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STATE 8¥ ALASKA Bill Version: CSHB 580 (Fin)
1990 LEGISLATIVE SESSION Publish Date: .
FISCAL NOTE
REOUBST:
Revision Date: Agencv Affected: Alaska State Investment Corp.
Title: Management and investment of * u:
certain state funds = %R ‘\i*l*
Sponsor: House Finance Components:

Reauestor: House Finance

EXPENDITURES/REVENUES: (Thousands of Dollars)
1 FY 91 1FY 92- 1FY 93 1FY 94 1FY 9 1FY 9

1 OPERATING 1 1 1 1 1 !

| PERSONAL SERVICES | 494.6 ] 989.3 ] 989.3 ] 989.3 ] 989.3 | 989.3
| TRAVEL | 0 i 0 | 0 ! 0 1 0 1 0

| CONTRACTUAL 17200.9 | 14474.4] 14662.8) 1£.394.2] 15189.3]|15445.8
| SUPPLIBS ! 0 i o 1 o 1 0 [ 0 1 0

| EQUIPMENT | 0 ! o 1 o 1 0 1 0 1 0

[ LANDS 3 STRUCTURES J 0 i 0 i 0 1 0 ! 0 1 0

| GRANTS, CLAIMS i 0 1 0 | 0 I 0 | 0 1 0
1 MISCELLANEOUS 1 0 i 0 i 0o 1 0 ! 0 ! 0
1 TOTAL OPERATING 17695.5 | 15463.71 15652.1] 15883.5| 16178.6]16435.1
1 CAPITAL 1 0 1 o | 01 o 1 0 1 o

1 REVENUE 1 0 1 0 | 0 1 o 1 0 1 0
FUNDING:  (Thousands of Dollars)

| GENERAL FUND | 0 1 0 | 0 1 o 1 0 1 0

| FEDERAL FUNDS | 0 i 0 | 0 ! 0 I 0 ! 0

| OTHER | 7695.5 | 15463.7) 15652.1] 15883.5) 16178.6]16435.1
1 TOTAL 17695.5 | 15463.7] 15652.1] 15883.5] 16178.6)16435.1
POSITIONS:

| FULL-TIME ! 0 1 0 | o 1 o 1 0 1 0

1 PART-TIME | 0 1 0 | 0 I 0 1 0 1 0

1 TEMPORARY 1 0 1 0 1 o 1 o 1 0 1 0

ANALYSIS: attach a separate page for analysis. Fiscal year 1990 effect is zero.
Fiscal years 1991-1996 are the sum of the amounts deleted from the Treasury budget on
the attached fiscal note plus estimated common stock management fees for SBS shown on
the attached schedule.

Prepared By: Hilt Barker Phone: 465-2350
Division: Treasury Date:
Approved by Commissioner™? Date:

Agency: Department”™oi”evenu

Distribution (by preparer)
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget é&
of 3

Impacted Agency(ies)
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STATE OF ALASKA Bill Version: CSHB 580 (Fin)
1990 LEGISLATIVE SESSION Publish Date: ;
FISCAL NOTE
REOUBST:

Revision Date:
Title: Management and investment of

certain state funds
Sponsor: House Finance Components:,
Requestor: House Finance

EXPENDITURES/REVENUES:  (Thousands of Dollars)

Agenc¥ Affected. Department of Revenue
BRU: Treasury _

OPERATING
PERSONAL SERVICES | (494.6)] (989.3) ](989.3) ](989.3) ](989.3) ](989.3)
TRAVEL [ o | ) j o j o j o j o
CONTRACTUAL |(7080.2)j(14160.5)j(14160.5)j(14160.5)J(14160.5)j(14160.5)
SUPPLIES
EQUIPMENT

LANDS & STRUCTURES
GRANTS, CLAIMS
MISCELLANEQOUS

TOTAL OPERATING J(7574.8)](15149.8) ] (15149.8) | (15149.8) | (15149.8) | (15149.8)
1 CAPITAL 1 o 1 0 1 0 1 0 1 0 1 0
1 REVENUE 1 o 1 O 1 0 1 0 1 0 1 0

FUNDING:  (Thousands of Dollars)
GENERAL FUND '
FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: attach a separate page for analysis. Fiscal year 1990 effect is zero.
Fiscal years 1992 through 1996 based on the State Investment Corporation assuming
responsibility for trust fund investments January 1, 1991. The amounts are the
retirement and endowment funding contained in Treasury®"s fiscal year 1991 budget.
Fiscal year 1991 effect is half of the Treasury fiscal year 1991 budget.

