31 • + 16 ' + 16

July ' * ‘ 5.63 5.81 ' + 25 + 21

Oct 6.69 6.94 • + 29 + 24

1978-Jan. . 7.00 735 + 20 •+ 25 .

Apr. 7.20 . 7.50 + 35 + 20

July 8.35 8.70 + 25 + 15

Oct. 9.30 • 9.60 . + 40 + 35

1979-Jan. 11.45 12.00 ’ + 55 + 50

Apr. 10.35 10.62 i + 35 + 32



Volume Outstanding ol U.S. and Eurodollar Certi.'lc* ?a ol Deposit 
and Secondary Market Turnover ol Eurodollar Ce.rtllcales ol Deposit 

. (Billions ol OS. Dollars)

113. C .D j . * Eurodollar C.Da

• MId-monlh Total Total Secondary
(Approx.) Outstanding (1) Outstanding (2) Mark*ITumover(3t

1974-Jan. . 65.6 11.1 2.3
Apr. . 71.8 ' • ' 13.7 ZO
July 83.0 . ••13.0 • 1.4
O ct 88.7 . 12.5 ZB

1975-Jan. S1.4 . * 11.6 3.3

Apr. . 853 . 1 1 3  ' 2.2
July 803 11.8 2.1
O ct 83.3 „ 12.4 . . 3.7

1976-Jan. 79.1 „• * 13.3 ' 5.1
Apr. 69.9 * -  14.1 4.6
July 69.5 14.9 . 5.0
O ct 64.6 15.7 5.4

1977-Jan. , 62.8 15.9 • 63
Apr. . 59.9 • • . 17.0 • 5.7

• July • 623 - 19.0 . 63
Oct. 683 21.7 ; 6.1

jm' , ' • t

1978-Jan. 75.8 21.9 7.4
April . 80.7 21.9* 7.5 **
July 87.3 22.0 • 4.7
Oct. 90.0' 23.5 • ' 6.8

1979-Jan. . 96.5 . 273 11.6
Apr. 86.5 28.1 9.3
July "  • 793 322 12.4



REAL ESTATE INVESTMENT MARKET 
& REAL ESTATE EQUITY POOLS

Until the early 1960's the real estate investment market in the United States was 
primarily controlled by the real estate developer and the small investor or invest­
or group. There were few large real estatie projects and those that were built were 
either financed or owned by one of a few insurance companies purchasing for their 
own investment account. Industrial property was usually owned by the corporate user 
or leased from local investors. The market place was highly fragmented and very 
much an activity at the local level. Develop rs had small organizations and essen­
tially seat-of-the pants entrepreneurs.

The 1960's saw an explosive demand for manufacturing warehousing, retail, commercial 
and office facilities. The larger industrial and office park concepts were created 
and the increasing demand for capital led most corporations to a leasing posture. 

This was appropriate for warehousing and office facilities as a way to conserve 
capital for business and as a strategy which allowed reaction to changing markets. 
Family formation growth led to rapid residential suburban growth and as residental 
developments grew so did retail and commercial developments. The shopping center 
grew from infancy to maturity as regional enclosed mall centers creating a mini- 
dowr.-own which had a major impact on residential and commercial growth patterns. 
During this period a very few pension funds began to acquire industrial and commer­
cial properties for investment. At the same time, more insurance companies began 
to add properties to their investment portfolios. The institutional real estate 
investment market began to take on the characteristics of a regional and in some 
cases a national market.

As we moved into the 1970's real estate projects increased rapidly in size and com­
plexity demanding a broader range of professional skills. The size of real estate 
development organizations expanded to handle regional as well as national areas as 
well as a national market.

The 197A—1>76 recession dampened much corporate involvement in real estate but the 
demand and growth for investment grade real estate product remained intense. De­
mand for pension fund real estate investments during the latter part of the 1970's 
drove down the current cash return on investments. Appreciation in value and rap­
idly rising rental rates created even more demand as real estate appeared attractive 
as an alternative pension investment vehicle.

As we move into the 1980's, commercial and industrial grade real estate will become 
more and more an institutional market. The long term mortgage market is likely to 
see a radical change necessitating substantial equity to be raised for larger real 
estate projects. This will squeeze the smaller developers or will force them to 
sell or joint venture their projects with institutions and pension funds. The very 
large development projects will become exclusively an institutional and pension 

furd market.

Consequently, the demand for real estate facilities from the user side is currently 
very strong and promises to remain so during the 1980's and beyond. The demand for 
quality investment grade real estate by institutions and pension funds will be even 
stronger. This will predictably result in lower current returns and stretched out



6 Real Estate Equity Pools 
Page 2

periods to realize long terra return on investment objectives. The demand from both 
the user and investor side combined with the effects of inflation and government 
regulations will continue to push real estate up at a substantial rate. Commercial 
and industrial real estate investments should continue to provide superior long-term 
returns on investments.

In the last 10 years many trust, pools or funds have been established to participate 
in the advantages of real estate investments. They consisted of larger mortgage 
companies, banks, brokerage houses and insurance companies to name a few. Insurance 
companies led the way since in many cases they had been involved in real estate 
lending or purchasing for their portfolio for the past 100 years or longer.

Real estate is not a passive investment. It is a highly complicated field requiring 
creative ability, qualitative as well as quantitative analysis, and most of all ex­
perience. Owned real estate has its own risk parameters quite different from those 
of other investments. Once purchased, it has to be managed properly. Real Estate 
•is susceptible to vacancies, demographic change, imbalance of income to expenses, 
and overbuilding to name a few. Major insurance companies have the expertise as 
well as offices all over the country, and this is a major advantage not available to 
most other managers. Real Estate pools offer protection against downside risk due 
to vacancies or rapidly escaxating operating costs. Prudently selected and main­
tained Real Estate can be considered a viable supplement to other portions of a 
portfolio.

Funds accepted for real estate pools are limited to the properties available for 

purchase in any given period. You advise them of your intention to join and give 
them an indication of the amount you would like to deposit. They will accept your 
funds on a quarterly basis only, and then only if they have sufficient properties 
in line for purchase the following quarter. They will not guarantee acceptance of 
your funds in a specified time frame. They will not purchase unqualified properties 

just because funds are available.

Just as it is sometimes difficult to get in a real estate pool, it also takes time 
to withdraw. It must be realized that real estate investments are relatively il­
liquid and should be considered long term investments. They will not force sell a 
property just because you want to withdraw your funds. Most pools require 90 days 
written notice prior to any quarterly date. This allows them time to find other 
investors who want to invest in the pool, thus allowing you to withdraw. However, 
if cash available in the pool is sufficient to allow your withdrawl earlier, they 

will honor your request.

We're sure everyone will agree that any investment portfolio, pension fund or per­
manent fund in this case, should have the ability to diversify its investments. We 
have all witnessed the is and downs in stock and bond markets over the years. Good 
real estate on the other hand on average has always increased in value. Investment 
decision makers have finally been convinced that real estate deserves a place in a 
well diversified portfolio. We believe that the current trend toward real estate as 

a major investment asset is both justified and of growing importance.



& Real Estate Equity Pools
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Many investment managers have been aware of the advantages of real estate investing 
but were discouraged from participating in real estate due to the lack of liquidity 
and risk characteristics associated with outright ownership. Real estate pool in­
vestments are designed to overcome these problems. Pool investment offers well 
managed diversification characteristics tailored to meet the risk to expected return 
and liquidity requirements of .participants. The pools offer the investment advan-

• tages of a portfolio of high -quality real estate, diversified by property type, 
lease term, tenant type and geographic location, combining a potential for capital 
appreciation with an attractive level of current income.

That last sentence says it all and deserves expanding upon:

Advantages

Real Estate equity pools are designed to deliver all of the advantages investors 
seek from real estate, without the complexities of outright ownership.

• Return Potential

Over the years, carefully selected real estate has demonstrated a consistent ability 
to produce attractive yields.

Inflation Hedge

A rapid increase in real estate values has become increasingly evident in recent 
years as escalating construction costs have exerted upward pressure on the replace­
ment cost of commercial and industrial properties. An attractive hedge against in­
flation.

Portfolio Diversification

Real estate assets produce very positive diversification characteristics when in­
troduced into the typical portfolio of stocks, bonds, mortgages and money market 
investments to name a few.

A real estate pool also provides diversification of property types such as shopping 
centers, apartment and office buildings, motels, hotels, industrial and warehouse 
buildings, etc. Geographic diversification is provided through purchases of p r o­

perty from coast to coast including Alaska. ,

As more and more investors become aware of the advantages of diversification and 
returns available on these pools, the demand has been increasing. With this demand 
there has been an increasing number of pools going on line, which makes good real 
estate investments harder to find.

The better real estate pools do not speculate as Real Estate Investment Trusts 
(REIT’s) did back in the late sixties and early seventies. Real Estate Investment 

Trusts began in 1960 when Congress passed the Real Estate Investment Trust Act.
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The purpose was to provide more capital to satisfy the growing demand for long term 
investment money by opening the field to individual investors. The mortgage type 
REIT created the surge of popularity between 1969-71. Underwriters encouraged banks 
and others to establish trusts because the shares were easily sold and good fees 
were to b e  made. The REIT's borrowed heavily from banks and others to support their 
demand for more money to lend construction and development projects. Serious prob­
lems began to surface in 1974 when the prime rate soared past 12% and some construc­
tion loans reached 18% to 20%. Many could not pay and projects could not be com­
pleted and many failures resulted. Insurance company pools do not sell shares to 
the public, do not get involved in development projects until completed, and best 
of all do not borrow monev to purchase real estate investments.

The insurance companies described on the following pages, it. our opinion, are among 
the best in the industry. Other pools are available, some managed by non insurance 
companies, and other insurance companies also have pools. Ve presently have retire­
ment systems funds in the pools with companies used as examples.



PRUDENTIAL INSURANCE COMPANY OF AMERICA

Prudential is the largest private real estate investor in the United States. As of 
June 1980 their estate investment department employed a professional staff of almost 
500 persons located in Prudential Corporate Headquarters and 71 field offices in the 
United States and Canada. They manage nearly $18 billion of real estate investments, 
including $14 billion in mortgages, $3 billion in wholly owned properties and over 
$1 billion in joint ventures throughout the United States.

Because of their nationwide structure, the real estate department has established 
direct working relationships with regional and national real estate developers, 
brokers, managers, and investors. These relationships allow Purdentia.1 to consider 
property opportuni ies on a national basis.

Prudential Property Investment Separate Account (PRISA)
($2 billion) Annual Historical Performance

Breakdown of

Year Gross Net Net Return

Ending Return Return Income Appreciation

12-31-79 25.4 % 23.9% 8.8% 15.1%

12-31-78 20.9 19.5 . _ 9.0 10.5

12-31-7/ 12.0 10.7 7.8 2.9

12-3.1-7 C 9.8 8.5 7.5 1.0

12-31-75 9.5 8.3 7.0 1.3

Geographical Lr'tacion 

As of 6/30/80-% Regions (30 States)

22% West

20% South

18% Mid-West

40% East

Property Diversification

39% Office Buildings
23% Industrial Buildings
16% Hotels & Motels
19% Shopping Centers
3% Apartments



AETNA LIFE INSURANCE COMPANY

Aetna's Real Estate Department has been in operation for over 100 years, anti in the 
last 10 years has established an equity unit responsible for buying and managing 
equity real estate. Aetna's real estate and mortgage portfolio exceeds $5 billion.
The real estate department is comprised of 130 employees with a variety of backgrounds 
in real estate. The department utilizes both correspondents and direct lending 
capabilities. They are affiliated with over 85 mortgage bankers in major metro­
politan areas who are under contract to produce real estate and mortgage investments. 
Their internal National Accounts unit deals directly with major real estate develop­

ment companies which operate on a national basis.

Aetna Real Estate Separate Account 

($300 MM) Annual Historical Performance

Total

Yield Appreciation Return

Jan.-Dec., 1978 7.73% .827. 8.55%

Jan.-Dec., 19n9 9.03% 3.54% ‘ 12.57%

Geographic Distribution

As of 6/30/80-% Regions

30% Rockies
16% South
18% Mid West
3% East

33% West

Property Diversification

45% Retail Buildings
2% • Land

20% Office Buildings

19% Industrial
14% Waiehouse Buildings



JOHN HANCOCK MUTUAL LIFE INSURANCE COMPANY

The John Hancock's Real Estate Department has been in existence for over 100 years 
and currently manages a portfolio of commercial and agricultural real estate and 
mortgages of all types in excess of $4 billion. In addition to a staff of in-house 

professionals including 50 mortgage investment officers, they have advisory and or­
igination capability from a network of 58 mortgage banking firms and their branch • 
offices located in major metropolitan cities from coast to coast. They also have 
eight agricultural loan agencies in the major farm areas of the country, and main­
tain extensive contact with major property developers as well as the mortgage and 
real estate brokerage community.

($350 If'.) Equity Real Estate Account (ERA)
Annual.Historical Performance

Total*
Yield Appreciation Return

Jan. - De c . , 1977 9.1% 1.2% 10.3%

Jan. - De c . , 1978 9.3 2.5 11.8

Jan. - Dec., 1979 10.2 8.8 19.0

Geographic Distribution 

As of 6/30/80-% 7 Regions (21 States)

11% New England

13% Middle Atlantic

15% Southeast

30% Midwest
5% Southcentral

13% Mountain/Southwest

13% Pacific

Property Diversification

32% Industrial Buildings

8% Hotel
28% Warehouse Buildings
13% Office Buildings
17% Shopping Centers
3% Retail Stores



EQUITABLE LIFE ASSURANCE COMPANY

Equitable's Real Estate Department has been in operation for over 115 years and has 
been involved in equity real estate ownership and management for over 25 years with 
over $3 billion under management. The real estate department presently has a staff 
of over 500 full-time real estate professionals. The department utilizes both cor­

respondents and direct lending capabilities with their own nationwide network of 40 
offices. They are also the investment advisor to Equitable Life Mortgage and Realty 
Investors, a Boston based real estate investment trust listed on the New York Stock 
Exchange.

Equitable's Equity Real Estate Account 
($1 billion) Annual Historical Performance

Year * • Total

Ending Yield Appreciation Return

12-31-75 9.8 % (2.2%) 7.6 %

12-31-76 8.7% 1.5% 10.2%

12-31-77 9.1% . 2.2% 11.3%
12-31-78 9.2% 4.7% 13.9%

12-31-79 9.3 % 5.5% 14.8%

Geographic D i s t r i b u t i o n

As of 6/30/80-% * Regions

32% Southern
29% Central
15% Western
14% Mid-Atlantic
10% Northeastern

Property Diversification

64% Retail
16% Office
15% Industrial
2% Hotels
2% Land



PERFORMANCE FIGURES - POOLED REAL ESTATE ACCOUNTS 

INVESTMENT RETURN NET OF INVESTMENT FEES

YEAR INSURANCE COMPANY

Ending Prudential John
12/31: PRISA___  Aetna Hancock Equitable

1973 23.9% 12.6% 17.8% 13.9%

1978 19.5 8.6 10.8 14.4

1977 10.7 —  9.3 10.0

1976 ■ 8.5 -- —  8.9

1975 8.3 -- —  6.3

Assets at 
Market 12/79
(000) $1,493.70 $184.75 $180.02 $903.09



THE CASE F O R  INTERNATIONAL DIVERSIFICATION

International diversification of an. investment portfolio can provide 
four benefits: reduction in the volatility of the portfolio; an in­
crease in the return; an increase in the marketability of the portfolio 
as a whole; and protection against an unexpectedly high rate of in­
flation in the United States.. .* .

. '"SV * • ■ ••
1. Protection from Inflation . '

Diversification into markets of different countries with different 
economic cycles and different rates of inflation reduces the risk that 
an entire portfolio will show* a low real rate of return. The return of 
the international element of the portfolio will not be impaired by an 
unexpectedly high level of inflation in the United States. Indeed it 
will tend to.benefit since the growth of the inflation differential is 
likely to be reflected in exchange rates so that overseas holdings will 
rise in terms of the United States dollar. A rise in the exchange rate 
of the United States dollar might lead, on the other hand, to the re­
turns on' overseas investments not matching those on United States in­
vestments. Any fall in the United States rate of Inflation would, 
however, be highly beneficial to the performance of United States in­
vestments. Since the propo7.*tion invested in overseas markets would 
likely be relatively small, the overall performance of a portfolio with 
90 per cent invested in the United States and 10 per cent in overseas 
markets would still be quite satisfactory during this period of low 
domestic inflation. International diversification protects the assets 
of a fund in that it provides a higher return on overseas securities at 
the time it is most needed - when the rate of domestic inflation is 
unexpectedly high.

2. Reduced Volatility

The prices of different shares in any one market tend to move 
fairly closely together, but the correlation between share price move­
ments in different markets is low.

Correlation coefficients between United States and Foreign Stock 

Markets 1970-1979.

United States 
United Kingdom 
Japan 
Germany 
France 
Hong Kong

1.00
.54
.52
.51
.48
.45



One study has indicated that the reduction in volatility for the 
period 1959 to 1979 for a portfolio with 90 per cent invested in the 
Standard & Poor's Composite Index and 10 per cent equally divided among, 
the equity markets of France, Germany, Japan, and the United Kingdom (as 
represented by the Capita] International Index for each of these mar­
kets) from the volatility of a portfolio invested wholly in the Stand­
ard & Poor's Composite Index would have been nearly half that which 
would have been obtained by holding 10 per cent of the portfolio in cash 
equivalents. International diversification thus leads to a substantial 
reduction in volatility. .

3. Greater Return V \  >
- ■  ■ ■  ■ ■  - -  - ■  ■ ■  \  . .  • •.

The rate ci return in the years 1959 to 1979 was generally greater 
in the major markets outside North America than in the United States.
A  study made by InterSec Research Corporation shows the rates of return 
achieved by investment in the Capital International Indices of the 
markets of Canada, France, Germany, Japan, and the United Kingdom and in 
the Standard & Poor's Composite Index in the United States over rour 
periods (1959 to 1979, 1965 to 1979, 1970 to 1979, and 197A to 1979), 
after taking account of dividend yield and adjusting for fluctuations in
exchange rates. The returns in every period were higher in each of the
overseas markets than in the United States except in the case of the
French market in the longest period. The rate of return of a portfolio
divided equally among the four markets outside North America would have 
been higher by about 70 per cent in the-first period, 150 per cent in 
the second period, 160 per cent in the third period and 85 per cent in 
the final period. The investment of even a small proportion of a United 
States portfolio in international markets would, therefore, have re­
sulted in a significant increase in the return of the whole portfolio.

A. Increased Marketability

Capital International has published figures for turnover in 1979 in 
1A stock markets in Europe and the Far East. Turnover in these 1A 
markets amounted to $220.7 billion, over 86 per cent of the turnover of 
the United States and Canadian equity markets in the same year. Capital 
International has also published figures for the market capitalization 
of equities on 16 stock exchanges outside North America. At the end of 
1979 the total amounted to $755 billion, almost 71 per cent of the 
combined market capitalizations of the United States and Canadian stock 
markets at that time. The size of markets outside North America is thus 
considerable, and turnover forms a larger proportion of market capital­
ization in them, taken as a whole, than in North America. Moreover, 
there were 127 companies listed on these 16 markets outside North America 
with a market capitalization which was greater than that of the 200th 
largest listed United States company at the end of 1979. There is thus 
considerable opportunity for large scale investment in markets outside 

the United States and Canada.



5. I n v e s t m e n t  in I n t e rnational Bo n d  Markets

The total capitalization of the Eurobond market and the nine national 
bond markets of Australia, Denmark, France, Germany, Japan, the Nether­
lands, Sweden, Switzerland, and the United Kingdom at the end of 1979 
was about $1,414 billion. By comparison, the taxable bond market in the 
United States had an estimated capitalization of about $1,400 billion 
and that of Canada a capitalization of about $105 billion. The large 
size of international bond markets provides United States investors with a 
further means of benefiting L .om international diversification, but with 

a lower degree of volatility than that involved in equity investment.



Some return comes from currency exchange 
rate changes. , .

C o m p o u n d  an nu a l return 1 9 7 4 -1 9 7 9
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Studies show that international diversification 
reduces risk substantially.

. Risk relative to U.S. market
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Foreign markets have shown better returns 
than the U.S. market for the past ten years.

• •
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Foreign markets have shown better returns 
than the U.S. market for the past five years:

r

C o m p o u n d  annua l return in dollars 1 9 7 4 -1 9 7 9  (p e rcen t per year)
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Foreign markets have shown better returns 
than the U.S. market for the past two years.

in dollars 1 9 7 7 -1 9 7 9  (p e rce n t per year) 
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InterS ec RESEARCH CORP.
Registered Investment Advisers

Consultants on International Diversification 
for Pe nsion Managers

T O T A L  R E T U R N S  ON I N V E S T M E N T  -FROM M A J O R  W O R L D  S T O C K  MARKETS 

B E F O R E  AND A F T E R  U.S. I N F L A T I O N  F OR T H E  F I V E  Y E A R S  l 9 7 4 -’78+

TOTAL R E T U R N S  T O T A L  R E T U R N S  I N F L A T I O N  
L O C A L  C U R R E N C Y  U.S. $ T E R M S  in U.S.

T O T A L  RET URNS 
AFTER U.S. 

I N F L ATION

U.S.
9

4.29 4.29 7.94 -3.38

J a p a n 9.48 17.72 *9.06

U.K. 14 .54 11 .61 3.40

G e r m a n y 11.65 2 1 . 0 4  - 12.14

F r a n c e 6.70 10.13 2.03

S w i t z e r l a n d 1.37 16.84 8.25

A u s t r a l i a 9-92 4.44 ■' • • -3.24

C a n a d a 5.40 ' 1.93 “5.57

E A F E * 12.11 •3 . 8 6

^ E u r o p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s ,  w e i g h t e d  
a c c o r d i n g  to their size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  p e r  annum, c o m p o u n d e d .

4

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Telex: 428552



In te rS e c  RESEARCH CORP. Consultants on International Diversification
Registered Investment Advisers f ° r Pension Managers

T O T A L  R E T U R N S  ON I N V E S T M E N T  FROM M A J O R  W O R L D  S T O C K  MARKETS' 

B E F O R E  AND A F T E R  U.S. I N F L A T I O N  FOR THE T H R E E  Y E A R S  1 9 7 6 - ' 7 8 +

TOTAL R E T U R N S  T O T A L  R E T U R N S  I N F L A T I O N  T O T A L  RETURNS 
L O C A L  C U R R E N C Y  U.S. $ TERMS in U.S. A F T E R  U.S.

I N F L A T I O N

U.S. 6.92 6.92 6.86 .06

J a p a n 2l». 49 3 0.73 22.33

U.K. 17-12 17-42 9.88

G e r m a n y 3.82' 19-49 ' 11.82

F r a n c e 10.28 12.93 ! 5,68

S w i t z e r l a n d 2. 34 20.76 13.00

A u s t r a l i a 10.31 7 . 1 6 0.28

C a n a d a '14.77 9.13 2.12

E A F E * 18.39 10.79

* E u r o p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  o f  s i x t e e n  m a r k e t s , #w e i g h t e d  
a c c o r d i n g  to their size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  p e r  annum, c o m p o u n d e d .