Prepared By: Milt Barker Phone: 465-2350
Division: Treasury Date: April 18, 1990
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Approved by Commissioner: Date: " <2
Agency. Department of Revenue

Distribution (by preparer)
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies)
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E Millions)
Fiscal E%de " GIC Net Aerage  Investment L urg I\W Custod|an Audlt Meesurement |
Year Balance Maturities Contributions Balante Eamings Fees Egéa
FYOL 0 1511 500 1005 90 2101 535 52 .
P2 2101 1189 550 2971 267 407 2763 156 %88 ES 31%%
PY3 4107 %3 600 4838 440 6109 446 57 100 120 5023
PYA 6109 2029 650 7448 670 9458 6926 91 100 120 1337
PYH A58 1287 700 10451 A1l 1236 9719 549 100 120 10288
FY% 12386 600 750 13061 1175 14911 12147 686 100 120 12853
Notes.
1 Gdum 6, prior year
2 FumDivision of Retirement & Benefits o
3. Treasu D|V|S|on estimate based an PY 8 contributions
gf. gl:iurgj ((blum 2 +@um 312
. A X
6. adum 1+Cdum2+Cder 3 +0dum 5 )
7. Gum 4x 3% contract X 34 asset allocation to caman stocks
8 Wum4xh 000 per contract
9. Per contract
10, Treasury_Division estimate
11 Gdums 7+8+9+10.



FISCAL NOTE

REQUEST:

Revision Date: Agency Affected:

Administration

Title: An Act relating to management and BRU: Centralized Administrative Services

Investment of certain State funds
Sponsor: Finance Committee
Requestor:,. scats Affairs___

EXPENDITURES/REVENUES:  (Thousands of Dollars)

mmmOPERATING FY o1 FY 92 Ty J
PERSONAL SERVICES 0 0
TRAVEL 0 0
CONTRACTUAL 0 0
SUPPLIES 0 0
EQUIPVENT 0 0
LAND & STRUCTURES 0 0
CRANTS, CLAINS 0 0
MISCELLANEOUS 0 0
TOTAL OPERATING 0 0

Capital
revenue

FUNDING:  (Thousands of Pol ars)
CENERAL FUND 0
FEDERAL RUNDS 0
OTHER 0
TOTAL 0

OO oo

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

o O o

0
0
0

ANALYSIS: (Attach a separate page iIf necessary)

olololoNolNoNelNoNo)

OO OO0

0
0
0

Components: Finance

FY 94

[eNeololololNoNoNeNe)

[eNeNo N

(oNoNo)

rHos
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0

HB 580 does not appear to have any impact on the Division of Finance in its present form. The
primary changes appear to be wherever.in the Statutes it formerly had "Commissioner of Revenue™
it will now have "State Investment Board" and a new section of the statutes has been added to

establish a State Investment Board in the Department of Revenue.
invest State funds with the assistance of the Department of Revenue.

The board is to manage and
From discussions with the

Department of Revenue, they will be DrcDarino”afiscal note fAthe” Impact to them.

Prepared by/”eith Busch. Dkector I
Division:  Finance JSi // \ ,J
Approved by Commissionfrrr~Frank”S. Baxter ~
Agency: Department of Administration

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)

Rev: 11/89

Phone:
Date:

Date:
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Original sponsor(s): Finance Committee

IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 580 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA

: - m - l. - 1 eoe l._i\/"l
SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL N
For an Act entitled: ""An Act relating to management and investment of
certain statefunds; and providing for aneffective-
date." I
BE ITENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS37.70 is amended by adding new sections to read: Jj
ARTICLE 5. ALASKA STATE INVESTMENT CORPORATION.

- Sec. 37.10.270. ALASKA STATE INVESTMENT CORPORATION, (a) There
is established the Alaska State Investment Corporation. The corpo—
ration is a public corporation and government 1instrumentality in the
Department of Revenue managed by a board of directors. The purpose of
the corporation is to provide professional management and investment
of state trust funds and other state funds upon agreement with the
managers of those funds.

(b) The board consists of seven voting members:

@) one member, nominated by the Teachers®™ Retirement

and appointed by the governor, who 1is a member of the teachers®™ re—
tirement system;

(2) one member, nominated by the Public Employees®™ Retire—
ment Board and appointed by the governor, who 1is a member of the

public employees®™ retirement system;

(3) one member, nominated by the Teachers®™ Retirement Board

and by the Public Emplgyeei; Retirement Board and appointed by the
] ‘ ﬂ:-: 1]

governors;

(4) two public members, appointed by the governor;
[

-7- 6SHB 580 (Fin)
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(5) two professional institutional investors, select

the other board members.