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Telex: 428552
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Greater capita! formation in foreign countries 
leads to greater economic growth.
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I .  RELATION BETWEEN REAL ECONOMIC GROWTH 
AND STOCK MARKET RETURNS 1970-1979
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3LPROSPECTS FOR PROSPERITY IN THE 1980s

PRIVATE FIXED
GOVERNMENT CONSUMPTION • CAPITAL FORMATION

AS OF GNP IN 1978 SAVINGS RATE IN 1977 AS %  OF GNP IN 1978

’ UNITED STATES 2 0 .5

UNITED KINGDOM 2 0 .2  

WEST GERMANY 2 0 .0  

AUSTRALIA 16.9  

FRANCE 15.3

SINGAPORE I I 

JAPAN 9 . t

HONG KONG 6 .0

JAPAN 2 1.5

FRANCE 16.1
I

I

WEST GERMANY 14.0 

UNITED KINGDOM 13.9

UNITED STATES 5 . 1

Not Available: Australia, 
Hong Kong, Singapore

SINGAPORE 2 2 .9

WEST GERMANY 2 2 .9

JAPAN 2 0 .4

HONG KONG 18 .2

UNITED STATES 15.5

AUSTRALIA 14 . 1

*

UNITED KINGDOM 9 .7

Not Available; France



I E  ECONOMIC PROGRESS
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1 9 6 0 -1 9 7 9

A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n

B o n d  M a r k e t s  - N o  C u r r e n c y  A d j u s t m e n t

A v e r a g e  A n n u a l  Rates o f  T o t a l  Return 

B o n d  M a r k e t s  - A d j u s t e d  f o r  C u r r e n c y  H o v c c e n t s  R e l a t i v e  t o  D o l l a r

1 9 6 0 -1 9 7 9

S o u r c e :  K l e i n w o r t ,  B e n s o n  Ltd.* L o n d o n

crw 
•



A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n

R n n d  Harlceta -  No C u r r e n c y  A d j u s t m e n t

15-

1 9 7 0 -1 9 7 9  

BONDS -  10  TSARS

lO-

.  0 - 1 -----------------------
A u s t r a l i a  C a n a d a  . r a n e e  G e r a a n y  J a p a n  N e t h e r l a n d s  S w i t z e r l a n d  U . K .  

4 .0  6 .3  5 .8  7 .8  6 .6  6 .8  5 .3 10.3

A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n  

n n n d  M a r k e t s  - A d j u s t e d  for C u r r e n c y  H o v c o e n t s  r e l a t i v e to D o l l a r

»

20-



M E M O R A N D U M  15 February, 1982

TO: Senator Hohman, Vice Chairman
Senator Fahrenkanp 
Senator Rodey 
Senator Ziegler

FROM: Senator Mulcahy, Chairman
Senate L;bor and Cornrverce Ccmraittee

Official Business
Senate

Pouch V
_ ,  „  _  _  . State Capitol
Labor & Commerce Committee JuneaUi AlasUa gggn

The following Governor's appointees for legislative confirmation have been referred 

to tine Senate Labor and Canrerce Ccmmittee:

ALASKA PUBLIC UTILITIES COMMISSION

* Carolyn Guess, Anchorage, term expiring 10/31/87

* Susan Knowles, Anchorage, term expiring 10/31/87

Diana Snowden, Anchorage, term expiring 10/31/86

Resumes are attached for the above named individuals, and I would appreciate 

hearing fran you by 1 March, 1982, if you have objections to their confirmations. 

Thank you.

* Reappointments



Commissioner Guess i s  c u r re n t ly  the Chairman 

A laska  P u b lic  U t i l i t i e s  Commission.

EDUCATION

B ach e lo r o f A r ts  Degree - C o llege o f W illiam s & Mary
W illiam sburg  Va

The Annual R egu lato ry  S tu d ie s Program 
N atio n a l A sso c ia t io n  o f Regu lato ry  

U t i l i t y  Commissioners - 1976

Seminar fo r  R e t a i l  Rate Consu ltan ts 
R u ra l E l e c t r i f i c a t io n  A d m in is tra tio n  - 1977

P u b lic  U t i l i t y  Seminar on Corporate F inance 
K id d e r , Peabody & C o ., Incorporated  - 1978

E le c t r i c  U t i l i t y  Rate Design Study 
E l e c t r i c  Power Research In s t i t u t e  - 1980

RELEVANT EXPERIENCE

A laska  P u b lic  U t i l i t i e s  Commission

1975 - p resen t - Commissioner 
Marcn 1981 - p resen t - Chairman
March 1978 - November 1978 - A ctin g  E xe cu tive  D ire c to r  
J u ly  1979 - October 1979 - A ctin g  E xe cu tive  D ire c to r

N atio n a l A sso c ia t io n  o f Regu latory  U t i l i t y  Commissioners

1975-present Member
1978-present Ad Hoc Committee on the N ationa l

Energy Act

SIGNIFICANT LEGISLATIVE TESTIMONY

Sunset Review o f AS 42 .05 - 1980

Merger o f A laska  P ip e lin e
Commission and A laska  P u b lic  
U t i l i t i e s  Commission - 1981

CONFERENCE PARTICIPATION

Energy Conference sponsored by the A laska  N ative 
Foundation 1979

G overno r's Committee - S ta te  Energy P o lic y  - 1978-80

R e l i a b i l i t y  Council fo r  A laska  ^ e le c t r ic )
sponsored by A laska  Power A d m in is tra tio n  1980-present



SUSAN M. KNOWLES

1319 G S tre e t  
Anchorage, A laska  99501

(907) 279-6336

EDUCATION: U n iv e rs ity  o f A laska
Anchorage, A laska  
MBA, F in an ce , 1979

V assar C o llege 
Poughkeepsie, Hew York 
AB, P o l i t i c a l  S c ie n ce , 1968

EMPLOYMENT:

October, 1975 to P re se n t :

Commissioner

S ta te  of A laska
A laska P u b lic  U t i l i t i e s  Commission 
Anchorage, A laska

June, 1973 to September, 1975:

P roperty  Investm ent F inance Manager

David E . Aim and Joe L . Hayes 
Borough-City Development, In c . 
Campbell Lake Development Co. 
Campbell Lake In c .
Anchorage, A laska

November, 1970 to September, 1975:

S e c re ta ry -T re a su re r

G r iz z ly  Bu rger, In c . 
Anchorage, A laska

December, 1968 to November, 1970:

A d m in is tra tive  A s s is ta n t

Community E n te rp r is e  Development Corporation 
Anchorage, A laska



R E S U M E

D I A N A  E. S N O W D E N

Traplisie D r i v e  , Home: (907) 3 4 H - 0 0 0 0
S R A  Box 1735 — 1*1 W o r k :  (907) 263-21 12
A n c h o r a g e ,  A l a s k a  9 9 5 0 7

E X P E R I E N C E :

A L A S C O M ,  INC., 9 ^ 9  E A S T  36 T H  A V E . ,  A N C H O R A G E ,  AK 9 9 5 0 2
T E L E P H O N E  U T I L I T I E S ,  INC., 1221 S.W. Y A M H I L L  ST., P O R T L A N D ,  OR 9 7 2 0 5

V i c e  P r e s i d e n t ,  I n d u s t r i a l  R e l a t i o n s  - S e p t e m b e r  1980 to S e p t e m b e r  
1981. S a l a r y  and B o n u s  $ 7 5 , 0 0 0 .

H o l d i n g  d u a l  V i c e  P r e s i d e n t  o f f i c e  p o s i t i o n s  for A l a s c o m  and T e l e­
p h o n e  U t i l i t i e s  ( b o t h  s u b s i d i a r i e s  of P a c i f i c  P o wer & Light), was 
r e s p o n s i b l e  for p o l i c y  l e v e l  d e c i s i o n s  a f f e c t i n g  the o v e r a l l  b u s­
in e s s  p e r f o r m a n c e  o f  the two c o m p a n i e s  and t h e i r  2 , 5 0 0  e m p l o y e e s .  
As a m e m b e r  o f  t h e  s e n i o r  e x e c u t i v e  staff, a p p r o v e d  $50 m i l l i o n  in 
a n n u a l  c a p i t a l  e x p e n d i t u r e  r e q u e s t s ,  p a r t i c i p a t e d  in the bu d g e t  
r e v i e w  p r o c e s s  o f  $ 8 0  m i l l i o n  in a n n u a l  o p e r a t i n g  co s t s ,  r e v i e w e d  
f i n a n c i a l  and o p e r a t i n g  s t a t e m e n t s  of the c o m p a n y ' s  m o n t h l y  p r o­
g r e s s  a g a i n s t  b u d g e t .  I n i t i a t e d  w r i t t e n  c o r p o r a t e  p o l i c y  s t a t e­
m e n t s ,  d i r e c t e d  m a n a g e m e n t  e f f i c i e n c y  s t u d i e s  as w e l l  as t i m e -  
a n d - m o t i o n  a n a l y s e s  d e s i g n e d  to e l i m i n a t e  u n n e c e s s a r y  s t a f f i n g  and 
i n e f f i c i e n t  s p e n d i n g  in a r e g u l a t e d  i n d u s t r y .  P r e s e n t e d  formal 
r e p o r t s  to the B o a r d  of D i r e c t o r s  of A l a s c o m ,  T e l e p h o n e  U t i l i t i e s ,  
and t h e i r  p a r e n t  c o m p a n y  ( P a c i f i c  Power & Li g h t )  on m a t t e r s  
a f f e c t i n g  a d m i n i s t r a t i o n ,  e m p l o y e e  and l a b o r  r e l a t i o n s .

D i r e c t e d  c o m b i n e d  I n d u s t r i a l  R e l a t i o n s  and C o r p o r a t e  A d m i n i s t r a­
tiv e  S e r v i c e s  s t a f f  c o m p o s e d  of o v e r  60 p r o f e s s i o n a l  and c l e r i c a l  
p e r s o n n e l  w i t h  a 1981 b u d g e t  of $7 m i l l i o n .  R e s p o n s i b i l i t y  for 
d i r e c t i o n  and c o o r d i n a t i o n  o f  all f u n c t i o n s  o f  I n d u s t r i a l  R e l a­
tio n s  i n c l u d e d :  c o r p o r a t e  e m p l o y m e n t  in o v e r  8( j e o g r a p h i c  l o c a­
ti o n s  in fi v e  s t a t e s ,  l a b o r  r e l a t i o n s  and c o n t r a c t  n e g o t i a t i o n s  
w i t h  l a r g e s t  T e a m s t e r  b a r g a i M - ; g  u n i t  in A l a s k a  as well as IBEW 
and CWA u n i t s  in P a c i f i c  Nc i.">st, w a g e  and s a l a r y  a d m i n i s t r a­
tion, e m p l o y e e  b e n e f i t s ,  man*. * nt t r a i n i n g  and d e v e l o p m e n t ,
p o s i t i o n  c l a s s i f i c a t i o n ,  EEO A f f i r m a t i v e  A c t i o n  Programs,
e m p l o y e e  c o m m u n i c a t i o n s ,  long-ri. 3 o r g a n i z a t i o n a l  p l a n n i n g  and
d e v e l o p m e n t ,  W o r k e r s '  C o m p e n s a t i o n ,  p e r f o r m a n c e  a p p r a i s a l s ,
C o l l e g e  H o n o r s  I n t e r n s h i p  P r o g r a m ,  S a f e t y  and D0D M i l i t a r y  
S e c u r i t y ,  and e m p l o y e e  s o c i a l  and r e c r e a t i o n a l  e v e n t s .  Was 
f u r t h e r  r e s p o n s i b l e  for C o r p o r a t e  A d m i n i s t r a t i v e  S e r v i c e s  i n­
c l u d i n g :  W o r d  P r o c e s s i n g  C e n t e r ,  ma i l  and c o u r i e r  services,
T e l e x ,  c o r p o r a t e  a i r c r a f t  and t r a v e l ,  o f f i c e  s u p p l i e s  and e q u i p­
ment ,  c o m p a n y  c a f e t e r i a  and m o t o r  pool, r e c o r d s  m a n a g e m e n t ,  and 
o f f i c e  s p a c e  p l a n n i n g  and a l l o c a t i o n .



p o l i c i e s  and l o n g - r a n g e  p l a n n i n g  w i t h  r e g a r d  to h u m a n  r e s o u r c e  
m a n a g e m e n t .  P r o v i d e d  d i r e c t  p o l i c y  g u i d a n c e  on d e s i g n  and 
d e v e l o p m e n t  of e m p l o y e e  b e n e f i t s  and c o m p e n s a t i o n  p r o g r a m s .  
P e r s o n a l l y  s e r v e d  as c h i e f  n e g o t i a t o r  and s p o k e s p e r s o n  in l a bor 
n e g o t i a t i o n s  w i t h  s e v e n  (7) p a r e n t  compairy u n i o n s ,  and d e t e r m i n e d  
g r i e v a n c e  r e s o l u t i o n s .  T e s t i f i e d  on b e h a l f  of A l a s c o m  b e f o r e  
r e g u l a t o r y  a g e n c i e s  on t e l e c o m m u n i c a t i o n s  i s s u e s ;  r e p r e s e n t e d  the 
C o m p a n y  by s p e a k i n g  to s t a t e w i d e  c o m m u n i t y  g r o u p s  and 
o r g a n i z a t i o n s  .

D i r e c t o r  of E m p l o y e e  R e l a t i o n s  ( A L A S C O M )  - May 1979 to S e p t e m b e r  

1980, S a l a r y  $ 4 8 , 0 0 0 .

R e s p o n s i b i l i t i e s  e s s e n t i a l l y  i d e n t i c a l  to t h o s e  st a t e d  above, but 
w e r e  l i m i t e d  to A l a s c o m  o n l y  and did not i n c l u d e  T e l e p h o n e  
U t i l i t i e s .

A N C H O R A G E  S C H C D L  D I S T R I C T ,  4 6 0 0  D E B A R R  ROAD, A N C H O R A G E ,  AK

D i r e c t o r  of E m p l o y e e  R e l a t i o n s / E E O  - A u g u s t  1977 to May 1979. 

S a l a r y  $39 t 000.

S e r v e d  as C h i e f  N e g o t i a t o r  on a d m i n i s t r a t i o n  n e g o t i a t i n g  c o m­
m i t t e e s ;  r e p o r t e d  d i r e c t l y  to the S c h o o l  B o a r d  on labor and n e g o­
t i a t i o n  m a t t e r s .  C o n d u c t e d  a d m i n i s t r a t i v e  h e a r i n g s  on e m p l o y e e  
t e r m i n a t i o n s ,  s u s p e n s i o n s ,  and o t h e r  s e r i o u s  d i s c i p l i n a r y  a c t i o n s ,  
and e s t a b l i s h e d  D i s t r i c t  p o s i t i o n  on d i s p u t e d  u nion g r i e v a n c e s  
b e f o r e  a p p o i n t e d  H e a r i n g  E x a m i n e r  or A r b i t r a t o r .  P r e s e n t e d  Sc h o o l  
D i s t r i c t ' s  c a s e ,  e x a m i n e d  w i t n e s s e s ,  p r e p a r e d  b r i efs, etc. R e­
p r e s e n t e d  S c h o o l  D i s t r i c t  b e f o r e  S t a t e  U n e m p l o y m e n t  C o m p e n s a t i o n  
O f f i c e  in a p p e a l  h e a r i n g s  and p r e p a r e d  c a s e s  and r e p r e s e n t e d  
S c h o o l  Distrio'- in s t u d e n t / e m p l o y e e  d i s c r i m i n a t i o n  s uits (over 70) 
b e f o r e  v a r i o u s  f e d e r a l  and s t a t e  h u m a n  r i g h t s  e n f o r c e m e n t  
a g e n c i e s .

O r g a n i z e d  and c o n d u c t e d  S c h o o l  D i s t r i c t ' s  t r a i n i n g  s e m i n a r s  on 
g r i e v a n c e s ,  EEO, a n d  p e r s c n n e l  m a n a g e m e n t  r e l a t e d  subje c t s .
C h a i r e d  C l a s s i f i e d  E v a l u a t i o n  p i l o t  p r o g r a m  c o m m i t t e e .  Chaired 
D i s t r i c t ' s  P l a n n i n g  and D e v e l o p m e n t  C o m m i t t e e  and w rote s u b­
s t a n t i a l  p o r t i o n  o f  D i s t r i c t ' s  f i v e - y e a r  o p e r a t i n g  goals. 
R e s p o n s i b l e  for all C E T A  c o n t r a c t s  w i t h  S t a t e  and M u n i c i p a l i t y .  
R e p r e s e n t e d  S c h o o l  D i s t r i c t  in s p e a k i n g  b e f o r e  o r g a n i z a t i o n s  and 
g r o u p s  on a v a r i e t y  of c o m m u n i t y  i n t e r e s t s / c o n c e r n s .

D i r e c t o r ,  E q u a l  E m p l o y m e n t  O p p o r t u n i t y  O f f i c e  - N o v e m b e r  1973 to 
July 1977. S a l a r y  $ 3 0 , 0 0 0

R e s p o n s i b l e  for d e v e l o p m e n t ,  i m p l e m e n t a t i o n ,  and m o n i t o r i n g  of 
c o m p r e h e n s i v e  d i s t r i c t - w i d e  A f f i r m a t i v e  A c t i o n  Plan d e s i g n e d  to 
a s s u r e  fair and i m p a r t i a l  p r o g r a m s  r e l a t i v e  to e m p l o y m e n t ,  pro-



m o t i o n ,  and t r a i n i n g  for n e a r l y  4 , 0 0 0  e m p l o y e e s  of the School 
D i s t r i c t .  S u b s t a n t i a l l y  i n c r e a s e d  the p e r c e n t a g e  of m i n o r i t i e s  in 
e v e r y  job c l a s s i f i c a t i o n  l e v e l .  A p p r o v e d  all e m p l o y e e  s e l e c t i o n  
and p r o m o t i o n  d e c i s i o n s  to i n c r e a s e  c o n s i d e r a t i o n  of m i n o r i t y  
a p p l i c a n t s .

1

W E S T W O O D  M A N A G E M E N T  C O R P O R A T I O N ,  5401 W E S T B A R D  A V E., W A S H I N G T O N ,  D.C.

A s s i s t a n t  V i c e  P r e s i d e n t / T r e a s u r e r  - A p r i l  1970 to S e p t e m b e r  1973. 
S a l a r y  and O p t i o n s  $ 2 2 , 0 0 0 .

D i r e c t e d  r e a l  e s t a t e  m a n a g e m e n t  a f f a i r s  c o n c e r n e d  w i t h  d a y - t o - d a y  
o p e r a t i o n  of  o f f i c e  s t a f f ,  w h i c h  m a n a g e d  c o m m e r c i a l  real estate 
i n v e s t m e n t s  o f  o v e r  $1 1 0 , 0 0 0 , 0 0 0 ,  ar.d h e l d  o v e r a l l  o p e r a t i o n a l  
r e s p o n s i b i l i t y  for h e a d q u a r t e r s  o f f i c e  in a b s e n c e  of E x e c u t i v e  
V i c e  P r e s i d e n t .  P r e p a r e d  p r o f i t  and l o s s  -statements, net cash 
f l o w  c h a r t s ,  and c o s t - e f f e c t i v e n e s s  s t u d i e s  b a s e d  upon c o m p a r a b l e .  
W a s h i n g t o n ,  D.C. r e a l  e s t a t e  m a r k e t .

S Y S T E M S  R E S E A R C H  C O R P O R A T I O N ,  1028 C O N N E C T I C U T  AVE., W A S H I N G T O N ,  D.C.

M a n a g e r ,  P r o p o s a l s  and S o l i c i t a t i o n s  - J u l y  1969 to April 1970. 
S a l a r y  $ 1 4 , 0 0 0 .

G e n e r a l  r e s p o n s i b i l i t i e s  c e n t e r e d  on r e s e a r c h  and w r i t i n g  of 
p r o p o s a l s  and g o v e r n m e n t  c o n t r a c t  bids, i n c l u d i n g  s u p e r v i s i o n  and 
c o o r d i n a t i o n  of  s t a f f  of n i n e ;  l i a i s o n  w i t h  g o v e r n m e n t  o f f i c i a l s ;  
and m a r k e t i n g .  P e r f o r m e d  m a r k e t i n g  r e s e a r c h  a n a l y s e s ,  a ttended 
C o n g r e s s i o n a l  h e a r i n g s ,  i n t e r v i e w e d  l e g i s l a t i v e  aides, and r e­
s e a r c h e d  e x p e c t e d  a p p r o p r i a t i o n s .  Also r e s p o n s i b l e  for c o r p o r a t e  
n e w s  r e l e a s e s  and d e s i g n  and w r i t i n g  of a c o m p a n y  broch u r e .

R e s e a r c h  A s s o c i a t e  - J a n u a r y  1969 to July 1969.
S a l a r y  $ 8 , 9 0 0 .

R e s e a r c h e d  and c o - a u t h o r e d  five t e c h n i c a l  r e p o r t s  on p r e - d e s i g n  
p h a s e  of the N a v y ' s  A m p h i b i o u s  Fire S u p p o r t  S h i p  (LFS):
" L i f e - C y c l e  C o s t  A n a l y s i s , "  " I n t e r f a c e  R e q u i r e m e n t s , "  "Fixed 
A n n u a l  O p e r a t i n g  C o s t s , "  " S e n s i t i v i t y  and T r a d e - O f f  A n a l y s i s , "  and 
" C o m p e t i n g  S y s t e m s . "

T e c h n i c a l  A s s i s t a n t  - S e p t e m b e r  1969 to J a n u a r y  1970.
S a l a r y  $ 6 , 0 0 0 .

R e s e a r c h e d  and w r o t e  c l a s s i f i e d  m a n u s c r i p t s  on g o v e r n m e n t a l  and 
e c o n o m i c  s y s t e m s  of J o r d a n ,  T u n i s i a  and T u r k e y  for techn i c a l  
d o c u m e n t s  p r e p a r e d  u n d e r  c o n t r a c t  to the U.S. D e p a r t m e n t  of 
D e f e n s e .  R e w r o t e ,  c o p y - e d i t e d  text, and p r e p a r e d  all r e s e a r c h  anu 
b i b l i o g r a p h i c a l  m a t e r i a l s  for e n t i r e  p r o j e c t .

E D U C A T I O N  ( G R A D U A T E )  P R O F E S S I O N A L  C E R T I F I C A T E ,  L A B O R / M A N A G E M E N T
‘R E L A T I O N S ,  U N I V E R S I T Y  OF A L A S K A ,  A N C H O R A G E ,  ALASKA, 1978.

M . P . A .  C A N D I D A T E ,  U N I V E R S I T Y  OF A L A S K A ,  A N C H O R A G E ,  ALAS K A .  
C O N C E N T R A T I O N  L A B O R / M A N A G E M E N T  R E L A T I O N S  ( c oursework 
c o m p l e t e d ;  t h e s i s  r e m a i n i n g ) .

\



M.A. G E O R G E T O W N  U N I V E R S I T Y ,  W A S H I N G T O N ,  D . C . ,  1 9 6 9 . 
M A J O R  - P O L I T I C A L  S C I E N C E  ( U R B A N  S T U D I E S ) .

H O N O R S  A 
A C T I V I T I E S

P E R S O N A L

R E F E R E N C E S

B .A . T R I N I T Y  C O L L E G E ,  W A S H I N G T O N ,  D.C. 1967, M A J O R  - 
G O V E R N M E N T

C O L L E G E :  F o u r - y e a r  s c h o l a r s h i p  to T r i n i t y  C o l l e g e ;  D e a n ' s
Lis ; V.P. S t u d e n t  C o u n c i l ;  V.P. R u s s i a n  C l u b ;  e l e c t e d  to 
Pi G ^ m m a  Mu H o n o r  Societji; g r a d u a t e d  S u m m a  C u m  Laude;
Ncmir. a t e d  for W o o d  r o w  W i l s o n  F e l l o w s h i p .

H I G H  S C H O O L :  V a l e d i c t o r i a n ;  N a t i o n a l  M e r i t  S c h o l a r s h i p
F i n a l i s t ;  T e x a s  S t a t e  D e b a t i n g  C h a m p i o n ;  S e c o n d  in U.S. 
C r o s s - E x a m i n a t i o n  D e b a t e ;  T e x a s  S c i e n c e  F a i r  W i n n e r  in 
B i o l o g y .

D a t e  of B i r t h  - O c t o b e r  29. 1947; H e i g h t  - 5' 11"; 
W e i g h t  - 120 lbs; H e a l t h  - e x c e l l e n t .

R e f e r e n c e s  f r o m  c u r r e n t  and all p a s t  e m p l o y e e s  p r o v i d e d  
g l a d l y  u p o n  r e q u e s t .



S T A T E  O F  A L A S K A

O A T H  O F  O F F I C E

O ff ic e  o r Department

i ,  <r. , do so lem nly swear

(o r  a f f irm )  th a t  I  w i l l  support and defend the C o n s t itu t io n  o f 

the U n ited  S ta te s , and the C o n s t itu t io n  o f the S ta te  o f A la sk a , 

and th a t  I  w i l l  f a i t h f u l l y  d ischarge my d u tie s  as a 

o f  (board or commission) Jx L L jl. Q-Xa.* (Ptk_ \J L ^  (Aytdldu^u C&mm.

to  the b e s t o f my a b i l i t y .

Subscribed  and Sworn to before me t h is  $ 3 ^  day o f

^ s L  » 1 9 X - .

( S e a l )
Notary Pub 
My Commis



TO AN ALASKA BOARD OR COMMISSION

FULL NAME j) /M A  Jr.

PLACE OF RESIDENCE A n fiJm tO jP  ̂  

BIRTHPLACE

MAILING ADDRESS S£/9 3 b /  f i/ llb l/W C  9?& & 7

I  HAVE LIVED IN ALASKA FOR / g ^ _______________  YEARS,

DATE/PLACE OF NATURALIZATION, IF  A NATURALIZED CITIZEN

h i # ______________________________________________________________________________________________________________________________

PLEASE GIVE EXACT NAME OR NUMBER OF THE ALASKA PRECINCT IN 

WHICH YOU LAST VOTED & '/flfrlky £

I, j ) /#/)/? A  S f t C u ) d e r  , D O

SOLEMNLY SWEAR (OR AFFIRM) THAT THE ABOVE STATEMENTS ARE 

TRUE AND CORRECT TO THE BEST OF MY KNOWLEDGE AND B EL IEF .

i k a M

Subscribed and Sworn to before m e  t h is  q ? 3 ^ day o f

19 H _____ •

ibt^ry P u b lic  .A S ta te  o f _______________
My CommissionZ/expires: 3  -eoo -&JT



O.'ficial Business Pouch V

Labor &  Commerce Committee junea^AiSca^sii

M E M O R A N D U M  15 February, 1982

TO: Senator Hohman, Vice Chairman
Senator Fahrenkamp 
Senator Rodey 
Senator Ziegler

FROM: Senator Mulcahy, Chairman
Senate Labor and Canmerce Canmittee

The following Governor's appointees for leg isla tive  confirmation have been referred 

to the Senate Labor and Canmerce Committee:

ALASKA IN D U ST R IA L  DEVELOPMENT AUTHORITY

Mike Harper, Anchorage, term expiring 7/01/83

A resume is  attach 1 for the above named individual, and I  would appreciate hearing 

from you by 1 March, 1982, i f  you have objections to the confirmation. Thank you.



MICHAEL C. HARPER

Personal

5051 Mills Drive 
Anchorage, Alaska 99504 
(907) 333-0372

37 years old (DOB 11-30-44) 
Married: Jane E. Harper
One Daughter: Kristine

Education

1968 graduate of Ui iversity of Georgia, Bachelor of Business Administration; 
continuing professional development with courses in Commercial Banking and 
Lending

Military

1968 - 1971 U.S. Army 

Employment History

September 1979 to Present Loan Officer - United Bank Alaska

Civic & Professional Organizations

Member - Tundra Times Board of Directors
Member - Basic Industrial Development Steering Committee

Past Memberships 

Member - Doyon, Ltd.
Member - Governor's Task Force on Telecommunications 
Member - Bristol Bay Regional Development Council 
Member - State Manpower Planning Council 
Member - United Bank Alaska

Awards

Outstanding Young Man Award - 1976
Community Leaders & Noteworthy Americans - 1976

Commercial Loan Department 
645 G Street
Ancnorage, Alaska 99501

January 1975 - August 1979 Deputy Commissioner - Department of 
Community & Regional Affairs; 
Administrative Assistant to the Governor 
Office of Lt. Governor 
State of Alaska 
Juneau, Alaska

July 1971 - December 1974 Planner Deputy Director 
Executive Director
Rural Alaska Community Action Program 
Anchorage



S T A T E  O F  A L A S K A

O A T H  O F  O F F I C E

o f f ic e  or Department Alaska Industrial Development Authority

I / Michael C. Harper do so lem nly swear

(o r  a f f irm )  th a t  I  w i l l  support and defend the C o n s t itu t io n  o f 

the U n ited  S ta te s , and the C o n s t itu t io n  o f the S ta te  o f A la ska ,

and th a t  I  w i l l  f a i t h f u l l y  d isch arg e  my d u tie s  as a ______________

o f (board or commission) board member___________________________________

to the b est o f my a b i l i t y .

Subscribed  and Sworn to before me th is

( S e a l )
,Notary P u b lic , S ta te  of 
My Commission e x p ire s  .,fr
/  Doc. 10, 1984

iQ.'r.mi;/,:.?.-—•axpire},



A F F I D A V I T  

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

T O  A N  A L A S K A  B O A R D  O R  COMMISSIC.

Michael C. Harper
F U L L  N A M E  ______________________________________________________________________

P L A C E  O F  R E S I D E N C E  5051 Mills Drive Anchorage, Alaska 99504

B I R T H P L A C E  Fairbanks, Alaska___________________________________________

M A I L I N G  A D D R E S S  _______5051 Mills Dr. Anchorage, Ak 99504______________

I H A V E  L I V E D  IN A L A S K A  F O R  ________^ ____________________________ Y E A R S .

D A T E / P L A C E  O F  N A T U R A L I Z A T I O N ,  IF A  N A T U R A L I Z E D  C I T I Z E N

P L E A S E  G I V E  E X A C T  N A M E  O R  N U M B E R  O F  T H E  A L A S K A  P R E C I N C T  IN 

W H I C H  Y O U  L A S T  V O T E D  Election District 10 Anchorage No. 22

I, Michael C. Harper______________________________________ '________ t d o

S O L E M N L Y  S W E A R  (OR A F F I R M )  T H A T  T H E  A B O V E  S T A T E M E N T S  A R E  

T R U E  A N D  C O R R E C T  T O  T H E  B E S T  O F  M Y  K N O W L E D G E  A N D  B E L I E F .

/ ,/

i t i //t; <L

Subscribed and Sworn to befo re  me t h is  /W day o f

r  ', \-vC/.'niiav . 19 S /

Y L u  t o  JQ. _____________
Notary P u b lic , S ta te  of
f y/ Commission e x p ire s : My Commiuion oxpiroj:
J  Dec. iO, lvb4



H E M O R A N  D 'JM  15 February, 1982

Official Business
Senate

Labor & Commerce Committee
Pouch V 

State Capitol 
Juneau, Alaska 99811

TO: Senator Hohman, Vice Chairman
Senator Fahrenkamp 
Senator Ziegler 
Senator Rodey

FROM: Senator Mulcahy, Chairman
Senate Labor and Camerce Camiittee

Tne following Gcvemor's appointees for Legislative confirmation have been referred 

to the Senate Labor and Cormerce Camiittee:

BOARD OF ELECTRICAL EXAMINERS

Gordon J .  Helent, S itka, term expiring 7/10 1984

A resume is  attached for the above nam_d individual, and I  would appreciate 

hearing frcm you by 1 March, 1982, i f  you have objections to th is confirmation. 

Thank you.



> n / tm in u  ai t x P E R I E N C E :  ( I f  l i s u m i attached, r .  is n o t neciittary to  com p la tt items A-D) •
V*

i

A. List any  p ro fess iona l licenses, ce rtifica tions, o r  registrations and dates obtained that m ay be used as qualify ing criteria:
Alaska Electrical Contractor License IW & OLW #176 

Original license issued in 1969

«
•i

Specialty Contractor License #AA 0810

Certificate of Commission to the Board of Electrical Examiners 1971-1975

B. L ist both form al ana inform al education and training •xp arian ca i: (U ta additional pap ir If n t e o u r y )

High School

6 quarters University of Washington Engineering School

C. List any community service positions, municipal government positions, state positions held, and list any awards received. These include both compensated 
and uncompensated positions (for example, president of a service organization or i. mayor). Also include length of time served in the positions.

City of Sic Public Utility Board approx. 4 years

C . Em ploym ent work h isto ry: pa id , unpaid or vo luntary:(U sa adclltional.papar If nacatsarv)

Construction & maintenance electrician! 1949-1959

Electrical Superintendant, Alaska Lumber & Pulp Co.! 1959-1963 
Maintenance Dept Supervisor. M " " " j 1963-1967

Electrical Contractor ! 1968-Present

The Office of the Governor and the State ol Alaska have an Affirmative Action Equal Employment Opoortunity Program. To assist in the program, you 
are asked to voluntarily answer tne following Questions to orovule the information necessary lor reporting purposes. Under State and Federal law, the 
information you provide will not be used to illegally discriminate against you.

S E X  

5  M al«

[ I Fem ale

E T H N IC  B A C K G R O U N D  

Igl W hite G  B la c k  G  H u o an ic  G  A la sk a  N ativa G Asian or P a c ific  Is lan d er Am erican  Ind ian

M i l i t a r y  S e r v i c e  ( I I  a o p i i c a o l e ,  give a at es l
U.S. Navy 1946-1946

Date o l Birin
7/12/22

C E R T I F I C A T I O N :  I swear that the inform ation I have entered on this form is true to tne best of my knowleoge. I unoerstand that if I deliberately 
conceal or enter fa<se inform ation  on the form m y aoolicanon may be rejected. I may be removed from  the list of elicioie candidate: or I may be 
removed from  tne oosition. I agree tnat tne O ffice of the Governor may contact presen! or former employers or otner Dersons wno know me to 
obtain a zsitiona i inform ation aoo u t my skills and abilities. I unoerstand that tne information on this aoDhcation is oudii: information and may 
be release: tnroucrt a legal request tor sucn inform ation.



—  —

• -GO RDON  J .  HELEM 
ELECTRICAL CON TRACTOR

SITKA ELECTRIC, INC.
1 .7

—  .

BO X 1609 • 815 HALIBUT POINT ROAD —  SITKA. ALASKA  —  99835 7X7-3887

December 14, 1981

VOCATIONAL RESUME

Gordon J. Helem 
P.O. Box 1609 
Sitka, Alaska 99835

Age: 59

1949-1954 Maintenance Electrician, Bethlehem Steel, Seattle, Washington 

1954-1958 Maintenance Electrician, Ketchikan Pulp Co., Ketchikan, Alaska 

1956-1959 Construction Electrician, City Electric, Anchorage, Alaska 

1959-1963 Electrical Supervisor, Alaska Lumber 6 Pulp Co., Sitka, Alaska 

1963-1967 Maintenance Supervisor, Alaska Lumber & Pulp Co., Sitka, Alaska 

1967-Present Manager & President, Sitka Electric, Inc*,, Sitka, Alaska



S T A T E  O F  A L A S K A

O A T H  O F  O F F I C E

O f f ic e  ox- Departm ent p e . D o . n T -r o r  c o m po eo c c .

I  / n.v=_i_<ĝ    do so lem n ly  swear

(o r  a f f i r m )  t h a t  I  w i l l  sup p ort and defend the C o n s t itu t io n  o f

the U n ite d  S t a t e s , and th e  C o n s t itu t io n  o f  the S ta te  o f  A la sk a ,

and t h a t  I  w i l l  f a i t h f u l l y  d isch a rg e  my d u t ie s  as a ‘̂ .^ a .s .g

(ho ard  or com m ission) pc t= i_&c-~ci.v ^ ________

to  th e  b e s t  o f my a b i l i t y .

S u b sc rib e d  and Sworn to  b e fo re  me t h is  / day o f

O c ^ f  . ,

'h'X - C^U

•',(S e a l )

N otary  P u b l ic , S ta re  o f ^
My Commission e x p ir e s : / /  ̂2. s" -f t /



QUALIFICATIONS FOR APPOINTMENT 

TO AN ALASKA BOARD OR COMMISSION

FULL NAME g o q c c n j

PLACE OF RESIDENCE n o s  >-tAQ-ve»vrT a o o s . . o.'..o*au.a.

E .RTHPLACE cocacsrvi .ĉ -r IQIvl, Q l.5e.ftTA. C&MAQ6.

MAILING ADDRESS P o .  > v = o ^ ,

I  HAVE LIVED IN ALASKA FOR 5n ___________________________ ‘ YEARS,

DATE/PLACE OF NATURALIZATION, I F  A NATURALIZED C ITIZEN

I  O g A n  ,  < A J O a U ' T S ^ 6 T O K l  ______________________________________________________________________________________________________________________

PLEASE GIVE EXACT NAME OR NUMBER OF THE .ALASKA PRECINCT IN 

WHICH YOU LAST VOTED ____________________________

, DO

SOLEMNLY SWEAR (OR AFFIRM) THAT THE ABOVE STATEMENTS ARE 

TRUE AND CORRECT TO THE BEST OF MY KNOWLEDGE AND B E L IE F .

T ?

Sub scrib ed  and Sworn to  before me t h i s  / 'I— - day o f

19 n

■'* ' T i l  . d~ ~!

N otary P u b lic , S ta te  o f ^
My Commission e x p ir e s : // - i  »r — ¥<4



M E M O R A N D U M  15 February, 1982

Official Business
Senate

Pouch V

Labor & Commerce Committee june^Ateta'tsn

TO: Senator Hohman, Vice Chairman
Senator Fairenkamp 
Senator Rodey 
Senator Ziegler

FROM: Senator Mulcahy, Chairman
Senate Labor and Coimerce Camiittee

The following Governor's appointees for: leg isla tive  confirmation have been referred 

to the Senate labor and Camverce Camiittee:

ALASKA WORKER'S COMPENSATION BOARD

Peter P. Gerl, Anchorage, term expiring 7/1/85 

*Ann S. Pittenger, Anchorage, term expiring 7/1/84

William B. Woodland, Anchorage, term expiring 7/1/85

Resumes are attached for the above named individuals, and I  would appreciate hearing > 

from you‘by 1 March, 1982, i f  you have objections to their confirmation. Thank you.

*Reappointment



R E S U M E

Name:

A d d ress :

Bo rn :

M arrie d :

Ed u ca tio n :

A la s k a :

P e te r P . G e rl

1210 W. 47th Avenue, A p t. #4 
Anchorage, A la ska  99503 
(907) 276-5829

Jan u ary  31, 1920 -  H e w itt , W isconsin

W ife -  F rances 
Daughter -  C la ra

High School Ed ucation  w ith  v a r io u s  sem inar(s) 
to  update s k i l l s  and a b i l i t i e s  fo r  my in vo lved  
p ro fe s s io n (s )  ( i . e .  In te rn a t io n a l Foundation o f 
Employee B e n e f it  P la n s , I . B . T .  Labor In s t i t u t e s )

I  have re s id e d  in  the T e r r i t o r y  and S ta te  of 
A la sk a  fo r  ap p roxim ate ly  30 y e a rs .

M i l i t a r y  S e r v ic e : I  served  in  the United S ta te s  Navy in
A la sk a  from 1943 to  1946. Honorable D isch arg e .

B r ie f  Work H is to ry : I  have worked in  the C o n stru ctio n
In d u s try  in  A la ska  both as a member of the Laborers 
and Team ste rs . I  worked out o f the Laborers 
Union u n t i l  1958, a t  which tim e I  jo in ed  and was 
employed through the Team sters .

From 1960 - 1964 - I  worked in  the Communication 
In d u s try  a t C le a r , A la s k a • employed as a Team ster 
C ra f t  S u p e rv iso r fo r  the BMEWS s i t e .

From 1964 - 1977 - I  served as Bu siness Represen­
t a t iv e  and Union P re s id e n t u n t i l  my recen t re ­
t ire m e n t . W hile se rv in g  as a Union R e p re se n ta tive  
and O f f ic e r ,  I  se rved  on v a r io u s  Lo ca l Union 
B e n e f it  T ru s t  Funds and o ther C iv ic  and S ta te  
r e la t e d  Com m issions ( i . e .  Economic Development 
Com m ission).



S T A T E  O F  A L A S K A

O A T H  O F  O F F I C E

O f f ic e  or Department Department of Labor, Workers' Compensation Div.

(o r  a f f ir m )  th a t  I  w i l l  support and defend the C o n s t itu t io n  o f 

the  U n ited  S ta te s , and the C o n s t itu t io n  o f the S ta te  o f A la ska , 

and th a t  I  w i l l  f a i t h f u l l y  d isch arg e  my d u t ie s  as a Member

o f  (board or com m ission) The Workers' Compensation Board___________

to  the b e s t o f my a b i l i t y .

I Peter P. Gerl do so lem nly swear

Sub scrib ed  and Sworn to befo re  me t h is

( S e a l )



A F F I D A V I T  RECEi1/1' ?

QUALIFICATIONS FOR APPOINTMENT 

TO AN AIASKA BOARD OR COMMISSION
GOVERNORS O rrri:

FULL NAME  P a u l .

PLACE OF RESIDENCE /  ,1 _ 7 #  ^ 7  >9 P ~  =rr=- ^  C/9

BIRTHPLACE rT~T f iOlS.  *
— 7 7 P T = - ^

MAILING ADDRESS /  J L  /  ^ &C> V 7  /) hJ&//-/>/? A 99 D 43
I  HAVE LIVED IN ALASKA FOR _______ J ?  _ YEARS.

/

DATE/PLACE OF NATURALIZATION, IF  A NATURALIZED CITIZEN

hi//)
/

PLEASE GIVE EXACT NAME OR NUMEER OF THE ALASKA PRECINCT IN

SOLEMNLY SWEAR (OR AFFIRM) THAT THE ABOVE STATEMENTS ARE 

TRUE AND CORRECT TO THE BEST OF MY KNOWLEDGE AND B E L IE F .

Subscribed  and Sworn to before me t h is  

, 19

day o f

, I

: • • \ • • .

• ■ v
N o t 'a r v 'p u b li^ s  
My Commission e x p ire s :



i l i U «  U  > X  J L l  J.XflSVJ.DIl

6 6 0 2  L a k e w a y  D r i v e  
A n c h b r a g e ,  A l a s k a  9 9 5 0 2

T elephone: O f f i c e  (907) 278-2525 
R e s i d e n c e  (907) 245-7238

P R O F E S S I O N A L  O B J E C T I V E
To t r a n s f e r  m y  k n o w l e d g e  and e x p e r i e n c e  i n  P e r s o n n e l  M a n a g e m e n t  to 
th e  fiel d of R e a l  E s t a t e ,  u t i l i z i n g  i n t e r v i e w i n g  skills to deter mine 
th e  n e e d s  a n d  w a n t s  o f  clients and custom ers, and n e g o t i a t i n g  
t e c h n i q u e s  to o b t a i n  the b e s t  terras p o s s i b l e .  B e i n g  s e l f e m p l o y e d  the 
f i n a n c i a l  r e t u r n s  p r o v e s  c a p abilities,  w h e r e a s  w h e n  on salary there 
is a l w a y s  t h e  q u e s t i o n  of o n e ls p r o f e s s i o n a l  worth.

E X P E R I E N C E
A p r i l  1981 - P r e s e n t  
A r e a ,  Inc. R e a l t o r s  
4 7 9 4  Business' P a r k  B l v d  
B u i l d i n g  F
A n c h o r a g e ,  A l a s k a  9 9 5 0 5

O c t o b e r  1 9 7 4  - June 1 9 8 0  
The H o t e l  C a p t a i n  C o o k  
P. O .  Box 2 2 8 0  
An c h o r a g e ,  A l a s k a  9 9 5 1 0

R E A L  E S T A T E  A S S O C I A T E  
Serve the p ubli c i n  their 
needs.

Real

Att': W alter

T a x  S e a s o n  1973 
H  &  R  B l o c k  
2 8 1 0  C S t r e e t

J. Kickel,  

&  1974

Jr.

A n c h o r a g e , 
Att: Steve

A l a s k a  9 9 5 0 2  
A u d e t t e

O c t o b e r  1 9 6 8  - June 1971 
M o t h e r  W r i g h t ' s  B a k e r y  
P.O. B o x  1 3 4 5  S t a t i o n  +
O m a h a ,  N e b r a s k a  6 8 1 1 0  
( C o m p a n y  S o l d )

O c t o b e r  19 64 - June 1 9 6 8  
Fedv/ay D e p a r t m e n t  S t o r e s  
E a s t  C e n t r a l  A v e n u e  
A l b u q u e r q u e ,  N e w  M e x i c o  87106 
Att: W i l l i a m  F. B u r n e t t e

D I R E C T O R  OF P E R S O N N E L
I n i t i a t e d  and d e v e l o p e d  a viable Personn- 
D e p a r t m e n t  and P r o g r a m  for all Nickel 
p r o p e r t i e s .  Was r e s p o n s i b l e  for 
m o n i t o r i n g  same.

I N C O M E  T A X  C O N S U L T A N T  
P r e p a r e d  p e r s o n a l  and small business 
taxes. M a n a g e d  b r a n c h  office in 1374.

E M P L O Y E E  R E L A T I O N  M A N A G E R
H a n d l e d  all p e r s o n n e l  f u n c tions i n c lud in
p r e p a r a t i o n s  for U n i o n  n e g o t i a t i o n s  and
grievances.

A S S I S T A N T  P E R S O N N E L  M A N A G E R  
I n  c h a r g e  of r e c r u i t i n g ,  interviewing, a: 
h i r i n g  sales, clerical, and mai ntenance 
n e r s o n n e l  (2-1- years).
P E R S O N N E L  A S S I S T A N T
R e s p o n s i b l e  for establishing, conducting

Training

P r i o r  1964

E D U C A T I O N
1 9 8 0  - P r e s e n t  

1965 - 1980

1946 - 1949 
U n i v e r s i t y  of

and e v a l u a t i n g  a n e w  Sales 
P r o g r a m  (1 year).
F L O A T I N G  S ALES P E R S O N
Sales in all D e p a r t m e n t s  (3 months).

T a l e n t  f or t e l e v i s i o n  commercials; 
C h i l d r e n ' s  R a d i o  Program; Airline 
R e s e r v a t i o n i s t  and Ticket Agent; Summer 
S t o c k  Theatre.

N e w  M e x i c o
A l b u q u e r q u e ,  N e w  M e x i c o  

1945
A l b u q u e r q u e  H i g h  S c h o o l  

P R E S E N T  A F F I L I A T I O N S

C o u r s e s  in R e a l  Estate. 
C o u r s e s  in M a n a g e m e n t  and

M a j o r  F i n e  Arts (Theatre) 
M i n o r  E n g l i s h

G r a d u a t e d

r e lated semina.

N a t i o n a l  A s s o c i a t i o n  of R e a l t o r s / M e m b e r -  
A l a s k a  W o r k e r s  C o m p e n s a t i o n  Board/ 
A m e r i c a n  S o c i e t y  for P e r s o n n e l  A d m i n i s­
tra tors.



O A T H  O F  O F F I C E

O ff ic e  o r Department 

j  Ann S . P it te n g e r

Department o f Labor

do so lem nly swear

(o r a f f i r m )  th a t  I  w i l l  support and defend the C o n s t itu t io n  o f 

the U n ite d  S ta te s , and the C o n s t itu t io n  o f the S ta te  o f A la sk a ,

and th a t  I  w i l l  f a i t h f u l l y  d isch arg e  my d u tie s  as a  member

o f (board  or commission Ala sk a  Workmen's Compensation Board 

to  the  b e s t  o f  my a b i l i t y .

Ann S . P itte n g e r

y Commission e x p ire y f

(

( S e a l )



QUALIFICATIONS FOR APPOINTMENT 

TO AN ALASKA BOARD OR COMMISSION

FULL NAME __________________Arm S. P it te n g e r________________________________

PLACE OF RESIDENCE Anchorage, A laska______________________________

BIRTHPLACE _________________Boston, M a s s a c h u s e t t s _______________________

MAILING ADDRESS 6602 Lakeway D r . ,  Anchorage, A laska 99502

I  HAVE LIVED IN ALASKA FOR ______________ E ig h t (8 )____________  YEARS.

DATE/PLACE OF NATURALIZATION, I F  A NATURALIZED CITIZEN

PLEASE GIVE EXACT NAME OR NUMBER OF THE ALASKA PRECINCT IN 

WHICH YOU LAST VOTED Anchorage No. 120 - E le c t io n  D is t r i c t  No 12

1 '  C x n n  s , t/J______________________________________, do

SOLEMNLY SWEAR (OR AFFIRM) THAT THE ABOVE STATEMENTS ARE 

TRUE AND CORRECT TO THE BEST OF MY KNOWLEDGE AND B E L IE F .