(c) The commissioner of administration and the commissioner of
revenue serve on the board as nonvoting members.

(d) The members must have recognized competence and wide exper-
ience in finance, investments, or other business management-related
fields. The professional institutional investors must have recognized
competence and wide experience in managing institutional investment
portfolios.

(e) The members appointed under (b) of this section shall be
appointed for staggered terms of three years and may be reappointed to
the board.

(f) Members of the board serve at the pleasure of the governor.
A board member's removal by the governor must be in writing. After a
member receives written notice of removal from the governor, the
member may not participate in board business and may not be counted
for purposes of establishing a quorum.

(g) Members serving as professional institutional investors may
not hold another compensated state office, position, or employment,
either elective or appointive, except as a member of the armed forces
of the state.

(h) A vacancy on the board shall be promptly filled in the same
manner as the seat was originally filled. An appointee to a vacancy
holds office for the balance of the unexpired term of the appointee’s
predecessor. A vacancy on the board does not impair the authority of

a quorum of the board to exercise all the powers and perform all the

duties of the board.

| nttnl 1 11..-1-- .
- - among meim
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() Four voting members of the board constitute a quorum for the

transaction of business and the exercise of the powers and duties of

the board.

A board member may not designate another person to serve on
in the absence of the member.

37.10.220. POWERS AND DUTIES OF THE BOARD. (a) The board

shall
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) enter 1into an agreement with the manager of
state fund to assume Tfiduciary, administrative, or management respon-—
sibilities for investing the other state fund; an agreement under this
paragraph may not be for a term longer than three years but may be
renewed;

4) do all acts necessary, convenient, or desirable to
carry out the powers expressly granted or necessarily implied in this
chapter.

Sec. 37.10.230. CONFLICTS OF INTEREST. () Members of the
board and the executive director are subject to the provisions of
AS 39.50.

(b) IT a member of the board or an employee of the corporation
acquires, owns, or controls an interest, direct or indirect, 1in an
entity or project in which assets under the control of the corporation
are 1invested, the member shall immediately disclose the 1interest to
the board. The disclosure 1is a matter of public record and shall be
included in the minutes of the board meeting next following the dis—
closure.

Sec. 37.10.240. REGULATIONS. The board may adopt rules and
by-laws after giving reasonable public notice. The board is exempt
from the Administrative Procedure Act (AS 44.62).

Sec. 37.10.250. COMPENSATION OF BOARD MEMBERS. Memf.ers of the
board other than members who are state employees receive an honorarium
of $400 for each day spent at a meeting of the board or ata meeting
of asubcommittee of the board or at a public meeting as a represen—
tative of the board. Members of the board are entitled to per diem

and travel allowances as provided for members of state boards and

commissions under AS 39.20.180. The board may provide a monthly fee
ers not to exceed $1,000. This fee,
e W, o
-
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if any, 1is in addition to the daily honorarium.

Sec. 37.10.260. STAFF. (a) The board shall employ an executive
director. The executive director must be qualified by training and
experience to manage, administer, and direct the 1investment of funds.
The board shall fix the compensation of the executive director. The
executive and administrative functions of the board are vested in the
executive director who serves under the supervision of the board. The

executive director shall appoint employees of the corporation as

necessary.
(b) The board shall appoint an investment director to serve

under the executive director and to act as assistant director. How-

director may temporarily designate the assistant director. The assis—

tant director shall act in place of the executive director 1in the
absence or disability of the executive director.
(c) The board shall adopt regulations that restrict the execu-—

tive director, investment directors, other officers, and employees

from having financial interest:, directly or indirectly, 1in firms or
corporations that provide services to the corporation. Officers and
employees of the corporation are subject to AS 39.52.

(d) The executive director and each investmentdirector shall
file a bond for the faithful performance of duties inthe amount and
with thesureties as required by the board.

(e) Officers and employees of the corporation are members of the
exempt service under AS 39.25.110.

(f) A deed, contract, or other document that must be executed by
or on behalf of the corporation shall be signed by the executive
rlirppt*or . .

shall
CSHB 580 (Fin)
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trusteed assets and its own assets, services, and employees by pur—
chasing insurance or providing for self-insurance retentions in
amounts recommended by the executive director and approved by the
board to cover the acts, including fiduciary acts, errors, and omis—
sions of 1its board members, officers, employees, and agents. Insur—
ance shall protect the corporation and the state from liability to
others and from loss of trusteed assets and assets c~ the corporation.