O - n r y  S. ( ? \ T $ e , n g e ^ J

Sub scrib ed  and Sworn to b e fo re  me t h i s s day o f

19 / /  . ; ,



R E C E I V E D

WILLIAM B. WOODLAND OEC 1 ftgj

700 “I" Street

General

Born April 22, 1949 

Alaska Resident Since 1953 

Married, Two Children

Education

Graduated from High School, Anchorage, Alaska 1967 

Graduated from Western Washington University 1971, Engineering 
Degree

Work History

1971 - 1981: Self-employed as owner/operator of Snow White

Laundry and Cleaners & Quality Linen Supply, 

Anchorage, Alaska; and Quality Cleaners and Laundry, 
Eagle River, Alaska.

1975 - 1977: Served as Management Member on the Alaska Workers'

Compensation Board, Anchorage, Alaska
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§ 37.13.020 P u b l ic  F in a n c e § 37.13.040

mineral revenue sharing payments received by the state from mineral 
leases issued on or before December 1, 1979, and 25 percent o f all 
bonuses received by the state from mineral leases issued on or before 
February 15, 1980;

(2) 50 percent o f all mineral lease rentals, royalties, royalty sale 
proceeds, net profit shares under AS 38.05.180(f) and (g), and federal 
mineral revenue sharing payments received by the state from mineral 
leases issued after December 1, 1979, and 50 percent of all bonuses 
received by the state from mineral leases issued after February 15, 
1980;

(3) any other money appropriated to or otherwise allocated by law to 
the Alaska permanent fund.

(b) Payments due the Alaska permanent fund under (a) of this sec­
tion shall be made to the fund once each month.

(c) The Alaska permanent fund shall be managed by the Alaska 
Permanent Fund Corporation established in AS 37.13.030 — 
37.13.210. (§ 5 ch 18 SLA 1980)

Legislative history reports. --F or  the House Journal, Supplement No. 7, April 2, 
Free Conference Committee Report on ch. 1980.
18, SLA 1980 (FCCSSB 161), see 1980

Sec. 37.13.020. Findings. The people o f the state, by constitutional 
amendment, have required the placement o f at least 25 percent o f all 
mineral lease rentals, royalties, royalty sale proceeds, and federal min­
eral revenue sharing payments and bonuses received by the state into 
a permanent fund. The legislature finds with respect to the Alaska 
Permanent Fund Corporation that

(1) the.corporation should provide a means of conserving a portion 
of the state’s revenues from mineral resources to benefit all genera­
tions of Alaskans;

(2) the corporation’s goal should be to maintain safety of principal 
while maximising total return;

(3) the corporation should be used as a savings device managed to 
allow the maximum use of disposable income from the corporation for 
purposes designated by law. (§ 5 ch 18 SLA 1980)

Sec. 37.13.030. Purpose. It is the purpose of AS 37.13.010 — 
37.13.210 to provide a mechanism for the management and investment 
o f those permanent fund assets allocated to the Alaska Permanent 
Fund Corporation in a manner consistent with the findings in AS 
37.13.020. (§ 5 ch 13 SLA 1980)

Sec. 37.13.040. Alaska Perm anent Fund C orporation . There is 
established the Alaska Pe.manent Fund Corporation. The corporation 
is a public corporation and government instrumentali. in the Depart­
ment o f Revenue managed by the board of trustees. The purpose of the 
board is to manage and invest the assets o f the corporation in accor­
dance with AS 37.13.010 — 37.13.210. (§ 5 ch 18 SLA 1980)
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§ 37.13.010 A l a s k a  St a t u t e s  S u pple m en t § 37.13.010

commercial purchasers of the 1980 salir.onj 
harvest;

(3) participate with commercial bvnks 
in the making of loans to provide financial 
assistance to commercial purchasers of the 
1980 salmon harvest;

(4) enter into agreements with the 
Department of Revenue to provide guar­
antees from the fish processing loan guar­
antee account for

(A) up to 60 percent of the portion of a 
loan described in (1) — (3) of this subsec­
tion held by a commercial hank; and

(B) up to 100 percent o f the portion c f a 
loan described in (1) — (S) of this subsec­
tion held by an institution of the federal 
farm credit system if that portion does not 
exceed 80 percent of the total amount of 
the loan.

(b) A loan may notfc-. guaranteed under 
(a)(4) o f this section unless 20 percent or 
more of the guaranteed portion of the lo r 
is heid by the Commercial Fishing a .-. 
Agriculture Bank.

(c) There is created as a separate 
account in the general fund the fish pro­
cessing loan guarantee account. The fish 
processing loan guarantee account 
consists of assets transferred tc it from the 
general fund. The commissioner of reve­
nue shall administer the fish processing 
loan guarantee account and may enter 
into agreements with the Commercial 
Fishing and Agriculture Bank to use the 
assets of the fish processing loan guar­
antee account to provide guarantees for 
loans under (a)(4) of this section. The totul

amount of the guaranteed portion o f loans 
guaranteed under (a)(4) of this section 
may not exceed $40,000,000.

(d) The commissioner of revenue may, 
to the extent that appropriations are made 
available to him for the purpose, Iona up to 
$12,000,000 to the Commercial Fishing 
and Agriculture Bank to provide financial 
assistance to commercial purchasers of the 
1980 salmon harvest. The portion of a loan 
made with money lent to the Commercial 
Fishing and Agriculture Bank under t^s 
subsection may not be guaranteed under 
(a)(4) o f this section.

(e) In this section, "commercial bank" 
means a bank chartered by the United 
States or by a state of the United States."

Section 3, ch. 32, SLA 1980 provides: 
"The legislature finds that the Alaska 
Renewable Resources Corporation has 
complied with all requirements for an 
investment of $3,500 000 in Ball Brothers, 
Inc., an Alaska corporation, except for the 
requirement in AS 37.12.080(b) that no 
financial assistance of more than 
$1,500,000 may be provided to a single 
project or applicant unless the legislature 
has approved the investment by con- 
curren' resolution. The legislature further 
finds that approval of the investment is in 
the public interest. Notwithstanding the 
provisions of AS 37.12.080(b) requiring 
approval by concurrent resolution, the 
investment in the amount of $3,500,000 is 
approved and the corporation is authorized 
to make the proposed investment in Ball 
Brothers, Inc., an Alaska corporation."

Chapter 13. Alaska Permanent Fund.
Section Section
10. Alaska permanent fund 120. Investment responsibilities of the
20. Findings board
30. Purpose 130. Gains and losses
40. Alaska Permanent Fund Corporation 140. Income
50. Composition and qualifications of 150. Board budget

board of trustees 160. Audits
60. Term of office 170. Reports and publications
70. Removal and vacancies 180. Tax exemption
80. Quorum 190. Political activities
90. Compensation of board members 200. Public ccess to information
100. Corporation staff 210. Definitions
110. Conflicts of interest

Sec. 37.13.010. A laska perm anent fund, (a) Under art. IX, § 15 of 
the state constitution, there is established as a separate fund the 
Alaska permanent fund. The Alaska permanent fund consists of 

(1) 25 percent of all mineral lease rentals, royalties, royalty sale 
proceeds, net profit shares under AS 38.05.180(0 and (g), and federal

• )

i

302
<

" L e 
Free 
18, f

St 
ame: 
mint 
era!; 
a pei 
Peru 
(1) 

o f th 
tions 

(2) 
while 

(3), 
allow
purpo

I
Sec 

37 13) 
o f thej 
Fund 
37.13.

Sec 
establ 
is a pu 
ment c 
board 
dance



§ 37.13.050 A l a s k a  S t a t u t e s  S u p p l e m e n t § 37.13.070

r-:
Sec. 37.i3.050. C om position  and qualifications o f  board  o f  

trustees, (a) The Board o f Trustees of the Alaska Permanent Fund 
Corporation consists of six members appointed by the governor. Three 
of the members shall be heads o f principal departments o f state govern­
ment, one o f whom shall be the commissioner of revenue. Three mem­
bers shall be appointed by the governor from the public and may not 
hold any other state or federal office, position or employment, either 
elective or appointive, except as a member of the armed forces of either 
the United States or o f this state. Members other than the commis­
sioner o f revenue shall be separately confirmed by a majority of the 
members of the legislature in joint session.

(b) The three public members o f the board shall have recognized 
competence and wide experience in finance, investments, or other busi­
ness management-related fields.

(c) The board shall annually elect a chairman from among its mem­
bers. (§ 5 ch 18 SLA 1980)

Sec. 37.13.060. Term  o f  o ffice . The members o f the board shall be 
appointed for terms of three years, and they may be reappointed subject 
to confirmation by a majority of the members of the legislature in joint 
session. Terms shall be staggered. Initial terms for members other than 
the commissioner of revenue shall be two members serving for one 
year, two members serving for two years, and one member serving for 
three years. (§ 5 ch 18 SLA 1980)

Sec. 37.13.070. R em oval and vacancies, (a) The governor may 
remove a member of the board from office. However, the removal of a 
member o f the board is subject to disapproval by a vote of a majority 
of the members of the legislature at the first joint session held 10 or 
more days after the legislature receives notice of the removal from the 
governor. A removal by the governor shall be in writing and shall state 
the reason for the removal. A member who is removed by the governor 
may not participate in board business and may not be counted for 
purposes o f establishing a quorum between the time he receives 
written notice of his removal from the governor and the time that the 
legislature’s power to disapprove the removal under this subsection 
expires. If the legislature disapproves the removal of a board member, 
the board member shall be reinstated.

(b) A vacancy on the board shall be promptly filled by appointment 
by the governor and confirmation by a mtyority o f the members o f the 
legislature in joint session. An appointee to a vacancy shall hold office 
for the balance of the term for which his predecessor on the board was 
appointed. If a vacancy arises on the board while the legislature is not 
in session, the governor may appoint an interim board member who 
shall exercise the powers of a board member until the legislature fails 
to confirm the appointment of the interim board member.
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(c) A vacancy on the board does not impair the au thority o f a quorum 
o f the board to exercise all the powers and perform all the duties of the 
board. (§ 5 ch 18 SLA 1980)

Sec. 37.13.080. Quorum . Four members of the board constitute a 
quorum for the transaction o f business and the exercise of the powers 
and duties of the board. (§ 5 ch 18 SLA 1980)

Sec. 37.13.090. Com pensation  o f  board  m em bers. Public mem­
bers of the board receive an honorarium of $400 for each meeting day 
if  they attend the meeting. All members of the board are entitled to per 
diem and travel allowances as provided by law for members of state 
boards and commissions. (§ 5 ch 18 SLA 1980)

Sec. 37.13.100. C orporation  staff. The board may employ and 
determine the salary o f an executive director. The executive director 
may, with the approval of the board, select and employ additional staff 
as necessary. No employee of the corporation, including the executive 
director, may be a member of the board. The executive director and the 
other employees o f the board are in the exempt service under AS 
39.25.010 —  39.25.220. (§ 5 ch 18 SLA 1980)

Sec. 37.13.110. C onflicts o f  interest, (a) Members o f the board and 
the executive director are subject to the provisions of AS 39.50.010 — 
39.50.200.

(b) If a member o f the board or an employee of the corporation 
acquires, owns or controls an interest, direct or indirect, in an entity 
or project in which corporation assets are invested, he shall immedi­
ately disclose the interest to the board. The disclosure is a matter of 
public record and shall be included in the minutes of the board meeting 
next following the disclosure. (§ 5 ch 18 SLA 1980)

Sec. 37.13.120. Investm ent responsibilities o f  the board , (a) 
The prudent-man rule shall be applied by the board in the management 
and investment o f Alaska permanent fund assets. The prudent-man 
rule as applied to investments of the corporation means that in making 
investments the board shall exercise the judgment and care under the 
circumstances then prevailing which an institutional investor of ordi­
nary prudence, discretion, and intelligence exercises in the man­
agement o f large investments entrusted to it not in regard to 
speculation but in regard to the permanent disposition of funds, con­
sidering probable safety of capital as well as probable income.

(b) The corporation assets shall only be used for income-producing 
investments.

(c) The board shall maintain a reasonable diversification among 
investments unless under the circumstances it is clearly prud jnt not to 
do 8 0 .

(d) The board shall submit long-irvnge and quarterly investment 
reports to the Legislative Budget and Audit Committee.
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(e) The corporation may not borrow funds or guarantee from, prin­
cipal o f the Alaska permanent fund the obligations o f others.

(0 The board may enter into and enforce all contracts necessary, 
convenient or desirable for purposes o f the corporation.

(g) Subjec t to the limitations in (h) and (i) of this section, the board 
may invest corporation assets in

(1) obligations of, or obligations insured by or guaranteed by, the 
United States or agencies or instrumentalities of the United States;

(2) obligations secured by reserves paid in by the United States or 
agencies or instrumentalities of the United States or obligations of 
corporations in which the United States is a shareholder or member;

(3) certificates of deposit issued by United States domestic banks 
which are members o f the Federal Deposit Insurance Corporation for 
which a generally recognized secondary market exists or whiich are 
fully secured at all times as to payment o f principal and interest by 
investments described in (1), (2), (8) or (12) — (16) of this subsection; 
the security pledged under this paragraph shall be at least equal to the 
face value of the deposit and the board may require substitution of 
collateral;

(4) shares of federally chartered savings and loans associations in 
Alaska which are fully secured at all times as to payments o f principal 
and interest by investments described in (1), (2) o f this subsection;

(5) savings certificates issued by state chartered savings and loan 
associations in Alaska which are fully secured at all times as to 
payments o f principal and interest by investments described in (1), (2) 
of this .subsection;

(6) deposits with mutual savings banks in Alaska which ore fully 
secured at all times as to payments o f principal and interest by invest­
ments described in (1), (2) o f this subsection;

(7) fixed-term certificates of indebtedness of federally insured credit 
unions which are fully secured at all times as to payments o f principal 
and interest by investments described in (1), (2) of this subsection;

(8) corporate debt securities which are rated AA or bettor by a 
nationally recognized rating service;

(9) short-term corporate promissory notes o f the highest ratings 
assigned by a nationally recognized rating seivice;

(10) bankers’ acceptances drawn on and accepted by United States 
banks each of which have a combined capital and surplus aggregating 
at least $200,000,000;

(11) repurchase agreements, the securities underlying the 
agreements being any o f the items in (1) — (3) and (8) — (10) of this 
subsection;

(12) the guaranteed portion of Federal Small Business Administra­
tion loans;

(13) the portion o f first lien real estate mortgages guarantf ed by the 
Federal Veterans Association;
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(14) the portions of business and industrial loans made under the 
Rural Development Act o f 1972 which are guaranteed by the Farmer’s 
Home Administration;

(15) the guaranteed portion o f Fanner’s Home Administration 
loans;

(16) notes secured by mortgages o f residential real estate if  the mort­
gages are insured by a private mortgage insurance corporation which 
is authorized to do business in Alaska and has combined capital, sur­
plus and reserves aggregating at least $20,000,000; the minimum 
coverage shall be 10 percent for loans having a loan-to-value ratio o f 
less than 90 percent, and the minimum coverage shall be 20 percent for 
loans having a loan-to-value ratio o f 90 percent or more.

(h) The board may enter into future contracts for the sale of invest­
ments purchased under (g) o f this section only for the purpose o f 
hedging an existing equivalent ownership position in these securities.

(i) Investments under (g)(8) o f this section may not exceed 25 percent 
of the total investments of the Alaska permanent fund. Investments 
under (g)(16) o f this section may not exceed in the aggregate 15 percent
f  the total investments o f the Alaska permanent fund.

(j) The assets o f the Alaska permanent fund may not be used for the 
purchase o f bonds o f a corporation, upon which any regular interest 
payment has been defaulted within five years before purchase, except 
bonds never in default but which have been outstanding for less than 
five years.

(k) The board shall establish and from time to time as necessary 
modify guidelines for the investment of the assets o f the corporation. 
Before adoption of any guidelines the guidelines shall be reported to 
the Legislative Budget and Audit Committee for review and comment.

(1) The board shall invest the assets of the corporation in in-state 
investments to the extent in-state investments are available if  the 
in-state investments

(1) have a risk level and expected yield comparable to nltemate 
investment opportunities; and

(2) are included in the list o f permissible investments in (g) of this 
section. (§ 5 ch 18 SLA 1980)

Editor’s notes. — Section 9, ch. 18,SLA ration. Notwithstanding AS 37.10.065(a),
1980 provides: “TRANSITION. The com- the commissioner of revenue may invest
missioner of revenue shall transfer the the money in the Alaska permanent fund
Alaska permanent fund to the Alaska in the investments described in AS
Permanent Fund Corporation established 37.13.120(g) subject to the limitations of
by this act after request for transfer is AS 37.13.120(h) and (1)."
made by the board of trustees of the corpo-

Sec. 37.13.130. Gains and losses. At the end of each fiscal year, 
the total amount o f losses on the sales of securities, not offset by gains 
on the sales of securities during that year, shall be computed, with a
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portion of these losses to be deducted each fiscal year from the income 
and the resulting amount o f income added to the principal o f the 
Alaska permanent fund. Losses taken on the sales o f securities shall be 
accumulated over a period equal to the average remaining life o f the 
securities sold, unless these losses are offset b: - gains on future sales of 
securities. In any fiscal year in which the gains on the sales of securi­
ties exceed the losses on the sales o f securities, the excess shall be 
added to the principal of the Alaska permanent fund. (§ 5 ch 18 SLA 
1980)

S ec. 37.13.140. Incom e. The interest received in a year is the 
income of the corporation for that year. The income available for 

isbursement shall be determined on an averaging basis. For the first 
^.-.Ive years, income will be the simple averaging of the annual current 
"return  at cost. Subsequently, there will be a moving average current 

rfTreturn, in which the latest fiscal year will replace the oldest year. The 
3  income available for disbursement will be the lesser of the latest fiscal 

year’s income, or the average annual current income for the past five 
fiscal years of the Alaska permanent fund at cost, and after adjustment 
for capital losses charged to that fiscal year. (§ 5 ch 18 SLA 1980)

S ec. 37.13.150. B oard b u d g e t  The operating budget of the board 
is from the general fund and is subject to the Executive Budget Act (AS 
37.07.010 — 37.07.130). (§ 5 ch 18 SLA 1980)

S ec. 37.13.iC0. Audits. The Legislative Budget and Audit Commit­
tee shall provide for an annual post audit and annual operational and 
performance evaluations o f the corporation’s investments and invest­
ment programs. (§ 5 ch 18 SLA 1980)

• )

Cross references. — For th” 
responsibilities of the Legielative Budget 
end Audit Committee, see AS 24.20.206.

See. 37.13.170. R eports and publications. By September 30 of 
each year, the board shall publish a report of the corporation for distri­
bution to the governor, legislature, and the public. The report shall be 
written in easily understandable language. The report must include 
financial statements audited by independent outside auditors, a 
statement of the amount of money received by the Alaska permanent 
fund from each investment during the period covered, a statement of 
investments of the corporation including an appraisal at market value, 
a description of corporation investment activity during the period 
covered by the report, a comparison of the corporation performance 
with the intended goals contained in AS 37.13.020, an examination of 
the impact of the investment criteria of AS 37.13.010 — 37.13.210 on 
the corporation portfolio with recommendations o f any needed changes, 
and any other information the board believes would be o f interest to the
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Chapter 14. Trust Funds.

Editor's notes. — Section 4, ch. 182, 
SLA 1978, purported to add an article 2, 
entitled "University Fund" and consisting 
of AS 37.14.060 — 37.14.100. Section 27 of 
ch. 182, however, made article 2 effective 
on the dale that the Board of Regents

voted to approve the mntters under con­
sideration as provided in § 24 of the act. 
The Board of Regents disapproved all 
matters on August 17, 1978.
Consequently, article 2 was ineffective.

governor, the legislature, and the public. The annual income statement 
and balance sheet of the corporation shall be published in at least one 
newspaper in each judicial district. The income statement and balance 
sheet for the two fiscal years preceding the publication o f  the election 
pamphlet under AS 15 58.010 —  15.58.090 shall be included in that 
pamphlet. (§ 5 ch 18 SLA 1980)

Sec. 37.13.180. Tax exem ption. The corporation is exempt from all 
taxes and assessments in the state. All security instruments issued by 
the corporation, their transfer, and their income are exempt from all 
taxes and assessments in the state. ($ 5 ch 18 SLA 1980)

Sec. 37.13.190. P olitical activities. The resources o f the corpora­
tion may not be used to finance or influence Dolitical activities. (§ 5 ch 
18 SLA 1980)

Sec. 37.13.200. P u blic  access to inform ation. Information in the 
possession o f the corporation is a public record, except that information 
which discloses the particulars o f the business or affairs o f a private 
enterprise or investor is confidential and is not a public record. Confi­
dential information may be disclosed only for the purposes o f an official 
law enforcement investigation or when its production is required in a 
court proceeding. These restrictions do not prohibit the publication of 
statistics presented in a manner that prevents the identification of 
particular reports, items, persons, or enterprises. (§ 5 ch 18 SLA 1980)

Sec. 37.13.210. Definitions. In AS 37.13.010 — 37.13.210,
(1) "board” means the Board of Trustees o f the Alaska Permanent 

Fund Corporation;
(2) "corporation” means the Alaska Permanent Fund Corporation. 

(§ 5 ch 18 SLA 1980)

P u b lic  F in a n c e § 37.13.210§ 37.13.180
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SUBJECT: S e c t io n a l A n a ly s is  of Sponsor S u b stitu te  fo r SB 684

PREFACE

N early  one year ago, the T ru ste e s  of the A laska Permanent Fund 
and the S p e c ia l L ia is o n  Committee of the L e g is la tu re , ch a ired  
by Senator S tu rg u le w sk i, began a s e r ie s  of sem inars and work 
se ss io n s  on the fu tu re  of the Fund.

From the  f i r s t ,  i t  was agreed to  e x p lo re  the is s u e s  in  the 
co ntext of how a l l  the o i l  revenues were, or might be, spent. 
T h is  was to  in s u re  th a t  any new ro le  fo r  the Fund would be 
c o n s is t e n t  w ith  i t s  fu n d am en ta l purposes and, to o , would be 
more s u ita b ly  lodged in  the Fund than elsew here .

M eeting  a t  v a r io u s  p o in ts  in  the  s t a t e ,  the group exam in ing  
the id e as of econom ists, f in a n c ia l  s p e c ia l is t s ,  major A laskan 
in t e r e s t s ,  and the general p u b lic . T h is  i s  fu rth e r  described  
in  th e  A nnual R ep o rt of the Fund (pp. 3 , 5 - 7 ) . The a n a ly s i s  
o ffe re d  by v a r io u s  p ro fe s s io n a ls  i s  soon to be published under 
the heading of Hhfi T rustee  £a££j_s. A sp e c ia l e d it io n , in c lu d ­
in g  fo rm a l s ta te m e n ts  from  v a r io u s  groups and c i t i z e n s ,  has 
been com piled fo r the com m ittees of r e fe r r a l  for t h is  b i l l .

SUMMARY

SB 6-84 c o n ta in s  th re e  key p ro p o s a ls : (1) having  the p u b lic
members co m p rise  the m a jo r it y  o f the T ru s te e s  to slow  the 
e f fe c t s  of a change of a d m in is tra t io n  or a change in  p o l i t i c a l  
moods; (2) r e v is in g  the l i s t  o f p e rm itte d  in v e s tm e n ts  to be 
the same as fo r  the pension  fu n d s (w ith  some added r e s t r i c ­
t io n s  and e x c e p t in g  g o ld , w h ich  does not produce d i r e c t  
in co m e ), as h o ld in g  the b e st hope fo r  lo n g -te rm  ra te s  of 
r e tu rn  th a t  exceed  in f l a t io n  w ith o u t s a c r i f i c in g  of s a f e t y ;  
and (3) r e in v e s t in g  o n e -h a lf  the  Fund 's e a rn in g s  to p ro te c t  
the buying  power of the Fund 's p r in c ip a l  and income from 
in f la t io n ,  and p rov id ing  th at the rem aining earn ings be paid 
o ver on the b a s is  o f a f iv e - y e a r  average w ith , in  e f f e c t ,  a 
re se rv e  to keep those payments as s ta b le  as p o ss ib le  fo r s ta te  
p lan n in g .



ANALYSIS

S e c t i o n  1. The r e p l a c e m e n t  of a c o m m i s s i o n e r  by a p u b lic 
m e m b e r  in the c o m p o s i t i o n  of the T r u s t e e s  has the dual effect 
of g i v i n g  t h e  p u b l i c  m e m b e r s  the w o r k i n g  m a j o r i t y  and r e q u i r­
ing t h a t  m a j o r i t y  to h a v e  s p e c i a l  q u a l i f i c a t i o n s  for their 
office. In the d i s c u s s i o n  of this provision , it w a s  f e l t  that 
the C o m m i s s i o n e r  of Revenue, as the State chief fiscal 
o f f i cer, i m s t  be f o r m a l l y  a c c o r d e d  the ro le that he will
a l w a y s  e x e r c i s e  in A d m i n i s t r a t i o n  d e c i s i o n s  on the Fund. As
well, t h i s  i n s u r e s  the A d m i n i s t r a t i o n  will be d i r ectly 
i n f o r m e d  of the v i e w s  of the Trustees. The p r o v i s i o n  to 
e l i m i n a t e  one c o m m i s s i o n e r  w a s  to r e c o g n i z e  the g r o w i n g  
d e m a n d s  p l a c e d  u p o n  the c a b i n e t  in r ecent years. W h i l e  noting 
the a d v a n t a g e  of h a v i n g  three c o m m i s s i o n e r s  d u r i n g  the o r g a n i­
za t i o n a l  p h a s e  of the Fund, it w a s  f e l t  that it w o u l d  be 
d i f f i c u l t  to e x p e c t  that m a n y  to be able to devote the n e c e s­
sar y  time  i n d e f i n i t e l y .

S e c t i o n s  2 a n d  3 hav e the p r a c t i c a l  e ff ect of s t a g g e r i n g  terms 
so that a g o v e r n o r  will only be able to select all of the 
T r u s t e e s  by the last y e a r  of his term. This gives a greater 
m e a s u r e  of i n d e p e n d e n c e  to the b o a r d  over e x i s t i n g  law (where 
the next g o v e r n o r  w o u l d  h a v e  c h o s e n  a m a j o r i t y  w i t h i n  six 
m o n t h s  of t a k i n g  office), but also m i t i g a t e s  the d e l e t i o n  of 
e x i s t i n g  l a n g u a g e  (p. 2, l ines 2-3) which, on the b a s i s  of a
d e c i s i o n  of the A l a s k a  S u p r e m e  Court, does not permit c o n f i r­
m a t i o n  by the L e g i s l a t u r e  w i t h o u t  c o n s t i t u t i o n a l  amendment.

In like m a n n e r ,  s e c t i o n  4, r e q u i r i n g  that a governor remove 
o n l y  for g o o d  cause, is d e s i g n e d  to r e plac e the check in the 
e x i s t i n g  s t a t u t e  w h e r e  the L e g i s l a t u r e ,  by vote, can halt a 
removal.

S e c t i o n  5. A  m a j o r i t y  of the T r u s t e e s  f e l t  than an a n n u a l  fee 
for m e m b e r s  of the b o a r d  was j u s t i f i e d  on several grounds: 
The m a n a g e m e n t  of a fund of this size will involve w o r k i n g  
s u b c o m m i t t e e s  a n d  c o n s i d e r a b l e  travel to meet with outside 
f u n d  m a n a g e r s ,  with f i n a n c i a l  advisors, and w i t h  senior 
o f f i c i a l s  in similar i n s t i t u t i o n s .  A s s u m i n g  the likely 
s t a t u r e  of the p u b l i c  members, it w a s  t h o u g h t  just to c o m p e n­
sate them for the s i g n i f i c a n t  loss  of income e n t a i l e d  by their 
work, and w i s e  to prevent a p p o i n t e e s  from stating that personal 
c i r c u m s t a n c e s  l i m i t e d  the a m o u n t  of time which they could 
devote. The a n n u a l  fee, here tied with  the salaries of l e g i s­
lators, is to be on the order of $20,000 a year, w h i c h  is the 
s u m  t y p i c a l l y  paid by l e a d i n g  c o r p o r a t i o n s  to o u tside 
direct ors. T h i s  f igure  w a s  c o n s c i o u s l y  set to be i n s u f f i c i e n t  
to d r a w  p o t e n t i a l  a p p o i n t e e s  for the sake of the fee alone.

S e c t i o n  6 adds to the list of p e r m i t t e d  invest m e n t s  for the 
Fund with the dual aims of i m p r o v i n g  long-term, real e a r ning s 
and g i v i n g  n e e d e d  diversity. At present, the Fund is essen-



t i a l l y  a l a r g e  " m o n e y  m a rket"  a c count of the kind n o w  open to 
m a n y  p r i v a t e  i n d i v i d u a l s .  H o w e v e r ,  a n u m b e r  of f i n a n c i a l  
s p e c i a l i s t s  h a v e  p o i n t e d  o u t  that, o n  a v e r a g e  o v e r  t h e  
decades, t h e s e  s e c u r i t i e s  have only m a t c h e d  i n f l a t i o n  or have 
b e e n  s o m e w h a t  n e g a t i v e  in t e r m s  of real earnings. The situa­
t i o n  of t h e  p a s t  t w o  y e a r s ,  w i t h  as m u c h  as 6% r e t u r n  a b o v e  
i n f l a t i o n ,  h a p p e n e d  b u t  o n c e  b e f o r e  i n  t h i s  c e n t u r y :  1931.
I n t e r e s t  r a t e s  w e r e  t h e n  at a b a r e  1% b u t  p r i c e  l e v e l s  h a d  
f a l l e n  5%, t h u s  g i v i n g  a r e a l  i n c o m e  of 6%. B a s e d  on t h i s  
h i s t o r i c a l  d a t a ,  o u r  e x i s t i n g  i n v e s t m e n t  l i s t  p r o m i s e s  f e w  
y e a r s  in w h i c h  e a r n i n g s  can e x c e e d  i n f l a t i o n .  In c o n t r a s t ,  
t h e  i n v e s t m e n t  a r e a s  p r o j . s e d  to be a d d e d  (st ocks, i n c o m e  
property, and f o r e i g n  assets) have b r o u g h t  y i e l d s  in line w i t h  
t h e  l o n g - t e r m  r e a l  g r o w t h  of t h e  U n i t e d  S t a t e s ,  2 to 4% b e y o n d  
i n f l a t i o n  and, in s o m e  y e a r s ,  p a r t i c u l a r l y  in J a p a n  a n d  the 
s t r o n g e s t  e c o n o m i e s  of Europe, the g a i n s  have b e e n  m o r e  sub­
stantial. T o  be sure, not all of these i n v e s t m e n t  areas have 
p e r f o r m e d  w e l l  in e v e r y  p e r i o d  o w i n g  to e c o n o m i c  c y c l e s ,  
p o l i t i c a l  a n d  o t h e r  e v e n t s ,  a n d  c h a n g e s  of i n v e s t o r  
p r e f e r e n c e .  I n d e e d ,  our a d v i s o r s  h a v e  s t r e s s e d  t h a t  no 
g u a r a n t e e s  a g a i n s t  f l u c t u a t i o n s  can be o f f e r e d  for any class 
of i n v e s t m e n t s ,  not even the highest grade of U. S. G o v e r n m e n t  
securities. (Actually, in recent years, the latter have s w u n g  
m o r e  s h a r p l y  a n d  m o r e  o f t e n  t h a n  o t h e r  i n s t r u m e n t s ) .  Hence, 
t h e  n e c e s s i t y  of h a v i n g ,  now, a w i d e r  s e l e c t i o n  of p r o v e n  
i n v e s t m e n t  o p t i o n s  so t h a t  a d j u s t m e n t s  c a n  be t i m e l y  and of 
e n o u g h  s i z e  t o  w i n  b e t t e r  r e t u r n s  w h i l e  a v o i d i n g  r e v e r s e s  - 
bo t h  in a m a n n e r  c o n s i s t e n t  w i t h  safety of principal.

It w o u l d  be w e l l  to note here that s e c t i o n  7 p la ces l i m i t s  on 
t h e  e x t e n t  to w h i c h  i n v e s t m e n t s ,  o t h e r  t h a n  f i x e d  i n c o m e  
s e c u r i t i e s ,  c a n  be m a d e  and t h e  l i m i t s  a r e  m o r e  s e v e r e  t h a n  
f o r  the p e n s i o n  f u n d s .  T h e  l a c k  of a l i m i t  on f i x e d  i n c o m e  
se c u r i t i e s  is not becau se they afford m a r k e d l y  greater safety; 
in c e r t a i n  m a r k e t s ,  they do not. Rather, the p r o j e c t e d  g r o w t h  
of the F u n d ,  e v e n  w i t h  d e c l i n i n g  r e v e n u e s ,  is s u c h  t h a t  it 
could, a b s e n t  restraints, cause these m a r k e t s  to rise and fall 
by the v e r y  fact that it was buying and selling. Further, the 
l i m i t s  are p r o p o s e d  by the Trustees as part of their c o m m i t­
m e n t  to g a i n  e x p e r i e n c e  in t h e s e  n e w  a r e a s  on a g r a d u a l ,  
d e l i b e r a t e  basis.

Ironically, our p r e s e n t  i n v e s t m e n t  list is not truly "conserv­
ative, " in the sense of protect ing either the current dollars 
or real  w o r t h  of the F u n d ' s  c o r p u s  a n d  i n c o m e .  Our list, by 
the s c a n d a r d s  of c o m p a r a b l e  i n stitutions and court rulings, is 
m o r e  a c c u r a t e l y  d e s c r i b e d  as "traditional". M o s t  partic i p a n t s  
in the d r a f t i n g  of this bill w e r e  s t unned  to learn  that a $10 
bi l l i o n  fund, e a r n i n g  15% a year, suffe r i n g  10% inflation, and 
p a y i n g  o v e r  al of i t s  r e t u r n s ,  w o u l d  s h r i n k  in 30 y e a r s  to 
less than $250 m i l l i o n  in value. The go ods and services that 
could be p u r c h a s e d  w i t h  the income of this f u n d  w o u l d  collapse 
in t h e  s a m e  r a t i o ,  f r o m  $1.5 b i l l i o n  at t o d a y ' s  p r i c e s  to $89 

m i l l i o n  in three decades. Or, more g r a p h i c  still, a dividend



o f  $ 1 , 5 0 0  w o u l d  t h e n  b u y  w h a t  $ 8 9  w i l l  b u y  t o d a y .  
A c c o r d i n g l y ,  w h e t h e r  o n e  b e l i e v e s  t h a t  t h e  F u n d ' s  p r i n c i p a l  
s h o u l d  be c o n v e y e d  i ntac t to the next g e n e r a t i o n  or the Fund's 
i n c o m e  s h o u l d  be c o n v e y e d  e q u a l l y  to p r e s e n t  a n d  f u t u r e  
Alaskans, a p o r t f o l i o  that loses to i n f l a t i o n  w i l l  serve us at 
the e x p e n s e  of those w h o  follow. (Please see A p p e n d i x  A for a 
m o r e  d e t a i l e d  a n a l y s i s  of the financial  sections.)

S e c t i o n  10, 11. Broadly, these sections provide that one-half 
t h e  n e t  e a r n i n g s  of the P e r m a n e n t  F u n d  s h a l l  be r e t a i n e d  in 
p r i n c i p a l  and the b a l a n c e  is a v a i l a b l e  for d i s t r i b u t i o n  on a 
f i v e - y e a r  a v e r a g e ,  w i t h  a ny e x c e s s  to be u s e d  to r a i s e  p a y ­
m e n t s  in a y e a r  they w o u l d  fall b e l o w  the average. The first 
is to s u s t a i n  the real e a r n i n g s  p o w e r  of the Fund; the second 
is to give the L e g i s l a t u r e  a stable i n c o m e  on w h i c h  to plan.

M o r e  specif i c a l l y ,  the Fund's earnin gs can be e x p e c t e d  to rise 
s t e a d i l y  over the next d e c a d e  as the result of regular c ontri­
b u t i o n s  a n d  c o m p e t e n t  m a n a g e m e n t .  D u r i n g  t h i s  p e r i o d ,  m o r e  
i n c o m e  w i l l  b e  m a d e  t h a n  is n e c e s s a r y  to m e e t  t h e  f i v e - y e a r  
a v e r a g e ,  a n d  t h e  e x c e s s  a n d  t h e  i n t e r e s t  on it w i l l  b u i l d  up 
in the " u n d i s t r i b u t e d  i n c o m e  account." In the f irst year, if 
that i n c o m e  w e r e  to fall b e l o w  the average, the reserve w o u l d  
be d r a w n  upon. In the event that it w a s  judged that reserves 
w e r e  a m p l e ,  a l a r g e r  d i v i d e n d  c o u l d  be d e c l a r e d  or, p e r h a p s ,  
t h e  e x t r a  s u m s  c o u l d  b e  a p p l i e d  to o t h e r  p u r p o s e s  by the 
L e g i s l a t u r e .

S e c t i o n  12 s i m p l y  p r o v i d e s  t h a t  t h e  F u n d ' s  e x p e n s e s  w i l l  be 
m e t  from the Fund's e a r nings (as "program  receipts"), however, 
no m o n e y  m a y  be s p e n t  e x c e p t  as p r o v i d e d  b y  t h e  budget. 
A l t h o u g h  the control of the L e g i s l a t u r e  is not a l t e r e d  in any 
way, this a p p r o a c h  p l ainly s h o w s  w h a t  it has cost to mak e our 
i n c o m e ,  t h u s  a l l o w i n g  the p u b l i c  a n d  l e g i L l a t o r s  to b e t t e r  
a s s e s s  t h e  w o r t h  of t h e s e  e x p e n s e s .  T h i s  p r a c t i c e  is 
v i r t u a l l y  u n i v e r s a l  in the a c c o u n t i n g  of s i m i l a r  p r i v a t e  
i n s titutio ns.

S e c t i o n  13 is to a l l o w  the L e g i s l a t i v e  B u d g e t  a n d  A u d i t  
C o m m i t t e e  t o  b e  s e l e c t i v e  as t o  w h i c h  f i n a n c i a l  a n d  
o p e r a t i o n a l  r e p o r t s  it prepares, or has prepared, in the light 
of c i r c u m s t a n c e s .  For examp le, this langu a g e  w o u l d  p e r m i t  the 
Fund and the C o m m i t t e e  to reach m u t u a l  a g r e e m e n t  on a firm to 
a s s e s s  p e r f o r m a n c e  in d i f f e r e n t  a r e a s  of ' n v e s t m e n t  and, 
f u r t h e r ,  to r e a c h  m u t u a l  a g r e e m e n t  on d e f i n  t i o n s  of t e r m s ,  
t h e  p r o p e r  s a m p l e  of s t a t i s t i c s ,  a n d  the like. T h i s  " g r o u n d  
r u l e s "  a p p r o a c h  w i l l  a i d  f u l l e r  d i s c l o s u r e  of t h e  Fund's 
a c t i v i t i e s  w h i l e  at t h e  s a m e  t i m e  r e d u c e  t e m p t a t i o n s  for 
e i t h e r  s i d e  to c r a f t  r e p o r t s  t h a t  a r e  m e r e l y  d e s i g n e d  to 
at t a c k  or d e f e n d  the Fund.

Se c t i o n  14 b rings the P e r m a n e n t  Fund into c o n f o r m i t y  with the 
l a w  g o v e r n i n g  m o s t  other boards and c o mmissio ns.



T h e  T r u s t e e s  a s k  t h a t  SB 6 8 4  be c o n s i d e r e d  t o g e t h e r  w i t h  t h e  
G o v e r n o r ' s  b u d g e t  r e q u e s t  t o  a c h i e v e  i n d e p e n d e n t  s t a t u s  f o r  
t h e  P e r m a n e n t  F u n d /  a n d  w i t h  t h e  f i s c a l  n o t e  w h i c h  p r o v i d e s  
for outside/ s p e c i a l i z e d  f i r m s  to carry out the n e w  i n v e s t m e n t  
a u t h o r i t y  u nde r this bill.

I n d e p e n d e n c e  for the P e r m a n e n t  Fund has been the clear p r e f e r­
ence of p u b l i c  and l e g i s l a t i v e  s e n t i m e n t  to date. (Please see 
t h e  p a p e r  o n  t h e  r e l e v a n t  l e g i s l a t i v e  h i s t o r y  p r e p a r e d  b y  
T r u s t e e  P e t e r  B. M c D o w e l l . )  T h e  c a s e  f o r  i n d e p e n d e n c e ,  in 
b r i e f ,  is t h a t  s p e c i a l  i n t e r e s t s  p r e s s i n g  t h e  F u n d  to w i n  
c o n c e s s i o n s  w i l l  be m o r e  v i s i b l e  in t h e i r  a t t e m p t s  a n d  t h a t  
y o u r  T r u s t e e s  c a n  be h e l d  t o  f u l l e r  a c c o u n t  if t h e y  c h o o s e  
their o w n  servants. The l a s v  point  is not m e a n t  to r e fl ect on 
t h e  p r e s e n t  C o m m i s s i o n e r  of R e v e n u e  or t h e  s t a f f  of t h e  
T r e a s u r y .  O n  t h e  c o n t r a r y ,  t h e i r  r e a d y  c o o p e r a t i o n  h a s  b e e n  
f r e q u e n t l y  n o t e d  in t h e  r e c o r d  of t h e  T r u s t e e s .  But, it h a s  
b e e n  the c o n s i s t e n t  a d v i c e  of p r o f e s s i o n a l  m a n a g e r s  that " ... 
t h o s e  c o m m i t t e d  to i n v e s t i n g  m u s t  h a v e  t h e i r  o p e r a t i o n s  
s e p a r a t e  f r o m  t h o s e  c o m m i t t e d  to s p e n d i n g  ...", e s p e c i a l l y  
g i v e n  t h e  " ... g r e a t ,  t e m p t i n g  s i z e  ...n of the Fund. In t h e  
w e a l t h i e s t  s t a t e  in the n a t i o n ,  C a l i f o r n i a ,  w h e r e  s t a t e  a n d  
local p e n s i o n  as sets e xceed $30 billion, such a s e p a r a t i o n  has 
a l w a y s  b e e n  maintained.

S t i l l ,  a f t e r  i n d e p e n d e n c e  h a s  b e e n  a t t a i n e d ,  t h e  F u n d  w i l l  
h a v e  less f r e e d o m  that any i n d e p e n d e n t  board or c o m m i s s i o n  in 
p r e s e n t  l a w .  F o r  t h e  F u n d  h a s  t h e  m o s t  d e f i n i t e  c h a r t e r  in 
s t a t e  g o v e r n m e n t ,  is n o t  p e r m i t t e d  to spend, d o e s  n o t  l e n d  
d i r e c t l y  to any borrower, a nd is subject to all the o v e r s i g h t  
that is a p p l i e d  to a line agency.

As for the f iscal  note, the T r u s t e e s  have agreed that o u t s i d e  
m a n a g e r s  a r e  b e s t  s u i t e d  to e x e c u t e  the n e w  i n v e s t m e n t  
a u t h o r i t y  in t h i s  bill. In a d d i t i o n  to our r e m o t e n e s s  f r o m  
the m a r k e t s  involved, there are n u m b e r s  of reputed f i r m s  that 
can do this w o r k  m o r e  efficiently, and for less cost, than it 
can be done internally.
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P e t e r  A. B u s h r e  

D e p u t y  C o m m i s s i o n e r  of T r e a s u r y  

D e p a r t m e n t  of R e v e n u e

C u r r e n t  l a w  p r o v i d e s  the c o r p o r a t i o n  w i t h  the a u t h o r i t y  

to p l a c e  f u n d s  i n  d i rect o b l i g a t i o n s  of the U n i t e d  S t a t e s  

T r e a s u r y ,  f e d e r a l  a g e n c y  s ecu rities, c e r t i f i c a t e s  of d e p osit, 

h i g h - g r a d e  c o r p o r a t e  b o n d s , q u a l i t y  s h o r t - t e r m  i n v e s t m e n t s , 

and f e d e r a l l y  g u a r a n t e e d  l o a n s . M a n a g e m e n t  is d i r e c t e d  to 

g i v e  p r e f e r e n c e  to A l a s k a  i n v e s t m e n t s  as long as t h e y  m e e t  

the s t r n d a r d s  of q u a l i t y  set o u t  in the bill. S p e c i f i c a l l y ,  

d e p o s i t s  can be m a d e  in A l a s k a  banks, m u t u a l  s a v i n g s  b a n k s ,  

s a v i n g s  a n d  loan a s s o c i a t i o n s ,  and c r e d i t  unions. R e s i d e n t i a l  

r e a l  e s t a t e  ( o w n e r - o c c u p i e d  s i n g l e  f a m i l y  dwelling, d u p l e xes, 

a n d  c o n d o m i n i u m s )  m a y  also be p u r c h a s e d  if the m o r t g a g e  is 

p r i v a t e l y  i n s u r e d  b y  a c o m p a n y  doin g b u s i n e s s  in Alaska.

T h e  p e r m a n e n t  fund s t a t u t e  has a m i n i m u m  of i n v e s t m e n t  

r e s t r i c t i o n s  yet p r o v i d e s  a v e r y  d e f i n i t e  and c e r t a i n  f r a m e­

work. It does n o t  a u t h o r i z e  i n v e s t m e n t s  in sto ck or b u l l i o n ,  

r e s t r i c t s  the p u r c h a s e  of c o r p o r a t e  bonds  to 2 5 %  of the 

F u n d ' s  t o t a l  i n v e s t m e n t s ,  and limits the p u r c h a s e  of lo ans 

and m o r t g a g e s  to 25% of the total. P u r c h a s e s  of r e s i d e n t i a l  

m o r t g a g e s  m a y  be a f u r t h e r  15% of total assets. Ihe s t a t u t e  

a l l o w s  the F u n d  to u s e  the futures m a r k e t  to p r o t e c t  i n v e s t m e n t s



f r o m  s e v e r e  d e c l i n e s  in v a l u e  that are b e i n g  s u f f e r e d  today. 

T h e s e  f u t u r e s  contracts, h o w eve r, m a y  b e  u s e d  o n l y  to h e d g e  

a n d  n o t  to speculate. T h e  s t a t u t e  also p r o h i b i t s  the F u n d  

f r o m  e i t h e r  b o r r o w i n g  or g u a r a n t e e i n g  the o b l i g a t i o n s  of 

o t h e r s .

S e c t i o n  6 of the b i l l  w o u l d  amend the p r e s e n t  i n v e s t­

m e n t  list b y  a d d i n g  f i v e  c a t e g o r i e s  c u r r e n t l y  a u t h o r i z e d  for 

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

the r e t i r e m e n t  s y s t e m  law. The a d d i t i o n a l  i n v e s t m e n t s  are:

1. C o m m e r c i a l  m o r t g a g e s  - loans s e c u r e d  b y  a f i r s t  

l i e n  on c o m m e r c i a l  p r o p e r t i e s  such as s h o p p i n g  c e n t e r s , 

o f f i c e  bu ildi n g s ,  etc. The c o r p o r a t i o n  m a y  p u r c h a s e  u n i n s u r e d  

l o a n s  if the o r i g i n a t i n g  f i n a n c i a l  i n s t i t u t i o n  r e t a i n s  at 

l e a s t  257,, or i n s u r e d  loans w h i c h  m e e t  r e q u i r e m e n t s  c u r r e n t l y  

in e f f e c t  for the p e n s i o n  funds.

2. T h e  c o m m o n  stock of U. S. c o r p o r a t i o n s  w h i c h  h a v e  

p a i d  d i v i d e n d s  in e a c h  of the i m m e d i a t e l y  p r e c e d i n g  thre e 

y e a r s .