Sec. 37.10.280. EXEMPTION FROM TAXATION. The corporation and
all properties at any time owned by 1it, managed by it, or held by it
in trust, and the income from those activities, ere exempt from all
taxes and assessments 1in the state. All security instruments issued
by the corporation and income from them are exempt from all taxes and
assessments in the state, including transfer taxes.

Sec. 37.10.290. SURETY FOR DEPOSITS WITH BANKS. Banks, trust
companies, savings banks, and other persons carrying on a banking
business are authorized to give sureties to the corporation. The
sureties shall be approved by the corporation to the effect that the
banks or banking institutions shall faithfully keep and pay over to
the order of or upon the warrant of the. corporation or its authorised
agent all money deposited with them by the corporation and agreed
interest, at the times or upon the demands agreed on with the banks or
banking institutions. In lieu of these sureties, a depository bank or
other banking institution shall deposit with the corporation or 1its
authorized agent or a trustee as collateral, securities approved by
the corporation. The deposits of the corporation may be evidenced by
agreements in the form and upon the terms and conditions that are
agreed upon by the corporation and the depository banks or banking
institutions

LIMITATIONS

CSHB 580.(Fin)
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commercial banking activity or private crust activity. The corpora—
tion may not act as a depository or trustee for a private person,

association, or corporation. The corporation may not act as a lender
to a private person, association, or corporation of money from any
source except state funds under management by the corporation.

Sec. 37.10.310. LIABILITY. (a) Except with respect to a writ—
ten agreement authorized under (b) of this section, a liability in—
curred by the corporation shall be satisfied exclusively from the
assets or revenue of the corporation and a creditor or other person
may not have a right of action against the state because of a debt,
obligation, or Jliability of the <corporation. A liability of the
corporation may not be satisfied from trust assets unless expressly
authorized by law.

(b) Notwithstanding any other law to the contrary, the corpora—
tion may enter into a written agreement with a Federal Reserve Bank or
the board of governors of the Federal Reserve System providing that,
to the extent permitted by the contracts, trust agreements, or other
fiduciary instruments between the corporation and the Federal Reserve
System, the corporation®s obligations to the Federal Reserve System
shall be guaranteed by the state, and the state expressly waives all
defenses of governmental immunity by and on behalf of the corporation
and the state with respect to obligations to and from the Federal
Reserve System and the state expressly consents to sue and be sued 1in
federal court or 1in any court of competent jurisdiction. However,
this provision does not alter or affect the immunity accorded to state
officials and employees under state law.

Sec. 37.10.399. DEFINITIONS,
unless the context otherwis® requires,

f (L Board” means the board ol directors of
CSHB 580 (Fin)



corporation;

(2) "corporation”™ means the Alaska State Investment Corpo—
ration.
Sec. 2. AS 14.25.035(d) 1is amended to read:

(d) The commissioner of administration shall report to the board
concerning the condition and administration of the systen. The re—
ports shall be distributed to the members of the systen. The Alaska
State Investment Corporation [COMMISSIONER OF REVENUE] shall provide
reports to the board on the condition and investment performance of
the teachersl retirement trust fund and an annual external performance
review.

Sec. 3. AS 14.25.180 1is amended to read:

Sec. 14.25. 180. MANAGEMENT AND INVESTMENT OF FUND. (a) The
Alaska State Investment Corporation [COMMISSIONER OF REVENUE] 1is the
[TREASURER OF THE SYSTEM AND THE] fiduciary of the fund. In managing
the fund, the Aleska State Investment Corporation [COMMISSIONER OF
REVENUE] shall

(1) consider the status of the fund®s 1investments and the
system®"s liabilities on both a current and a probable future basis;

(2) determine the appropriate investment objectives for the
fund;

3) establish 1investment policies aimed at achieving the
objectives; and

(4) act only in regard to the best financial interests of
the system®s beneficiaries.

(b) The Alaska State Investment Corporation [COMMISSIONER OF

|l e

n Hii TT2 f*lir»ii +a noo v*/I o /len - - 1 . . 1

REVENUE] may invest the fund on the basis of probable total rate of



(c) In carrying out 1investment duties under this chapter, tt
Alaska State Investment Corporation [COMMISSIONER OF REVENUE] has the
same powers and duties 1in regard to the teacher®s retirement trust
fund as are provided 1in AS 37.10.071 , except that the standard of
prudence that the corporation [COMMISSIONER] must obey under AS 37.-
10.071(c) shall be in regard to the management of lai-ge trust invest—
ments rather than large investments.