3. S t o c k s  a n d  b o n d s  that are d e n o m i n a t e d  i n  f o r e i g n  

c u r r e n c i e s  or E u r o d o l l a r s ,  p r o v i d e d  that they are of the 

s a m e  q u a l i t y  as their U. S. counterp arts.

4. B a n k  d e p o s i t s  that are d e n o m i n a t e d  in f o r e i g n  

c u r r e n c i e s  or E u r o d o l l a r s ,  p r o v i d e d  that they a r e  r e a d i l y  

n e g o t i a b l e  or that the i s s u i n g  b a n k  has c a p i t a l  a n d  surplus 

o f  at least $500 m i l l i o n .

5. E q u i t y  i n t e r e s t s  in c o m m i n g l e d  p o o l s  of r e a l  

e s t a t e .



S e c t i o n  7 of the b i l l  r e d u c e s  the limit on loans a n d  

m o r t g a g e s  to 15% a n d  r e s t r i c t s  the i n v e s t m e n t  i n  f o r e i g n  

s e c u r i t i e s  and b a n k  d e p o s i t s  to the levels w h i c h  c u r r e n t l y  

p r e v a i l  i n  the r e t i r e m e n t  systems. C o m m o n  s t o c k  a n d  c o r p o r a t e  

d e b t  a r e  t o g e t h e r  l i m i t e d  to 50%; b o t h  are m o r e  r e s t r i c t i v e  

t h a n  t h e  p e n s i o n  funds. T h e  b i l l  further limits the p e r m a n e n t  

f u n d  to n o  m o r e  th at 5% of the v o t i n g  stock of a ny one 

c o r p o r a t i o n ,  and d o m e s t i c  stocks, w i t h  the e x c e p t i o n  of 

i n s u r a n c e  c o m p a n i e s  a n d  banks, m u s t  b e  listed on an e x c h a n g e  

r e g i s t e r e d  w i t h  SEC. B o t h  are i d e n t i c a l  to c u r r e n t  l i m i t a t i o n s  

on p e n s i o n  f u n d  invest m e n t s .

S e c t i o n  8 w o u l d  s t a n d a r d i z e  the c o l l a t e r a l  r e q u i r e m e n t s  

for d e p o s i t s  w i t h  all types of f i n a n c i a l  institutions,  and 

r e q u i r e  t h e m  to p l e d g e  U. S. g o v e r n m e n t  securities, c o r p o r a t e  

b o n d s ,  or m o r t g a g e s  if t h e i r  ce rtif i c a t e s  of d e p osit are not 

f r e e l y  negoti a b l e .



SB 684: Sectional Analysis
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Section 1) Changes the composition of the Board of Trustees of the Permanent Fund;

a) Two (THREE) members sh a ll be heads of principal departments of state govern­

ment, one of whan sh a ll be the commissioner of revenue.

b) Four (THREE) members of the public appointed by the Governor

b) Public members sh a ll have recognized expertise in  finance, investment, and business 

management related fie ld s
c) Board sh a ll annually e lect a chairman form among it s  members

Section 2) Public members sh a ll be appointed for terms of four (THREE) years, with

terms to be staggered so that no more than one public members terms expire in  one

year, and they may be reappointed.

Section 3) Transition to four year terms: at the expiration of a public members

term, the governor sh a ll replace or reappoint the present member for a berm of four 

years. Within 90 days of the effective  date, the governor sh a ll appoint a public 

member to replace one of the two commissioners other than the commissioner of rev­

enue, to serve for a term of four years or le ss , and whoso term expires in  a year 
when no other public members term expires. The commissioner who is  to to replaced 

sh a ll continue to serve u n til the appointment of a replacement.

Section 4) For good cause, the governor may remove a member of the board from o ffice ;

A w ritten statement of the reason for removal sh a ll be given by the governor, and after 

a member receives w ritten notice of h is removal, he may not participate in board bus­

iness and M s presence w ill not establish a quorum.

A vacancy on the board sh a ll be promptly f ille d  by appointment of the governor, and 

the appointee shall hold o ffice  for the balance of the term of h is predecessor. A 

vacancy on the board does not impair the authority of a quorum of the board to exercise 

it s  powers and duties.

Section 5) Members of the board sh a ll be compensated at an annual fee equal to the 

sa lary of state leg isla to rs; i f  the chairman is  a public member, he is  entitled to



receive a salary equal to the president of the senate or the speaker of the house.

M l manbers of the board are entitled  to per diem and trave l allowances as provided 

by law for members of state boards or coimissions.

Section 6) pertains to the investment authorities of the permanent fund; Items (1) thru 

items (16) re fer to investments which the permanent fund is  currently permitted to 

participate in . Items (1) thru (16) have been amended to include ce rtifica te s of dep­

o s it , term deposits, or the equivalent which m y be read ily sold in  a secondary

market at prices reflecting  fa ir  value. Items (1) thru (16) allow the authority to 

place funds in  d ir* zt obligations of the U .S. Treasury, federal agency secu rities, cer­

t if ic a te s  of deposit, high grade corporate bonds, quality short term investments, and 

federally guaranteed loans. S p ec ifica lly , deposits can be made in  Maskan banks, mutual 

savings banks, savings and loans associations, and cred it unions. Resident! J  real 

estate (cwner occupied single fam ily dwellings, duplexes, and condominiums) may also 

be purchased i f  the mortgage is  private ly insured by a company doing business in  Maska. 

Further, item (16) d eta ils the insurance requirements on notes secured by mortgages 

granting a f ir s t  lien  on commercial or residentia l rea l estate inproved by completed 

buildings. Private mortgage insurance corporation must be authroized to do business 

in Maska and iiave a combined cap ita l, surplus and reserves aggregating at least $20 

m illion  do llars. Mortgage insurance c r ite r ia  is  as follows:

A. No mortgage insurance is  necessary for camvercial loans having a loan to value 
ration of of less than 50%;

Minirnirri coverage of other commercial loans sh a ll be 10% for thos having a loan 

to value ratio  of 50% bo 60%;

cotmercial loans having a loan to value ra tio  greater than 60% but less than 

75% sh a ll be 15%;

B. No mortgage insurance is  necessary for residential 1rvuns having a loan to value 

ratio  of less than 70%;

. Minimum coverage of loan .̂ (residential; having a loan to value ratio  greater 
than 70% but less than 90% sh a ll be 10%:

Minimum coverage for loans which have a loan to value ra tio  in  excess of 90% 
shall be 20%;

(17) Relates to comnercial mortgages- loans secured by a f ir s t  lien  on commercial 

properties such as shopping centers, o ffice  buildings, etc. The corporation

may purchase uninsured loans i f  the originating financia l in stitu tion  retains at least 

25%, or insured loans which meet the requirov.*_jtix* currently in effect for pension funds.

(18) Relates to investments in  cannon stock of U .S. corporations which have paid div­

idends in each of the immediately preceding3years;



(19) Relates 4 a investments in  stocks and bonds that are dencminated in  foreign 

currencies or Eurodollars, provided that they are of the same quality as the ir U.S. 

counterparts;

(20) Relates to investments in  bank deposits that are denominated in foreign currencies 

or Eurodollars, provided that they are read ily negotiable or that the bank issuing 

than has cap ita l and surplus of a t least $500 m illion  do llars.

(21) Relates to the investment in  equity in terests in  canmingled pools of rea l estate;

These investments may be made in a corporation, partnership, tru st, or other 

en tity  in  which at least 60% of the beneficial ownership interests are held by other 

in stitu tio n a l investors at the conclusion of each investment transaction.

The corporation, partnership, tru st or other entity mart be organized and operated 

fo r the purpose of making real estate investments by a bank, insurance canpany, or other 

manager of in stitu tio n s1 funds and liave had at least five  years experience in  the man­

agement of real estate investment of in stitu tio n a l investors; or in  conjunction with 

an entity which meets substantially the same c r ite r ia .

Section 7) AS 37.i3.120 (i)  is  repealed and reenacted; (i) .the aggregate investment of 

the Alaska Permanent Fund may not exceed the following percentages of the total investmen 
of the fluid:

Mortgages: 15%

Foreign Securities: 10%

Foreign ce rtifica te s of deposit (or the ir equivalent): 20%

Corporate stocks and debt secu ritie s : 50%

The fund may not own more than 5% of the voting stock of any corporation. Domestic 

stocks, except for bank and insurance canpany stocks, must be lis te d  at the date of 

purchase on an exchange registered with the Securities and Exchange Carmission.

Section 8) standardizes the co lla te ra l requirements for deposits with a ll types of 

fin an cia l in stitu tio n s, and requires them to pledge U.S. government secu tities, corpor­

ate bonds, or mortgages i f  the ir ce rtifica te s of deposit are not free ly  negotiable.

Section 9) Repeals AS 37.13.130; See statutes beneath b i l l ;  highlighted area

Section 10) Net income of the fund trust be computed annually on the la s t day of the
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Section 10) continued f is c a l year in  accordance with generally accepted accounting

p rincip a ls, excluding any unrealized gains or losses.

Income available fo r d istribution equals the average net income for the la s t  five  f is ­

ca l years (including fis c a l year ju st ended) but may not exceed the net income for 

the f is c a l year ju s t ended, plus the balance o f the undistributed income account 

described below, (section 11)

Section 11  ̂ At the end of the f is c a l year, one-half of the net earnings (see section 

10) of the permanent fund sh a ll be retained in  principal and the balance is  available 

fo r d istribution on a fiv e  year average, with any excess used to ra ise  the payments

in  a year they would f a l l  below the average. The other 50% of the net income, must

be transferred to the undistributed incane account, and any income in  the undistributed 

income account of the permanent fund must be transferred to principal for reinvestment. 

Money in  the undistributed income account must be invested in  authorized investments 

and income from the investments of the undistributed income account must be treated 

as an addition to that account.

Section 12) Revenues qenera^ed by the investments of the corporation must be identified  

as the source of the corporations operating budget (program receipts) and the unexpended 

balance of the annual operating budget does not lapse at the end of the f is c a l year 

but must be treated as income.

Section 13) Leg islative Budget and Audit committee may provide for an annual post audit, 

and operational and performance evaluations of the investments and investment programs 

of the permanent fund.

Section 14) Board nay adopt regulations under the Administrative Procedures Act to ----------------
interpret and implement the chapter.

Section 15) E ffective  date of Ju ly 1, 19S2.



Senate
Official Business

Labor & Commerce Committee
Investments by percentage lim itations as currently authorized under

Pouch V 
State Capitol 

Juneau, Alaska 99811
AS 37.13.120 (i)

Corporate debt securities rated AA or better: G(8) 25% of the to tal investments of P .F .

Notes secured by mortgages of residential rea l estate G(16) may not exceed in  the aggregat
15% of the to tal investments of P .F .

Permanent Fund investments by percentage lim itations and categories (SB 684 section 7)

The aggregate investment of the permanent fund may not exceed the following percentages 

of the to ta l investments of the fund:

Mortgages under (g) (16); 15%

Real Estate Investments (g) (21); 15%

Foreign Securities (g) (19); 10 %

Foreign ce rtifica tes of deposit (g) (20); 20%

Corporate stocks and debt securities (g) (8), (9 ), and (18); 50%



Jan u ary  26 , 1982

The Honorable Ja lm ar K e r t tu la  
P re s id e n t o f the  Senate 
A la sk a  S ta te  L e g is la tu re  
Pouch V
Juneau , AK 99811 

Dear M r. P re s id e n t:

Under a u th o r ity  o f a r t . I l l ,  se c . 18, o f the A la s i.a  C o n sti­
tu t io n , I  am tra n sm itt in g  a b i l l  r e la t in g  to the investm ent 
and management o f the A la ska  Permanent Fund and to the c a l­
c u la t io n  o f income o f the fund w hich w i l l  be a v a ila b le  fo r 
d is t r ib u t io n . The b i l l  makes changes o f th ree  genera l 
ty p e s .

F i r s t ,  i t  w i l l  expand che investm ent a u th o rity  o f the fund 
to  p a r a lle l th a t  o f the p u b lic  employee and te a c h e r 's  
re tire m e n t funds (w ith  the excep tio n  th a t investm ent in  gold 
w i l l  no t be perm itted  fo r  the permanent fund , as i t  does not 
meet the c o n s t itu t io n a l requirem ent th a t a l l  permanent fund 
in vestm en ts be "inco m e-p rod ucing "). I t  w i l l  add a u th o rity  
to  in v e s t  in

(1) common and p re fe rre d  sto ck  of U nited S ta te s  
co rp o ra tio n s on which d iv id en d s have c o n s is te n t ly  been p a id ;

(2) notes secured by mortgages on com m ercial re a l
e s ta te ;

(3) re a l e s ta te  e q u ity  i f  the investm ent i s  made 
in  an e n t ity  o rgan ised  and operated fo r  the purpose of 
managing re a l e s ta te  investm ents fo r  in s t it u t io n a l 
in v e s t c is ; and

(4) fo re ig n  s e c u r it ie s  and d e p o sits which a re  of 
s u b s ta n t ia lly  e q u iv a le n t q u a lity  as perm itted  dom estic 
in ve stm e n ts .

These changes w i l l  p erm it the fu n d 's  managers to d iv e r s ify  
i t s  investm en ts a g a in st r is k s  o f la rg e  lo sse s  due to 
in f la t io n  and cu rren cy  va lu e  f lu c tu a t io n .

Second, the b i l l  changes the com position of the board of 
t ru s te e s  by adding a p u b lic  member and removing a 
com m issioner. I t  a lso  p ro v id es fo r  an annual fee fo r each 
p u b lic  member equal to a le g is la t o r 's  s a la r y . These changes 
w i l l  reco g n ize  the s u b s ta n t ia l tim e commitment req u ired  fo r 
a c t iv e  p a r t ic ip a t io n  o f the board in  the management o f the 
A la sk a  Permanent Fund C o rp o ra tio n .
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T h i r d ,  the b i l l  p r o v i d e s  f o r  the c o r p o r a t i o n ' s  b u d g e t  to be 
a p p r o p r i a t e d  f r o m  the i n c o m e  o f  the f u n d 's i n v e s t m e n t s , and 
f o r  o n e - h a l f  of the n e t  i n c o m e  to be r e i n v e s t e d  in t h e  fund. 
T h e  o t h e r  o n e - h a l f  w i l l  r e m a i n  a v a i l a b l e  for distri b u t i o n .  
T h e  a p p r o p r i a t i o n  of the c o r p o r a t i o n ' s  b u d g e t  in this m a n n e r  
w i l l  p e r m i t  the a p p l i c a t i o n  of s t a n d a r d  a c c o u n t i n g  
p r o c e d u r e s  to d e t e r m i n e  t h e  a c tual p e r f o r m a n c e  of the fund. 
T h e  r e i n v e s t m e n t  of o n e - h a l f  o f  the i n c o m e  will c o u n t e r  the 
e f f e c t s  o f  i n f l a t i o n  o n  the real v a l u e  of the fund, w i t h o u t  
d i s t u r b i n g  the flow of i nco me to the D i v i d e n d  F u n d  
e s t a b l i s h e d  u n d e r  AS 43.23.05 0.

T h e  bill a l s o  m a k e s  s e v e r a l  m i n o r  changes, i n c l u d i n g  (1) 
r e v i s i n g  c o l l a t e r a l  r e q u i r e m e n t s  for c e r t i f i c a t e s  of d e p o s i t  
to e n s u r e  c o n s i s t e n c y  a m o n g  the v a rious t ypes of 
i n s t i t u t i o n s  w h i c h  issue s u c h  certificates,  (2) e l i m i n a t i n g  
the m o r t g a g e  i n s u r a n c e  r e q u i r e m e n t  for loans w i t h  a 
l o a n - t o - v a l u e  r a t i o  of l e s s  than 70 percent, a n d  (3) 
a u t h o r i z i n g  the b o a r d  to a d o p t  r e g u l a t i o n s  to i m p l e m e n t  and 
i n t e r p r e t  the r e l e v a n t  statutes.

T h e  B o a r d  of T r u s t e e s  of the A l a s k a  P e r m a n e n t  Fund 
C o r p o r a t i o n  has d i s c u s s e d  d raf ts of this bill at public 
m e e t i n g s  a t t e n d e d  by r e p r e s e n t a t i v e s  of the L e g i s l a t i v e  
B u d g e t  and A u d i t  Committ ee. The c o n s e n s u s  of the b o a r d  is 
t h a t  this bill w i l l  m a k e  o n l y  those c h a n g e s  n e c e s s a r y  to 
p e r m i t  p r u d e n t  i n v e s t m e n t  and m a n a g e m e n t  of the fund in 
t i m e s  of h i g h  i n f l a t i o n  and v o l a t i l e  f i n a n c i a l  markets.
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Meetings with Investment Firms 
Week of Ju ly 6-10

SUMMARY OF INVESTMENT DISCUSSIONS

People in  attendance:
Permanent Fund S ta ff 

James B. Rhode 
Susi Gregg Fowler 

Department of Revenue, 
Treasury D ivision 

Peter A. Bushre 
W illiam  L . Means 

Le g is la tive  Budget and Audit 
Steven Rieger 

Department of Law 
Laura Davis



The question that rose most frequently in  New York was "What is  the objective 

of the Alaska Permanent Fund?" The near unanimous opinion was that th is question 

must be addressed by the Trustees before meaningful discussion can occur on such 

questions as a llocation  of investments and investment strategy. Robert Salomon, 

of Salomon Brothers, asked whether the Board of Trustees realized that i f  the 

Permanent Fund paid out more than 3% to 5% of it s  earnings, a le ve l of earnings 

above in fla tio n  which might be atta inab le , the Trustees would be operating a 

fund with dim inishing re a l cap ita l and re a l income. At such time that the Permanent 

Fund ceased to grow in re a l terms, either through in fla te  n or a f a l l  in  co ntri­

butions, i t  would become se lf-liq u id a tin g . The cru c ia l decision is  whether the 

Permanent Fund is  going to pay out rea l earnings, a l l  earnings or a portion 

thereof. This is  a grave problem being faced today by a growing number of foundations 

and u n ive rsity  endowments. The Rockefeller Foundation, a $1 b illio n  foundation, has 

grown su b stan tia lly  in nominal terms, but has experienced an actual 357. contraction 

in  rea l earnings power while the Ford Foundation, a $2.5 b illio n  foundation, 

has contracted in  rea l earnings power by 55%. I f  nothing is  done to curb these 

foundations’ spending programs, Robert Salomon stated that he could project for th e ir 

trustees the dates on which they would be to ta lly  se lf-liq u id ated .

Once the objective of the Permanent Fund has been decided, much w ill be 

determined as to le ve l of r is k  which w ill be required to meet that objective.

Long term stud ies, for example, have indicated that i t  is  u n re a listic  to expect 

to earn more than a 2% re a l rate of return on a high grade fixed income p o rtfo lio , 

whereas a 3% to 5% real rate of return has been attainable in common stock over 

an extended period of time. Questioning Salomon Brothers as to what percentage



of common stock that they thought might be appropriate to the Permanent Fund 

given an earnings objective of a 3% to 5% re a l rate of return, the response was 8GX. 

U. S. Steel Pension Fund, a pension fund in  a mature industry, has approximately 

80% of i t s  assets currently in  common stock, 10 15% in  re a l estate , and the 

balance in  fixed income se cu ritie s . As reported by the S. E. C ., the typ ica l 

large corporate pension plan is  approximately 55% invested in’ common stock. The 

normal asset mix of a portfo lio  under management by the Prudential Insurance 

Company of America is  40% to 60% in  common stock and 20% to 30% in  rea l estate 

equity, with the balance in fixed income se cu ritie s . Mr. W illiam F ie ld , Senior 

Vice President of P rudentia l's Asset Management Department, indicated that for 

reasons of p o lit ic a l to leration a 20% commitment to common stock might be more 

advisable for the Alaska Permanent Fund.

Mr. W illiam  F ie ld , Mr. Robert Salomon and Mr. Heath McLendon, President of the 

investment management firm  of Bernstein-Kacaulay, Inc . agreed that the Trustees 

should seek authority from the Legislature to invest in domestic common stock, 

foreign se cu rit ie s , and rea l estate equity. They also volunteered that in the ir 

respective opinions, the timing for purchases iu  foreign secu rities and rea l estate 

was not good. However, they a l l  fe lt  that there would be better opportunities in the 

next two or three years, and any program to make major commitments in foreign secu­

r it ie s  and rea l estate should be understood by a l l  to be a three to fiv e  year program 

However, in  th e ir judgment, i t  is  highly desirable to obtain authority as soon 

as possible so as to maximize f le x ib il it y .



With the exception of the U. S. Steel Pension Fund, i t  was the opinion of 

those that we contacted that the Alaska .Permanent Fund, as a consequence of it s  

sheer s iz e , should u t iliz e  an index fund approach for it s  core holdings of 

common stock. Mr. W illiam  F ie ld  suggested that otherwise the investment manage­

ment fees would become p ro h ib itive ly  expensive. I t  was suggested that outside 

managers be u tiliz e d  in  such specialized areas as high technology stocks, energy 

development stocks, foreign se cu ritie s , and rea l estate equity to provide the 

Permanent Fund an extra increment of y ie ld  above that which an index fund would 

provide. I t  was the unanimous opinion of those to whom we talked that the 

s ig n ifican t danger in  h iring  a number of investment managers to manage the common 

stock p ortfo lio  was that the Permanent Fund would end up de facto as an expensively

managed index fund. The largest acceptable number of outside managers suggested by

anyone was s ix , and these s ix  would cover the fu l l  gamut of investments from 

domestic common stock, foreign se cu ritie s , to re a l estate equity. I f  more 

are h ired , the fee ling  was expressed that the Trustees and s ta ff are apt to find 

increasing ly large segments of th e ir time devoted to monitoring the managers 

performance and trying to determine how new flows of investable funds are to be a l­

located among the various investment managers.

* > 

Typ ica lly  most large corporate pension plans are handled by outside 

investment managers with a number of plans managing only fixed income assets in

house. Among the people we v is ite d , only the manager of the U. S. Steel Pension

Fund unqualified ly thought that the en tirety of the Alaska Permanent Fund could 

be managed in  house in  Alaska. The U. S. Steel Pension Fund is  managed en tire ly  

in  house w ith a s ta ff of eleven investment pro fessionals. This s ta ff consists



of nine C ertified  Financiju  Analysts, one trader, and one sp e c ia lis t in  money 

market and fixed  income se cu ritie s . I t  is  in teresting  to note, however, that 

although the headquarters fo r the U. S. Steel Corporation is  in  Pittsburgh, the 

Company chose to run it s  pension fund out of New York C ity . Also the manager 

of the Fund fe lt  that they were not close enough to the European markets to run 

a p ortfo lio  of European se cu ritie s out of th e ir New York o ffic e . Mr. William Fie ld  

of the Prudential Insurance Company of America, on the other hand, fe lt  on the basis

of h is  experience w ith governmental bodies that the Trustees would lik e ly  ha- «:

great d if f ic u lty  in  obtaining funding from the Leg islature to run an in  house 

operation with f i r s t  c lass ta le n t. To attract a top adm inistrator to the 

Permanent Fund would requ ire , in  h is opinion, a sa lary of approximately $250,000 

per annum with other positions scaled down to $70,000.

The consensus opinion was that, i f  the Trustees chose to run fixed income se cu riti 

i r  house, an index fund for core domestic stock holdings, and to choose outside 

investment managers fo r other specialized investment areas, a s ta ff of four invest­

ment professionals plus c le r ic a l help would be adequate to manage a $6 b illio n  or 

larger fund. Assuming a s ta ff of four investment professionals, one should specia lize 

in  fixed  income se cu rit ie s ; one should mar.:.ge the index fund; one should monitor 

the outside managers; and one should have expertise in  the fie ld  of rea l estate 

investments.

In  selecting investment managers, the general feeling  was that enough

information is  published regarding the performance of investment managers that the

Board of Trustees should u t iliz e  it s  s ta ff to se lect the most promising managers 

to make investment presentations before the Trustees. I t  was also strongly urged 

by Mr. Heath Mclendon and Mr. W illiam  Fie ld  that the Permanent Fund sta ff make v is it s



d ire c tly  to potential managers'•o ffice s to meet th e ir s ta ffs  and discuss with 

them th e ir investment philosophies and how they v isu a lize  investing for the Permanent 

Fund. I t  was fe lt  that only a fte r the Permanent Fund s ta ff has made it s  selection of 

p o tentia l managers should a consultant be hired for the sp e c ific  purpose of review­

ing th is  l i s t  to see i f  any managers of merit have been missed.