Sec. 4. AS 14.40.400(b) is amended to read:

(b) The Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] 1is the fiduciary of the trust fund and shall account for and
invest the fund as set out in AS 37.14.110(c), 37.14.160, and 37.14.-
170, except that the corporation [COMMISSIONER] shall report the
condition and investment performance of the fund to the Board of
Regents.

Sec. 5. AS 22.25.048(c) is amended to read:

(c) The Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] 1is the [TREASURER OF THE SYSTEM AND-THE] fiduciary of the
fund and has the same powers and duties under this section in regard
to the judicial retirement trust fund as are provided in AS 14.25.180.
Sec. 6. AS 26.05.228(c) 1is amended to read:

(c) The Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] is the [TREASURER OF THE SYSTEM AND THE] fiduciary of the
fund and has the same powers and duties under this section in regard
to the fund as are provided under AS 14.25.180.

Sec. 7. AS 36.30.015 1is amended by adding a new subsection to read:

™ The board of directors of the Alaska State Investment Corpo

ration shall adopt procedures to govern the procurement of supplies,

services, professional services, and construction. The procedures

i b iy’
must
§ m
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(D reflect competitive principles and provide vendors
reasonable and equitable opportunities to participate in the procure—
ment process; and

2 include procurement methods to meet emergency and
extraordinary circumstances.

* Sec. 8. AS 36.30.990(1) 1is amended to read:

(1) "agency"

(A means a department, institution, board,
sion, division, authority, public corporation, the Alaska Pio—
neersl Home, or other administrative unit of the executive branch
of state government”

(3) doesnot include

(i) [, EXCEPT FOR] the University of Alaska”
(11) [,] the Alaska State Housing Authorityj_
(iii) the [AND] Alaska Railroad Corporation;
(iv) the Alaska State Investment Corporation;
w) [IT DOES NOT INCLUDE] a vregional Native
housing authority created under AS 18.55.996, or a regional
electrical authority created under AS 18.57.020;
* Sec. 9. AS 37.10.071 1is amended to read:

Sec. 37.10.071. INVESTMENT POWERS AND DUTIES. (a) In making
investments under this section, the fiduciary of a state fund [COMMIS—
SIONER OF REVENUE] shall

(€H) act as official custodian of cash and investments by
securing adequate and safe custodial facilities for them;

(2) receive all items of cash and investments;

3) collect and deposit the principal of and income from
owned or acquired investments

(4) Invest and reinvest the assets in accordance with this

CSHB .580 (Fin) o
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section;

(5) receive and spend appropriations to cover the cost of
the exercise of duties under this section;

(6) exercise the powers of an owner with respect to the
assets;

(7) perform all acts, not prohibited by this section,
whether or not expressly authorized, that the fiduciary [COMMISSIONER]
considers necessary or proper in administering the assets;

(8) maintain accounting records 1in accordance with gener—
ally accepted [INVESTMENT] accounting principles;

(9) engage an 1independent certified public accountant to
conduct an annual audit of the financial condition and investment
transactions;

(10) enter 1into and enforce contracts or agreements con-—
sidered necessary, convenient, or desirable for the 1investment pur—
poses of this section; and

(11) when <choosing to acquire or dispose of investments,
secure competitive national or international market rates or prices,
or the equivalence of those rates or prices in the judgment of the
fiduciary [COMMISSIONER],

()] Under this section, the fiduciary of a state fund or
fiduciary®"s [COMMISSIONER OR THE COMMISSIONER"S] designee may

(1) delegate investment, custodial, or depository authority
on a discretionary or nondiscretionary basis to officers or employees
of the state or to independent firms, banks, or trust companies, by
designation through appointments, contracts, or letters or authority;

(2) acquire or dispose of investment
infirectlty, or through investment pools or trusts

-
public or private

perrn con

the
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markets;

(3) concentrate or diversify investments as the fiduciary
[COMMISSIONER] considers appropriate to increase the probable total
rate of return or to decrease the overall exposure to potentially
adverse market value risks;

(4) protect t".e market value or the rate of return of the
investments by entering into forward agreements to buy or sell assets
at a future date as a hedge against existing held assets or as a
precommitment of future cash flows;

(5) lend assets, under an agreement and for a fee, against
deposited collateral of equivalent market value;

(6) borrow assets on a short-term basis, under an agreement
and for a fee, against the deposit of collateral consisting of other
assets iIn order to accommodate temporary cash or investment needs;

(7) hold investments in bearer or registered form in the
name of the state, a fund, or nominees authorized by the fiduciary
[COMMISSIONER];

(8) wutilize consultants, advisors, custodians, 1investment
services, and legal counsel for assistance in investment matters on
either a continuing or a limited-term basis and with or without com—
pensation;

(©)) declare records to be confidential ar.d exempt from
AS 09.2.5.110 and 09.25. 120 if the records contain information that
discloses the particulars of the business or the affairs of a private
enterprise, investor, borrower, advisor, consultant, counsel, or

manager.

ok *jv US ‘'m o m * Dl A\N .. " ool



then prevailing that an institutional investor of ordinary profess:
al prudence, discretion, and intelligence exercises in managing large
investments with consideration for the purpose of the fund, the 1in-—
vestment objectives, the continuing disposition of the fund®"s invest—
ments, and the probable safety of the capital as well as the probable
investment returns.

(d) In exercising investment, custodial, or depository powers
duties under this section, the fiduciary or the fiduciary"s [COMMIS—
SIONER OR A] designee [OF THE COMMISSIONER] 1is liable for a breach of
a duty that 1is assigned or delegated under this section, or under
AS 14.25.180, AS 14.40.400(b), AS 37.10.070, AS 37.14.110(c), 37.14.-
160, 37.14.170, or AS 39.35.080. However, the fiduciary or the [COM—
MISSIONER OR THE COMMISSIONER"S] designee 1is not liable for a breach
of a duty that has been delegated to another person if the delegation
is prudent under the applicable standard of prudence set out in stat—
ute or if the duty is assigned by law to another person, except to the
extent that the fiduciary [COMMISSIONER] or designee

€Y knowingly participates [PARTICIPATE] 1in, or knowingly
undertakes to conceal, an act or omission of another person, knowing
that the act or omission is a breach of that person®s duties under
this chapter;

(2) by failure to comply with this section in the adminis—
tration of specific responsibilities, enables another person to commit
a breach of duty; or

3) has knowledge of a breach of duty by another person,

unless the fiduciary [COMMISSIONER] or designee makes reasonable

0]



(d) of this section to the extent that the alleged act or omission was
performed in good faith and was prudent under the applicable standard
of prudence.

@) In this section, "fiduciary of a state fund” or "fiduciary"”
["COMMISSIONER OF REVENUE™ OR "COMMISSIONER"] means

(¢H) the commissioner of revenue for 1investments under
[AS 14.25.180 OR] AS 37.10.070; [OR]

(2) the Alaska State Investment Corporation for investments
under AS 14.25.080; or

3) the person or body provided by law to manage the in-—
vestments, Tfor investments not subject to AS 14.25. 180 or AS 37.10.-
070.
Sec. 10. AS 37.14.110(c) 1is amended to read:

(©) The Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] shall account for the fund 1in accordance with generally
accepted accounting principles and shall determine the net 1income of
the fund [IN ACCORDANCE WITH INVESTMENT ACCOUNTING PRINCIPLES AND] 1in
a manner that preserves the distinction between principal and 1income
and that excludes capital gains or losses realized on principal. The
principal of the fund and the capital gains or Jlosses realized on
principal shall be perpetually retained 1in the fund for investment
purposes.

Sec. 11. AS 37.14.140 1is amended to read:

Sec. 37.14. 140. UTILIZATION OF INCOME. The net income of the
fund may not be appropriated for a purpose other than the support of
the state public school program. The Alaska State Investment Corpo—

ration [COMMISSIONER OF REVENUE] shall invest realized net income that



* Sec. 12. AS

Sec. 37.14.160. DUTIES OF THE ALASKA STATE INVESTMENT CORPO—
RATION [COMMISSIONER OF REVENUE]< The Alaska State Investment Corpo—
ration [COMMISSIONER OF REVENUE] is the treasurer of the trust fund
created in AS 37.14.110 and shall

(1) exercise the powers and duties established in AS 14.-
25.180(c);

(2) deposit the principal and 1income from 1investments 1in
separate principal and income accounts for the fund;

(3) invest and maintain accounting records that distinguish
between the principal and income of the fund;

(4) provide reports to the board established under AS 37.-
14.120 on the condition and investment performance of the fund.