I t  was in teresting  to note the generally low regard held for performance 

measurement analysts by most people we v is ite d . While agreeing that they are 

necessary fo r public'bodies in  order to provide an element of comfort to them, 

they fe lt  that they are expensive and that undue heavy re liance on them may resu lt 

in  inappropriate comparisons. In  measuring performance, Mr. W illiam Field  

strongly urged that the Standard & Poor's 500 not be used as the measurement of 

performance. Rather, in  h is opinion, the measure should be the a b ility  of a fund to
»

earn a sp e c ific  p ositive  rate of return above in fla tio n  on a consistent b asis.

Consistency, in  h is view, is  the most important element of measurement.

In  conclusion, there are two basic questions which the Board of Trustees 

should address before deciding questions of organization and investment strategy.

As Robert Salomon said these are questions which your Trustees cannot avoid for 

they w ill u ltim ately be held responsible fo r the answers whether or not they address 

the questions d ire c tly  or leave them to members of th e ir s ta ff . The questions are 

as fo llow s:

1. What is  to be the objective of the Alaska Permanent Fund?

2. How is  the corpus of the Alaska Permanu.it Fund to be allocated

to d iffe ren t types of investments?



Once the f i r s t  question is  answered, much w ill have been determined about the 

le v e l of liq u id ity  which can be maintained and the parameters of r is k  that the 

Permanent Fund w ill have to assume in order to a tta in  it s  ob jective . Quite 

obviously the le ve l of r is k  to leration  would have to be su stan tia lly  higher should 

the Board seek to obtain a 57. re a l rate of return as opposed to a 27. rea l return, 

and the a llocation  of investments would have to be concentrated in  those areas 

which have a higher element of inherent r is k  but also o ffer po tentia lly  greater 

investment rewards.



INVESTMENT MEETINGS

New York City

Monday - Ju ly  6 

9:30 A. M.

12:00 Noon

Tuesday -  Ju ly  7 

11:30 A. M.

Wednesday - Ju ly  8 

10:00 A. M.

3:30 P. M. 

6:00 P. M.

Thursday - Ju ly  9 

11:00 A. M.

Bache Halsy Stuart Shields In c .
Bache Building 
100 Gold S t.
6th Floor
New York C ity , N. Y .
Sam P lia , Lou Auer, Executive Vice President 

212-791-2467

(To include lunch)
Prudential Insurance Company 
Newark, N. J .
W illiam  F ie ld  201-877-7979

(To include lunch)
Shearson Loeb Rhoades In c .
2 World Trade Center 
106th Floor
John McDougall 212-577-2718

The F ir s t  Boston Corporation 
20 Exchange Place 
8th Floor 
(To include lunch)
Gene Boehringer 212-825-2096

Discount Corporation of New York 
58 Pine Street 
Rodney Bird 212-248-8931 
(To include dinner)
The Leash Club 
41 East 63rd S t.

(To include lunch)
U. S . Steel Pension Fund 
General Motors Building 
767 F ifth  Avenue
Graham Harrison, President & John Van Duesen, Vice President 
212-826-8472

3«:00 p^m. B u c k  C o n s u l t i n g  G r o u p



INVESTMENT MEETINGS - N e w  York City Continued -

Friday - Ju ly  10 

10:00 A. M. (To include lunch)
Salomon Brothers 
One New York Plaza 
42nd Floor
R. S . Salomon 212-747-7000



Mr. E l m e r  R a s m u s o n ,  C h a i r m a n
B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p .
B o x  6 0 0
A n c h o r a g e ,  A K  9 9 5 1 0

Re: L e g a l  a s s i s t a n c e  r e
i n v e s t m e n t  p r a c t i c e s

D e a r  M r .  R a s m u s o n :

I a m  w r i t i n g  to i n f o r m  y o u  o f  t h e  c u r r e n t  a c t i v i t i e s  
o f  t h e  D e p a r t m e n t  o f  L a w  r e l a t i n g  to t h e  i n v e s t m e n t  o f  s t a t e  
f u n d s .  A s  b a c k g r o u n d ,  t h e  c u r r e n t  s t a t u s  o f  t h e  i n v e s t m e n t  of 
s t a t e  f u n d s  m a y  b e  s u m m a r i z e d  a s  f o l l o w s :

T h e  m o n e t a r y  a s s e t s  o f  the S t a t e  o f  A l a s k a  n o w  c o n ­
si s t  o f  f o u r  f u n d s :  t h e  g e n e r a l  fund, t h e  p u b l i c  e m p l o y e e s '
r e t i r e m e n t  s y s t e m  fund, the t e a c h e r s '  r e t i r e m e n t  s y s t e m  fund, 
a n d  t h e  p e r m a n e n t  fund, a l l  o f  w h i c h  a r e  m a n a g e d  a n d  i n v e s t e d  
b y  t h e  T r e a s u r y  D i v i s i o n  of t h e  D e p a r t m e n t  o f  R e v e n u e ,  u n d e r  
t h e  a u t h o r i t y  a n d  s u p e r v i s i o n  o f  the c o m m i s s i o n e r  of r e v e n u e .  
T h e  a p p r o x i m a t e  a g g r e g a t e  b a l a n c e  o f  t h e s e  f u n d s  at p r e s e n t  
is $4.*9 b i l l i o n  ( a p p r o x i m a t e l y  $ 5 1 0  m i l l i o n  in t h e  P E R S  fund, 
$ 3 8 5  m i l l i o n  i n  t h e  T R S  fund, $ 1 . 8  b i l l i o n  in t h e  p e r m a n e n t  
fund, a n d  $ 2 . 2  b i l l i o n  in Che g e n e r a l  f u n d ) .  T h e s e  f i g u r e s  
r e p r e s e n t  t h e  a m o u n t  of m o n e y  f o r  w h i c h  the t r e a s u r y  has i n ­
v e s t m e n t  m a n a g e m e n t  r e s p o n s i b i l i t y  (not t h e  a m o u n t  a v a i l a b l e  
f o r  a p p r o p r i a t i o n  o r  e x p e n d i t u r e ) , a n d  t h e y  v a r y  from, d ay to 
d a y  d e p e n d i n g  o n  t h e  f l o w  of i n c o m e  a n d  t h e  d e m a n d  o n - s t a t e  

w a r r a n t s .

T h e  i n v e s t m e n t  o f  e a c h  of t h e  f o u r  f u n d s  is r e g u ­
l a t e d  b y  a . s e p a r a t e  s t a t u t e  (AS 1 4 . 2 5 . 1 8 0 ,  T R S  fund; AS 3 7 . -  
1 0 . 0 7 0 ,  g e n e r a l  fund; A S  3 7 . 1 3 . 1 2 0 ,  p e r m a n e n t  fund; a n d  A S  
3 9 . 3 5 . 1 1 0 ,  P E R S  f u n d ) ,  a n d  in t h e  c a s e  o f  t h e  p e r m a n e n t  fund, 
b y  a c o n s t i t u t i o n a l  p r o v i s i o n  r e q u i r i n g  i n v e s t m e n t  o n l y  in 
i n c o m e - p r o d u c i n g  a s s e t s .  A l a s k a  C o n s t . ,  art. IX, § 15. T h e s e  
s t a t u t e s  v a r y  in t e r m s  o f  the l i s t  o f  s p e c i f i c  t y p e s  o f  i n ­
v e s t m e n t s  w h i c h  a r e  a u t h o r i z e d ,  b u t  e a c h  c o n t a i n s  a g e n e r a l  
p r o v i s i o n  c o m m o n l y  k n o w n  as t h e  p r u d e n t - m a n  or p r u d e n t - i n v e s­
t o r  r u l e .



Mr. E l m e r  R a s m u s o n ,  C h a i r m a n  
A l a s k a  P e r m a n e n t  F u n d  C o r p .

J u l y  31, 1981 
P a g e  #2

T h e r e  is a l a r g e  b o d y  o f  l a w  i n t e r p r e t i n g  t h e  p r u -  
d e n t - i n v e s t o r  r u l e  i n  t h e  c o n t e x t  of b o t h  p u b l i c  a n d  p r i v a t e  
f u n d s . It is o u r  o p i n i o n  t h a t  p r u d e n c e  i n  t h e  m a n a g e m e n t  o f  
a l l  o f  t h e s e  s t a t e  f u n d s  r e q u i r e s  t h e  d e v e l o p m e n t  a n d  i m p l e­
m e n t a t i o n  o f  c o n s i s t e n t  p r o c e d u r e s  a n d  p r a c t i c e s  f o r  t h e  e v a l­
u a t i o n  o f  i n v e s t m e n t  o p p o r t u n i t i e s ,  a n d  t h e  e x e c u t i o n  o f  i n ­
v e s t m e n t  a g r e e m e n t s ,  w h i c h  c o n f o r m  to the p r u d e n t - i n v e s t o r  
r u l e .  T h e  d e v e l o p m e n t  o f  s u c h  r o u t i n e  p r a c t i c e s  and. p r o c e ­
du r e s  i s  p a r t i c u l a r l y  i m p o r t a n t  a t  p r e s e n t ,  b e c a u s e  o f  the 
r a p i d l y  e x p a n d i n g  v a r i e t y  o f  i n v e s t m e n t  a l t e r n a t i v e s , t h e  v o l ­
a t i l i t y  o f  f i n a n c i a l  m a r k e t s ,  a n d  t h e  r a p i d  e x p a n s i o n  o f  the 
s t a t e  t r e a s u r y .

W h i l e  in N e w  Y o r k  w i t h  the p e r m a n e n t  f u n d  a n d  t r e a­
s u r y  s t a f f ,  I m e t  w i t h  m e m b e r s  of two l a w  f i r m s  ( S h e a r m a n  &  
S t e r l i n g ,  a n d  D e b e v o i s e ,  P l i m p t o n ,  L y o n s ,  a n d  G a t e s )  to d i s­
cus s  t h e i r  a b i l i t y  to p r o v i d e  l e g a l  a s s i s t a n c e  o n  m a t t e r s  r e ­
l a t e d  t o  s t a t e  i n v e s t m e n t  p r a c t i c e s .  I a l s o  m e t  w i t h  t h e  
c h i e f  g e n e r a l  c o u n s e l  i n  the I n v e s t m e n t  M a n a g e m e n t  G r o u p  o f  
C i t i b a n k ,  N.A.  to d i s c u s s  m a t t e r s  r e l a t e d  to t h e  f u n c t i o n  o f  
g e n e r a l  c o u n s e l  to a n  i n s t i t u t i o n  w h i c h  m a n a g e s  l a r g e  i n v e s t­
m e n t  f u n d s .

W e  h a v e  r e t a i n e d  S h e a r m a n  &  S t e r l i n g  to a s s i s t  us 
in p r e p a r a t i o n  o f  an a g r e e m e n t  r e l a t e d  to i n v e s t m e n t  i n  g o l d  
b y  t h e  r e t i r e m e n t  f u n d s .  W e  a r e  n o w  d i s c u s s i n g  w i t h  b o t h  
f i r m s  t h e i r  i d e a s  f o r  a s s i s t i n g  u s  i n  the d e v e l o p m e n t  o f  s t a n­
d a r d  i n v e s t m e n t  p r a c t i c e s  a n d  p r o c e d u r e s  as d i s c u s s e d  a b o v e ,  
a n d  h o p e  to r e t a i n  o n e  o f  t h e m  f o r  t h i s  p u r p o s e  i n  the n e a r  
f u t u r e .  W e  b e l i e v e  t h a t  the d e v e l o p m e n t  of s u c h  i n v e s t m e n t  
p r a c t i c e s  w i t h  the a s s i s t a n c e  o f  a l a w  f i r m  w h i c h  is a c t i v e l y  
i n v o l v e d  in a d v i s i n g  m a j o r  p u b l i c  a n d  p r i v a t e  f i n a n c i a l  i n s t i­
t u t i o n s  w i l l  b e  i m p o r t a n t  in h e l p i n g  our i n v e s t m e n t  m a n a g e r s  
to c a r r y  o u t  t h e i r  f i d u c i a r y  r e s p o n s i b i l i t i e s  f o r  o u r  r a p i d l y  
i n c r e a s i n g  s t a t e  f u n d s  o v e r  t h e  n e x t  s e v e r a l  d e c a d e s .  O u r  
c u r r e n t  w o r k  i n  this area, is a i m e d  p r i m a r i l y  at i n v e s t m e n t  
m a n a g e m e n t  f o r  the r e t i r e m e n t  f u n d s  a n d  t h e  g e n e r a l  fund, b u t  
w i l l  b e  d i r e c t l y  r e l e v a n t  to d e v e l o p i n g  i n v e s t m e n t  m a n a g e m e n t  
g u i d e l i n e s  f o r  the p e r m a n e n t  fund.

S i n c e r e l y  y o u r s ,

W I L S O N  L. C O N D O N

L L D / p j g

cc: T h o m a s  K. W i l l i a m s
R o b e r t  W, W a r d  A s s i s t a n t  A t t o r n e y  G e n e r a l

G e o r g e  R o g e r s  
P e t e r  M c D o w e l ^
J i m  R h o d e  
P e t e r  B u s h r e

A T T O R N E Y  G E N E R A L

.atfra I7r"Davis



c A  p a p e r  o n  the 

O r g a n i z a t i o n  and M a n a g e m e n t  of t h e  

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

I'. H i s t o r y  a n d  O b j e c t i v e s

D e t e r m i n a t i o n  o f  t h e  a p p r o p r i a t e  m a n a g e m e n t  s t r u c t u r e  o f  an 

o r g a n i z a t i o n  f o l l o w s  f r o m  an u n d e r s t a n d i n g  o f  t h e  h i s t o r y  and 

o b j e c t i v e s  o f  t h e  o r g a n i z a t i o n .

*

H i s t o r y  . ...

O n  N o v e m b e r  2, 1 9 7 6  A l a s k a  v o t e r s  by a 2:1 m a r g i n  a p p r o v e d  

B a l l o t  P r o p o s i t i o n  .2, w h i c h  a d d e d  the f o l l o w i n g  to A r t i c l e  9 o f  

t h e  A l a s k a  S t a t e  C o n s t i t u t i o n :

" A l a s k a  P e r m a n e n t  Fund. S e c t i o n  15. A t  l e a s t  t w e n t y - f i v e  

p e r c e n t  o f  all m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,  r o y a l t y  

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

a n d  b o n u s e s  r e c e i v e d  b y  the S t a t e  s h a l l  be p l a c e d  in a 

p e r m a n e n t  fund,' the p r i n c i p a l  of w h i c h  s h a l l  be u s e d  only 

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

n a t e d  b y  l a w  as e l i g i b l e  f o r  p e r m a n e n t  f u n d  i n v e s t m e n t s .  

A l l  i n c o m e  f r o m  the p e r m a n e n t  f u n d  s h a l l  b e  d e p o s i t e d  in 

t h e  g e n e r a l  f u n d  u n l e s s  o t h e r w i s e  p r o v i d e d  b y  l a w .”

T h e r e  is l i t t l e  or n o  b a c k g r o u n d  or e l a b o r a t i o n  on w h a t  was 

m e a n t  b y  t h e  t i r l e  " p e r m a n e n t” at tha t t i m e  (1976), b u t  l i m i t e d  

r e s e a r c h  i n d i c a t e s  t h a t  the c o m m o n  u n d e r s t a n d i n g  w a s  as d e f i n e d



b y  c o n t e m p o r a r y  u s a g e ^  T w o  d i c t i o n a r i e s  in u s e  at the time 

i n c l u d e d  t h e  f o l l o w i n g :

P e r m a n e n t :  "1. F i x e d  a n d  c h a n g e l e s s ;  l a s t i n g  or m e a n t  to

l a s t  i n d e f i n i t e l y . "  ( S o u r c e :  A m e r i c a n  H e r i t a g e

D i c t i o n a r y  o f  t h e  E n g l i s h  L a n g u a g e ,’ 19 7 0 ) .  "1. L a s t i n g

o r  i n t e n d e d  to l a s t  i n d e f i n i t e l y  w i t h o u t  c h a nge; c o n t i n u i n g  

i n  t h e  s a m e  s t a t e  or in t h e  s a m e  p l a c e ,  s t a b l e ,  durable, 

a b i d i n g . "  ( S o urce: W e b s t e r ' s  N e w  U n i v e r s a l  D i c t i o n a r y  of

t h e  E n g l i s h  L a n g u a g e ,  1 9 7 6 ) .

D e v e l o p m e n t  o f  l e g i s l a t i o n
% ,

T h e  L e g i s l a t u r e  a n d  a d m i n i s t r a t i o n ,  in p a r t i c u l a r  the H o u s e

S p e c i a l  C o m m i t t e e  o n  t h e  P e r m a n e n t  F und, t h e n  p r o c e e d e d  to

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

• *
p r o d u c i n g  i n v e s t m e n t s . "  T h e  -major a l t e r n a t i v e s  c o n s i d e r e d  

were:
i

- A c t i v i s t  d e v e l o p m e n t  b a n k  in the pri\ ij a n d  p u b l i c  

s e c t o r s

- S a v i n g s  a c c o u n t

- P a s s i v e  t r u s t  f u n d  o f  h i g h - g r a d e  i n v e s t m e n t s .

A  n u m b e r  o f  b i l l s  w e r e  d r a f t e d  f o r  l e g i s l a t i v e  c o n s i d e r a t i o n  of 

t h e s e  a l t e r n a t i v e s .  T h i s  p r o c e s s  o f  e v a l u a t i o n  c u l m i n a t e d  in 

t h e  d r a f t i n g  of H o u s e  C o m m i t t e e  S u b s t i t u t e  for SB 161 a n d  the 

a c c o m p a n y i n g  J o i n t  C o m m i t t e e  R e p o r t ,  a p p r o v e d  b y  the H o u s e  in 

1979. T h e  f i n a l  b i l l ,  w h i c h  was a p p r o v e d  b y  b o t h  h o u s e s  and 

s i g n e d  b y  t h e  G o v e r n o r  in A p r i l  1 9 8 0 ,  w a s  v e r y  s i m i l a r  to the 

1 9 7 9  H o u s e  b i l l .  T h e  f i n a l  F r e e  C o n f e r e n c e  C o m m i t t e e  R e p o r t



( A p p e n d i x  I) w a s  v i r t u a l l y  u n c h a n g e d  f r o m  the 1 9 7 9  H o u s e  J o i n t  

C o m m i t t e e  R e p o r t .  As c a n  be s e e n  f r o m  A p p e n d i x  II, the final 

b i l l  a l s o  a d h e r e d  c l o s e l y  to t h e  c o n c e r n s  e x p r e s s e d  b y  the 

G o v e r n o r  in. A p r i l  1979.

C o r p o r a t i o n  o b j e c t i v e s

A s  i n d i c a t e d  in the C o m m i t t e e  R e p o r t ,  t h e  C o r p o r a t i o n ,  ". . .

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

m a n a g e m e n t  o f  t h e  F u n d ' s  p r i n c i p a l .  It a s s u r e s  and e m p h a s i z e s

t h e  s a f e t y  o f  t h e  a s s e t s  . . . T h e  F u n d  is d e s i g n e d  to be a

t r u s t  w h i c h  f o c u s e s  o n  the s a f e t y  of p r i n c i p a l  f i r s t  a n d  the

m a x i m i z a t i o n  o f  e a r n i n g s  s e c o n d . "  S a f e t y  in t h i s  c o n t e x t  is

n o t  e x p l i c i t l y  d e f i n e d ,  b u t  at a m i n i m u m  a p p e a r s  i n t e n d e d  to

p r o v i d e  t h a t  t h e  f a c e  a m o u n t  o f  f u n d  p r i n c i p a l  n e v e r  d i m i n i s h
• »

a n d  t h a t  at l e a s t  s o m e  of the e f f e c t s  of i n f l a t i o n  be m i t i g a t e d .

1. S a f e t y  o f  p r i n c i p a l

T h r o u g h o u t  t h e  l e g i s l a t i o n  and t h e  C o m m i t t e e  R e p o r t  a r e  t h r e a d s  

w h i c h  i n d i c a t e  the l e g i s l a t i v e  v i e w  o f  " s a f e t y  o f  p r i n c i p a l "  

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

m i g h t  t a k e  p l a c e .  T h e  r i s k s  a s s o c i a t e d  w i t h  i n v e s t m e n t s  w h i c h ,  

m i g h t  y i e l d  r e t u r n s  e q u a l  to or g r e a t e r  t h a n  infl tion w o u l d  be 

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

m e n t  p h i l o s o p h y  i n h e r e n t  in the l e g i s l a t i o n .

2. M a x i m i z a t i o n '  of i n c o m e

T h e  l e g i s l a t i o n  p r o v i d e s  t h a t  t h e  s e c o n d  m a j o r  o b j e c t i v e  is to 

m a x i m i z e  i n c o m e  f r o m  the i n v e s t m e n t s  w h i c h  are a v a i l a b l e  to



t h e  C o r p o r a t i o n .  T h u s  i n v e s t m e n t  s t r a t e g y ,  in p r a c t i c e ,  

i n v o l v e s  c h o o s i n g  a m o n g  v a r i o u s  m a t u r i t i e s  and i s s u e s  w h i l e  

m a i n t a i n i n g  r e a s o n a b l e  d i v e r s i f i c a t i o n  a m o n g  the a l l o w a b l e  

c a t e g o r i e s  o f  i n v e s t m e n t s .

S c o p e  o f  t h e  F u n d  •

T h e  p r e s e n t  a n d  f u t u r e  s c a l e  o f  the F u n d  are i m p o r t a n t  c o n s i -  . 

d e r a t i o n s  f o r  o r g a n i z a t i o n  and m a n a g e m e n t .  T h e  c u r r e n t  b a l a n c e  

is s l i g h t l y  i n  e x c e s s  of $1 b i l l i o n .  It is e x p e c t e d  to e x c e e d  

$2 b i l l i o n  b y  J u n e  30, 1 9 8 1  a n d  $12 b i l l i o n  b y  1990, w i t h o u t  

f u r t h e r  a p p r o p r i a t i o n s  to p r i n c i p a l .  T h e r e  a p p e a r  to be s trong 

p r o s p e c t s  f o r  a d d i t i o n a l  a p p r o p r i a t i o n s ,  so t h a t  $12 b i l l i o n  

s h o u l d  bt c o n s i d e r e d  the m i n i m u m  1 9 9 0  b a l a n c e .