* Sec. 13. AS 37.14.170 1is amended to read:

Sec. 37.14.170. INVESTMENTS. The Alaska State Investment
Corporation [COMMISSIONER OF REVENUE] is the fiduciary of the trust
fund and shall invest the fund to provide 1increasing net income over
long-term periods to the fund®"s income beneficiaries. The corporation
[COMMISSIONER] may 1invest the money in the fund on the basis of proba-—
ble total rate of return to promote the long-term generation of in—
come. In managing the trust fund, the corporation [COMMISSIONER] i
shall

status of the fund"s capital and the



©) The net income of the fund shall be determined by the Alas
State Investment Corporation [COMMISSIONER OF REVENUE] 1in accordance
with generally accepted [INVESTMENT] accounting principles. However,
the corporation shall preserve [AND IN A MANNER THAT PRESERVES] the
distinction between principal and income.

Sec. 15. AS 37.14.210 1is amended to read:

Sec. 37.14.210. POWERS AND DUTIES OF THE ALASKA STATE INVESTMENT
CORPORATION [COMMISSIONER OF REVENUE]. The Alaska State Investment
Corporation [COMMISSIONER OF REVENUE] 1is the fiduciary [TREASURER] of
the fund and has the power and duty to:

(1) act as official custodian of the cash and investments
belonging to the fund by securing adequate and safe custodial facil—
ities ;

2 receive all items of cash and investments belonging to
the fund;

(3) collect the principal and income from investments owned
or acquired by the fund and deposit the amounts in separate principal
and income accounts for the fund;

4) invest and reinvest the assets of the fund as provided
in this section and as provided for the investment of funds under
AS 14.25.180(c) and AS 37.14.170;

(5) exercise the powers of an owner with respect to the
assets of the fund;

(6) maintain accounting records of the fund in accordance
with generally accepted [INVESTMENT] accounting principles; however,
the corporation shall preserve the [AND WITH] distinction between the

principal and income accounts of the fund;



read:
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accountants to annually audit the financial condition of the fund®s
investments and investment transactions;

(8) enter into and enforce contracts or agreements con—
sidered necessary for the investment purposes of the fund;

9 report to the board the condition and investment per—
formance of the fund;

(10) do all acts, whether or not expressly authorized,
the Alaska State Investment Corporation [COMMISSIONER OF REVENUE]
considers necessary or proper in administering the assets of the fund.
Sec. 16. AS 39.30.095(d) 1is amended to read:

()] IT the commissioner of administration determines that there
is moremoney in the fund than the amount needed to pay premiums or
benefits for the current fiscal year, the surplus, orso much of itas
the commissioner of administration considers advisable, may be 1in—
vested by the Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] 1in the same manner as retirement funds are invested under
AS 14.25.180.

Sec. 17. AS39.25.110(11) 1is amended by adding a new subparagraph to

(G) Alaska State Investment Corporation;
Sec. 18. AS39.30 is amended by adding a new section to read:
-Sec. 39.30.175. INVESTMENT OF BENEFIT PROGRAM RECEIPTS. The

Alaska State Investment Corporation is the fiduciary of the receipts

of the employee benefits program established under AS 39.30.150 -
39.30.180 and has the same powers and duties concerning the management

and 1investment 1in regard to those receipts as are provided under

X&Y:.
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administration is responsible for the administration of the system and
for carrying out this chapter. In addition the commissioner shall

(1) maintain the accounts of the system;

(2) make payments for the various purposesspecified;

3 submit periodic reports or statements of account that
are needed;

(4) issue a statement of account to an employee requesting
it showing the amount of the employee's contributions to the system;

(5) assoon as possible after the close of each fiscal
year, and not later than six months after the close of each fiscal
year, send to the governor, the legislature, and the board an annual
statement on the operations of the system containing

(A) a balance sheet;

(B) a statement of income andexpenditures for the
year;

(C) a report on an actuarial valuation of its assets
and liabilities;

(D) a summary of assets heldin the pension fund
listed by the categories of investment, as provided by the Alaska
State Investment Corporation [COMMISSIONER OF REVENUE];

(E) other statistical financial data that are neces-
sary for a proper understanding of the financial condition of the
system and the result of its operations;

(6) establish a public employees retirement trust fund in
which the assets of the system shall be deposited and held;
(7) engage an independent certified public accountant to

conduct an annual audit of the system's accounts and the annual report

v
of the system’'s financial condition and activity;

o the .board concerning the condition and
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read:

administration of the system and distribute the report to the members
of the systenm.
Sec. 20. AS 39.35.080 1is amended to read:

Sec. 39.35.080. DUTIES OF THE ALASKA STATE INVESTMENT CORPO—
RATION [COMMISSIONER OF REVENUE]. The Alaska State Investment Corpo—
ration [COMMISSIONER OF REVENUE] 1is the [TREASURER OF THE SYSTEM AND
THE] fiduciary of the fund. The corporation [COMMISSIONER] has the
same powers and duties established under this chapter in regard to the
fund as are provided in AS 74.25.035(d) and 14.25.180.