• »
II. M a n a g e m e n t  S t r u c t u r e  

T h e  l e g i s l a t i o n  a n d  C o m m i t t e e  R e p o r t  p r o v i d e  so me g u i d a n c e  as 

to the i n t e n d e d  m a n a g e m e n t  s t r u c t u r e .  T h e  f o l l o w i n g  is q u o t e d  

f r o m  t h e  A c c o u n t a b i l i t y  s e c t i o n  of the C o m m i t t e e  R e p o r t :

" I t  w a s  t h e  a i m  of the C o m m i t t e e  to e s t a b l i s h  a m a n a g e m e n t  

s y s t e m  f o r  the A l a s k a  P e r m a n e n t  F u n d  w h i c h  w o u l d  be p r o­

t e c t e d  f r o m  p o l i t i c a l  i n u e n c e s  but, at the sam e time, 

r e s p o n s i v e  to c h a n g e s  in s t a t e  p o l i c y  a n d  a c c o u n t a b l e  to 

t h e  p e o p l e  t h r o u g h  t h e i r  e l e c t e d  o f f i c i a l s .  In short , the 

a i m  w a s  i n s u l a t i o n  w i t h o u t  i s o l a t i o n .  It w a s  a g r e e d  that 

t h e  b e s t  w a y  o f  a c h i e v i n g  t h e s e  e n d s  was n o t  to p l a c e  the 

m a n a g e m e n t  w i t h i n  the D e p a r t m e n t  o f  R e v e n u e ,  b u t  to c r e a t e



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

A l t h o u g h  t h e  D e p a r t m e n t  o f  R e v e n u e  c u r r e n t l y  m a n a g e s  the 

p e n s i o n  f u n d s  as w e l l  as t h e  g e n e r a l  fund, it w a s  a g r e e d  

t h a t  t h e  P e r m a n e n t  F und, w i t h  its f u n d a m e n t a l l y  d i f f e r e n t  

g o a l s  a n d  l a r g e  size, s h o u l d  n o t  be i n  the h a n d s  of the 

s a m e  p e o p l e  w h o s e  p r i m a x y  d u t y  is m a n a g i n g  m o n e y  for day- 

t o - d a y  u s e  b y  t h e  state. T h e  C o r p o r a t i o n  is p l a c e d  w i t h i n  

t h e  D e p a r t m e n t  o f  R e v e n u e  f o r  a d m i n i s t r a t i v e  m a t t e r s  s u c h  

as p a y r o l l ,  b u t  h a s  a l e g a l  e x i s t e n c e  i n d e p e n d e n t  of and 

s e p a r a t e  f r o m  the  s ^ a t e . "

O r g a n i z a t i o n a l  o b j e c t i v e s

T h e  P e r m a n e n t  F u n d  is c l e a r l y  i m p o r t a n t  e n o u g h  in its own

r i g h t ,  d u e  to i t s  u n i q u e  e x i s t e n c e ,  p u r p o s e  and size, to w a r -
• •

r a n t  s p e c i a l  c o n s i d e r a t i o n 'f r o m  an o r g a n i z a t i o n a l  v i e w p o i n t .

O n e  p u r p o s e  o f  a s e p a r a t e  c o r p o r a t i o n  is to p r o v i d e  h i g h  v i s i­

b i l i t y  f o r  t h e  F u n d ,  its m a n a g e m e n t  and its i n v e s t m e n t  activi t i e s .  

A  s e c o n d  p u r p o s e  is to p r o v i d e  the s t r u c t u r e  w i t h i n  w h i c h  a 

s e p a r a t e  s t a f f ,  w h o s e  t i m e  is d e v o t e d  w h o l l y  to the a f f a i r s  of 

t h i s  F u n d ,  m a y  o p e r a t e .  A s  n o t e d  in th e C o m m i t t e e  R e por t, the 

o b j e c t i v e s  a n d  t h e  s i z e  o f  the F u n d  c l e a r l y  j u s t i f y  t h e  e x i s­

te n c e  o f  a f u l l - t i m e  p r o f e s s i o n a l  s t a f f  to o p e r a t e  the C o r p o r a­

tio n ,  in a m a n n e r  th at w i l l  e n a b l e  the B o a r d  of T r u s t e e s  to 

c a r r y  o u t  its r e s p o n s i b i l i t i e s  a n d  a c h i e v e  the o b j e c t i v e s  

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



C o r p o r a t i o n  o b j e c t i v e s

T h e  C o r p o r a t i o n ' s  o b j e c t i v e s  m i g h t  be r e s t a t e d  f r o m  the statute

a s :

1. C o n s e r v e  (i.e., r e n d e r  p e r m a n e n t )  a p o r t i o n  o f  the s t a t e’s 

r e v e n u e s  f r o m  m i n e r a l  r e s o u r c e s  to b e n e f i t  a ll g e n e r a t i o n s  

o f  A l a s k a n s ,

2. M a i n t a i n  s a f e t y  o f  p r i n c i p a l  in f a c e  v a l u e  t e r m s  at a 

m i n i m u m  w i t h  at l e a s t  s o m e  g a i n s  o f f s e t  a g a i n s t  e r o s i o n  by 

i n f l a t i o n ,  and

3. M a x i m i z e  t o t a l  r e t u r n  f r o m  i n v e s t m e n t s  (the i n v e s t m e n t s  

a l l o w e d  b y  s t a t u t e  w h i c h  w e r e  s e l e c t e d  p r i m a r i l y  to 

i n s u r e  s a f e t y  o f  p r i n c i p a l ) ,  in o r d e r  to a l l o w  the m a x i m u m  

u s e  o f  d i s p o s a b l e  i n c o m e  f o r  p u r p o s e s  d e s i g n a t e d  by law.

T r u s t e e s '  r e s p o n s i b i l i t i e s -

T h e  f o l l o w i n g  l i s t  o f  r e s p o n s i b i l i t i e s  has b e e n  e x t r a c t e d  from

th e  s t a t u t e  a n d  the C o m m i t t e e  R e port.

1. M a n a g e  a n d  i n v e s t  the a s s e t s  of the C o r p o r a t i o n ,  in a c c o r­

d a n c e  w i t h  the " p r u d e n t - m a n” rule, to a c h i e v e  s u p e r i o r  

r e s u l t s ,  i.e. a s o u n d  r a t e  o f  r e t u r n  on i n v e s t m e n t s .

2. M a i n t a i n  a r e a s o n a b l e  d i v e r s i f i c a t i o n  a m o n g  the i n v e s t m e n t  

c a t e g o r i e s  p e r m i t t e d  b y  law.

3. E s t a b l i s h  a n d  as n e c e s s a r y  m o d i f y  g u i d e l i n e s  for i n v e s t­

m e n t  .

C. - 6 -



R e l a t e  to the L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  by:

a) R e p o r t i n g  i n v e s t m e n t  g u i d e l i n e s  to t h e  C o m m i t t e e  for 

r e v i e w  a n d  c o m m e n t  b e f o r e  a d o p t i o n .

b) R e p o r t i n g  l o n g - r a n g e  a n d  q u a r t e r l y  i n v e s t m e n t  plans  

to t h e  C o m m i t t e e .

c) W o r k i n g  w i t h  the C o m m i t t e e  to h e l p  it c a r r y  out its 

d u t i e s  w i t h  r e g a r d  ';o the P e r m a n e n t  F u n d ,  i n c l u d i n g :

- H e a r i n g s  o n  the c o n f i r m a t i o n  o f  m e m b e r s  o f  the 

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

- R e v i e w s  o f  p l a n s  a n d  r e p o r t s

- A n n u a l  p o s t  a u d i t s  a n d  o p e r a t i o n a l  a n d  p e r f o r m a n c e

e v a l u a t i o n s  of F u n d  i n v e s t m e n t s  
* *

- R e c o m m e n d e d  c h a n g e s  in p o l i c y  or l e g i s l a t i o n
< •

P r e p a r e  a n d  p u b l i s h  the annur-1 r e p o r t  to t h e  G o v e r n o r ,  

L e g i s l a t u r e  and' t h e  p u b l i c .  T h e  r e p o r t  m u s t  i n c l u d e :

- A u d i t e d  f i n a n c i a l  s t a t e m e n t s

- I n c o m e  f r o m  i n v e s t m e n t s

- I n v e s t m e n t s  at m a r k e t  v a l u e

- D e s c r i p t i o n  o f  i n v e s t m e n t  a c t i v i t y

- A  c o m p a r i s o n  o f  p e r f o r m a n c e  w i t h  s t a t u t o r y  g o a l s

- A n  e x a m i n a t i o n  o f  the i m p a c t  of the s t a t u t o r y  i n v e s t­

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

a n y  n e e d e d  c h a n g e s  in t he i n v e s t m e n t  list.

P r e p a r e  a n d  s u b m i t  a n n u a l  o p e r a t i n g  b u d g e t s  in a c c o r d a n c e  

w i t h  t h e  E x e c u t i v e  B u d g e t  Act.



III. C o n c l u s i o n  

It a p p e a r s ,  f r o m  a rev e w  o f  t h e  s t a t u t e ,  i n t e n t  a n d  h i s t o r y ,  

t h a t  t h e  L e g i s l a t u r e  c l e a r l y  i n t e n d e d  the C o r p o r a t i o n  to be 

s e p a r a t e  f r o m  o r d i n a r y  s t a t e  g o v e r n m e n t  o p e r a t i o n s  in b o t h  fact 

a n d  a p p e a r a n c e .  It s e e m s  t h a t  t h e  L e g i s l a t u r e  f e l t  the C o r p o r a­

t i o n  w o u l d  be m o r e  a c c o u n t a b l e  t o  s t a t e  g o v e r n m e n t  and the 

p u b l i c  if it h a d  a h i g h  p r o f i l e  and m a x i m u m  o r g a n i z a t i o n a l  

v i s i b i l i t y .

T h e  G o v e r n o r  a n d  L e g i s l a t u r e ,  t h r o u g h  t h e  d i v i d e n d  p r o g r a m ,  

a l s o  g a v e  t h e  A l a s k a n  p u b l i c  a p e r s o n a l  f i n a n c i a l  s t a k e  in the 

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

p a i d  to F u n d  b e n e f i c i a r i e s  w i l l  r i s e  or f a l l  w i t h  the r e t u r n s  

on  i n v e s t m e n t s .
• •

r

F i n a l l y ,  t h e r e  is t h e  i m p a c t  t h a t  t h e  p r e s e n t  i n t e r i m  a r r a n g e­

m e n t s  h a v e  on t h e  D e p a r t m e n t  o f  R e v e n u e ,  D i v i s i o n  o f  T r e a s u r y .  

T h e  D i v i s i o n  is p r e s e n t l y  b e i n g  a s k e d  to c a r r y  o u t  all o f  its 

n o r m a l  r e s p o n s i b i l i t i e s  a n d  the a d d i t i o n a l  b u r d e n  of P e r m a n e n t  

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

a r r a n g e m e n t s  w o u l d  n o t  s e e m  to be in the b e s t  i n t e r e s t  of 

e i t h e r  the D e p a r t m e n t  or the B o a r d  o f  T r u s t e e s .

IV. R e c o m m e n d a t i o n  

In v i e w  of t h e  a b o v e ,  it is r e c o m m e n d e d  t h a t  t h e  B o a r d  of 

T r u s t e e s  c o n s i d e r  t h e  c r e a t i o n  o f  a s e p a r a t e  c o r p o r a t e  o r g a n i­

z a t i o n  o f  a s i z e  a n d  w i t h  the l e v e l s  o f  f u l l - t i m e  p r o f e s s i o n a l



i n v e s t m e n t  m a n a g e m e n t  t h a t  are a p p r o p r i a t e  to a m u l t i - b i l l i o n  

d o l l a r  t r u s t  fund. T h e  u n i q u e  n a t u r e  o f  t h e  t r u s t  fund; i.e., 

it s  size, i t s  p e r m a n e n t  c h a r a c t e r  a n d  u n i v e r s a l  g r o u p  of d i r e c t  

b e n e f i c i a r i e s ;  m a k e  it e s s e n t i a l  that th e B o a r d  of T r u s t e e s  

h a v e  f u l l - t i m e  s t a f f  s u p p o r t  a n d  a n  o r g a n i z a t i o n  d e d i c a t e d  to 

h e l p i n g  t h e  B o a r d  m e e t  its  o b j e c t i v e s  a n d  c a r r y  o u t  its r e s p o n­

s i b i l i t i e s .

If t h e  B o a r d  a g r e e s  w i t h  the r e c o m m e n d a t i o n  o f  this p a p e r ,  it 

c o u l d  b e  i m p l e m e n t e d  b y  c a r r y i n g  o u t  (but n o t  l i m i t e d  to) the 

f o l l o w i n g  s t e p s :

1. E n g a g e  p r o f e s s i o n a l  c o n s u l t a n t s  to d e s i g n  the o r g a n i z a t i o n  

a n d  h a n d l e  r e c r u i t m e n t  of an e x e c u t i v e  d i r e c t o r  a n d  staff 

o f  s a y  6-8 p e r s o n s . -  ' •

2. S e l e c t i o n  o f  i n d e p e n d e n t  p r o f e s s i o n a l  a d v i s e r s :

3. R e t a i n  t h e  o f f i c e  s p a c e  a n d  o t h e r  f a c i l i t i e s  r e q u i r e d .

4. A g r e e  w i t h  t h e  D e p a r t m e n t  o f  R e v e n u e  r e g a r d i n g  a c c o u n t i n g

V. P l a n  of I m p l e m e n t a t i o n

A u d i t o r s

L e g a l  C o u n s e l

I n v e s t m e n t  P e r f o r m a n c e  M e a s u r e m e n t  c o n s u l t a n t s

a n d  o t h e r  a d m i n i s t r a t i v e  a r r a n g e m e n t s .

P e t e r  B. M c D o w e l l

Decembe r  1 9 ,  1 9 8 0
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(1) for residential mortgage loans:

(A ) under 5100,000: .375 percent;

(B) 5100,00 -  $299,999: .25 percent;

(C) S300.000 and above: .125 percent;

(2) for all other loans:

(A ) under 5300,000: .375 percent;

(B) S300.000 and above: .25 percent.

(e) Loans will be purchased no more often 
than once a month at a time set by the corpora­
tion.

(0  Each application to have the corporation 
purchase conventional mortgage loans must be 
accompanied by the following:

(1) the original loan application;

(2) original appraisal with photographs;

(3) credit report;

(4) deposit verifications;

(5) employment verifications;

(6) earnest money agreement;

(7) credit verifications;

(8) tax returns (three years), if self- 
employed;

(9) financial statement, if self-employed;

(10) a copy o f  any audited financial state­
ment if one was required by the S.B.A. or any 
other public or private entity to make, insure, 
or guarantee the loan;and

(11) other documents as requested by the 
corporation.

(g) Except lor construction loan take-outs, no 
refinancing loans will be purchased by the cor­
poration.

(h) No loans will be purchased from an institu­
tion which has a current, over-60-day deliquei cy 
status for more than .5 percent o f  all loans 
purchased from it by the corporation until that 
delinquency status is reduced to .5 percent or 
less. (Eff. 2 /5 /81, Reg. 77)

Authority: AS 37.13.120

15 AAC 137.050. GENERAL TERMS AND 
CONDITIONS FOR CERTIFICATES OF DE­
POSIT. The following terms and conditions 
apply generally to certificates o f  deposit pur­
chased by the r^rporation:

(1 ) interest on all certificates o f  deposit must 
be due annually from date o f  issue, or at 
maturity if  the maturity date is less than one 
year;

(2) interest on all certificates o f  deposit will 
be calculated on a 360-day basis times actual 
days in the payment period;

(3) to avoid penalties, principal and interest 
payments must be received by the corporation 
in collected funds on or before the due date by 
wire transfer through the Federal Reserve Bank 
at a bank designated by the corporation;

(4) any payment for which the due date falls 
on a weekend or holiday is payable on the next 
state working day;

(5 ) all certificate o f  deposit issuers whose 
payments are not received by the corporation on 
or before the due date shall pay an additional 
day’s interest on the principal amount due at 
the certificate o f  deposit rate for each day the 
payment is delinquent in addition to the regular 
interest accrual. (Eff. 2 /5/81, Reg. 77)

Authority: AS 37.13.120

15 AAC 137.060. ACCOUNTING PRACTICES,
(a) Annual income equals the total interest 
actually received during a fiscal year on invest­
ments held by the corporation, minus the 
amount transferred to principal to amortize net 
losses as provided in (b ) o f  this section.

(b) At the end o f  each fiscal year, losses to the 
fund will be treated as follows:

(1 ) All gains on the sale o f  investments 
during the fiscal year will be offset against losses 
in the following order:

15-46.96p
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(A) first, all losses on the sale o f  invest­
ments during the same fiscal year; then,

(3) “ Fm.H.A.”  means the federal Farmers’ 
Home Administration;

(B) the balance o f  net losses remaining 
from prior fiscal years, with priority to the 
oldest losses.

(2) If losses exceed gains during a fiscal year, 
the net losses will be divided by the average 
remaining life of. investments sold at a loss 
during that year and that amount o f  interest will 
be transferred to principal. A similar transfer o f 
interest to principal will be made for each prior 
year from which a net loss remains, until all 
losses are absorbed over the average remaining 
life for that fiscal year, or are offset as provided 
in (1) o f  this subsection.

(c) Income available for disbursement under 
AS 37.13.140 will include interest earned on 
that amount, at the actual average yield rate for 
the permanent fund, from the end o f  the latest 
fiscal year until the date o f  transfer o f  the 
money to the dividend fund. (Eff. 5/31/81, 
Reg. 78)

Authority; AS 37.13.120 
AS 37.13.130 
AS 37.13.140

15 AAC 137.200. DEFINITIONS. In 15 AAC 
137.010 -  15 AAC 137.200

(1) “ certificate o f  deposit”  includes

(A ) certificates o f  deposit;

(B) shares o f  federally-chartered savings 
and loan associations in the form o f  time 
certificates;

' (C) savings certificates issued by state- 
chartered savings and loan associations;

(D) deposits with mutual savings banks 
in Alaska in the form o f  time certificates; and

(E) fixed-term certificates o f  indebt­
edness, as those terms arc used in AS 
3 7 .13.120(g)(3)—(7);

(2) “ corporation”  means the Alaska Perm­
anent Fund Corporation;

(4) “ GNMA”  means the federal Government 
National Mortgage Association;

(5) “ b a n ”  includes a mortgage loan;

(6) “ mortgage loan”  means a loan secured by 
a first-lien security interest in real property 
improved by ope or more buildings;

(7) “ S.B.A.”  means the federal Small 
Business Administration;

(8) “ V .A .”  means the federal Veterans’ 
Administration;

(9) “ average remaining life”  means the figure 
obtained as follows: for each investment sold at 
a loss during the fiscal year, the loss is multiplied 
by the remaining life; the sum o f these 
products is divided by the total loss for that 
fiscal year:

(10) “ gain”  means the amount by which the 
principal proceeds o f  the sale o f  an investment 
exceed the cost o f  the investment:

(11) “ investment”  means any transfer or 
expenditure o f  money or other assets made for 
the purpose o f  obtaining an income or profit;

(12) “ loss”  means the amount by which the 
cost o f  an investment exceeds the principal pro­
ceeds o f  the sale o f  the investment; and

(13) “ remaining life”  means the number o f 
years remaining until the maturity date o f  an 
investment. (Eff. 2 /5 /81, Reg. 77; am 5/31/81, 
Reg. 78)

Authority: AS 37.13.120 
AS 37.13.130 
AS 37.13.140

15-46.96q



THE CASE FOR COMMON STOCK

One i n v e s t m e n t  p a r a d o x  is that c ommon st o c k  can be used to reduce 

p o r t f o l i o  risk. For example, adding small amounts of common stock to 

b o n d  p o r t f o l i o s  w i l l  u s u a l l y  reduce the standard devi a t i o n  of total 

p o r t f o l i o  returns. T h i s  is due to the " magic’1 of diversification. In 

m a n y  years, such as 1979-80, stock p r i c e s  go up w h i l e  bond p r i c e s  go down 

and s tocks t h e r e b y  p r o v i d e  a cushion against bad bon d  markets. To make 

this point even m o r e  specific, Salomon Brothers reports that an average 

w h i c h  th e y  m a i n t a i n  of a  v a r i e t y  of b o t h  short and long term d e b t / 

s e c u r i t i e s  p r o v i d e d  total returns of 1.2% in 1979 and .1% in the first 

n i n e  m o n t h s  of 1980. B y  contrast, the Standard & Poor's Composite 

I n d e x  p r o d u c e d  total r e t u r n s  of 18.2% and 20.6% fox the r e s p ective 

periods. L i s t e d  b e l o w  are the total returns for common st o c k  management 

a c h i e v e d  by A l l i a n c e  C a p ital M a n a gement Corporation for the Alaska Teachers' 

R e t i r e m e n t  S y s t e m  for the p a s t  six cale n d a r  years.

P e r f o r m a n c e  Review

Y e a r l y  S u m m a r y  _ Rat e  of Return

1980 t h r o u g h  Sept. 30 '■ - - 27.5%

1 9 7 9  18.5%

1978 7.8%

1977 -3.4%

1976 23.4%

1975 . 28.8%

1974 . -17.5%

C u m u l a t i v e  R e t u r n  Since, Inception - 3 06.5%

Even t hough there has bee n  seemingly endless streams of negat i v e  news 

i n c l u d i n g  e v e r - h i g h e r  o il prices, the Iran crisis, continued double digit 

inflation, and rising i n t e r e s t  rates, there are good reasons for viewing 

the c o m m o n  st o c k  m arket as affo r d i n g  a good, long term investment 

opportunity.

T he c o m m o n  s t o c k  of m a n y  c o mpanies is selling well b e l o w  b o o k  value 

at a time w h e n  r e p l a c e m e n t  costs are rising more rapidly than general price 

levels. At a ti m e  when diamonds, paintings, and c o ndominiums in California 

h a v e  r e a c h e d  r ecord levels, the a ssets of many Ameri c a n  corpo r a t i o n s  are 

st i l l  s e l l i n g  at a fraction of their replacement value. From an earnings 

s tandpoint, the p r o g r e s s  of Amer i c a n  corporations, n o t w i t h s t a n d i n g  two 

recessions, has been dramatic. From 1969 to 1979, the Standard & Poor's 

5 0 0  w as flat. C o r p o r a t e  p r o f i t s  d u ring the same period tripled.

Since 1969, p r i vate pension funds have s u b s t a n t i a l l y  reduced their 

h o l d i n g s  in c o m m o n  stocks. I nsurance companies hav e  reduced their equity 

p o s i t i o n s  to e x t r e m e  l o w  points. For example, fire and c a s u a l t y  companies 

h o l d  only 12% of their a s s e t s  in equities. Fo r e i g n e r s  likewise h o l d  a
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•• TW E LFTH L E G I S L A T U R E  

9  FISCAL N O T E  *

I. RE Q UEST 
B i l l / R e s o l u t i o n  No. S B  6 8 4
Ti t l e  Relating to Investment & Management of the Alaska Permanent Fund 
R e q u e s t e d  by_______________________________________________________Date 1/22/B2

II. F I S C A L  DETAIL
A g e n c y  A f f e c t e d  Department of Revenue

jnu e C o l iP r o g r a m  Cate g o r y  A f f e c t e d  Revenue Col lection and Management 
BRU, Program, O r  Subproaram(s) A f f e c t e d  Permanent Fund Corporation
(Note: if more than one budget comp o n e n t  is affected, separate line-item 

amounts a n d  f u n ding for each c o m p o n e n t  in the analysis section.)

EX PENDITURES (Thousands of Dollars)

100 P E R S O N A L  SERVICES
200 T R A V E L
300 CONTRACTUAL
400 COMMODITIES
500 EQU I P M E N T
600 LAND &  STRUCTURES
700 GRANTS,CLAIMS,ETC.

FY 82 FY 83 FY 84 FY 85 FY 86

94.4 103.8 114.2 125.6
(28.8

6.119.7 6,989.6 8.775.4 9.914.5

TO T A L

FY 87

J38.2

L L l  5 9..7.

6,185.3 7,093.4 8,889.6 10,040.1 11,297.9

FUNDING (Thousands of follars)

G E N E R A L  FUND
F E D E R A L  FUNDS
O T H E R  (Specify Source)

Permanent Fund Income 6.185.3 7.093.4 8,889.6 i n r04n.i 11,297.9

POSITIONS

F U L L  TIME -g - -0- -0- -0- -0-
P A R T  TIME
T E M P O R A R Y

III. ANALYSIS (See Fiscal Note P reparation Instruction, Section III)

Personal Services is for four public members of Board of Trustees to be compen­

sated at salary prescribed for state legislators. Reduction in Travel for deletion 

of $ 100/meeting day honorarium budgeted for present public members.

Contractual Services is for associated costs of new allowable investments for 

outside management fees were applicable and related safekeeping. Assumes, of 

average Fund balance for a fiscal year, 25% in preferred and common stock, 5% 

real estate equity, 5% foreign securities, 10% foreign certificates of deposit or 

equivalent; all percentages used are one-half of maximum allowed. Fee rate level 
for FY 83 and FY 84; 10% fee increase assumed with FY 85 and after (not per year). 

Reduction in regular safekeeping cost accounted for as securities shift from 

present pool to other categories. Brokerage fee on preferred and common stock 
not included as that is part of base security cost.

IV. DATE January 22, 1982 prepared by Anselm C. Staack, Treasury Comptroller

AGENCY Dept, of Revenue/Treasury Division____
O r iginal: Legislative Finance PHONE 465-2350________________
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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