Sec. 21. AS 39.45.020 1is amended by adding a new subsection to read:

(d) The Alaska State Investment Corporation shall select the
vendor through which participants 1in the state deferred compensation
program are offered investment and benefit choices. The administrator
of thestate deferred compensation program may request the Alaska
State Investment Corporation to substitute for the administrator as
fiduciary of the funds held under the state deferred compensation
program. IT che corporation accepts responsibility for investing the
funds under AS 37.10.220(b), the corporation shall comply with AS 39.-
45.030.

Sec. 22. AS 39.50.200(b) 1is amended by adding a new paragraph to

(50) Alaska State Investment Corporation (AS 37.10.210).

Sec. 23. AS 44.25.020 1is amended to read:
Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenue

shall

(1) enforce the tax laws of the state;

(2) collect, account for, have custody of, 1invest, and
manage all scate funds and all revenues of the state except revenues
incidental to a program of Jlicensing and regulation carried on by

-19- CSHB 580(Fin)
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another state department and funds managed and invested by the Alaska
State Investment Corporation;

(3) register cattle brands;

(4) supply necessary clerical and administrative services
for the Alcoholic Beverage Control Board; and

(5) invest and manage the balance of the power development
fund in accordance with AS 44.83.386.

* Sec. 24. TRANSITION. All litigation, hearings, investigations, and
other proceedings pending under a law amended or repealed by this Act, or
in connection with functions transferred by this Act, continue in effect
and may be continued and completed notwithstanding a transfer, amendment,
or repeal provided for 1in this Act. Orders and regulations issued or
adopted under authority of a law amended or repealed by this Act remain in
effect for the term issued, or until revoked, vacated, or otherwise mod-
ified under the provisions of this Act. All contracts, rights, liabilities
and obligations created by or under a law amended or repealed by this Act,
and in effect on the effective date of this Act, remain in effect notwith-
standing this Act"s taking effect. Records, equipment, and other property
of agencies of the state whose functions are transferred under this Act
shall be transferred commensurate with the provisions of this Act.

* Sec. 25. (a) Notwithstanding AS 37.10.210(e), enacted by sec. 1 of
this Act, the initial terms of the voting members of the board of directors
of the Alaska State Investment Corporation shall be as follows:

(¢)) one member nominated by a state retirement board, one
professional 1investor, and one public member shall serve terms of three
years;

) one member nominated by a state retirement board and one
professional investor shall serve terms of two years;

3) one member nominated by a state retirement board and one

CSHB 580(Fin) -20-
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public member shall serve one-year terms

(b) The board of directors of the Alaska State Investment Corporation
may hold organizational meetings as soon as a quorum of the board has been
appointed to or selected for the board.

* Sec. 26. AS 37.10.210 and 37.10.230 - 37.10.399, enacted by sec. 1 of
this Act, and sec. 25 of this Act take effect immediately under AS 01.-
10.070(c).

* Sec. 27. Except as provided in sec. 26 of this Act, this Act takes

effect January 1, 1991.

“21- CSHB 580 (Fin)
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Page 2, lines 9-11:
Delete "The governor may remove a member of the board from office. A

removal by the governor must be in writing and must state the reason for
the removal."”
Insert "Members of the board serve at the pleasure of the governor. A

board member*s removal by the governor must be in writing."
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W WeIL IS retlrement Liability of Managers:
Be ﬁan é&w 1 Iet|ryn ofrtanceo observm

¥he qu |t of { efundts r]pfanage
mentma asigpificant glifferent
Inthele Yslate bengﬁtsw |c%you Wlﬁ
rece|vew enyou retire,

In this arficle, | would like to de-
scribe how the Public Employees' Re-
tirement Trust Fund is currently man-
aged as well as possible changes that
might be made in that manaﬁement
stricture in the future. The changes,
which would require legislative action,
would better realize and_protect the
Interests of you, the beneficiaries, The
changes would' involve setting U
corporate form for the fund's man ge
men% withaprofessionalboard toover-
seel

P resent Management

ManagementResponsibilitie

Currently, Alaska Statutes3935 080
desigrate the Commissioner of Reve-
nue as the treasurer of the system and
the fiduciary of ihe fund. As the sole
fiduciary, the Commissioner is solely
responsible and accountable for the
investment of the fund.

The fiduciary for a trust fund, also
known as a trustee, Is subject to two
principal dutiesunder common law—a
duty of prudence and a duty of |oyalty.
The duty of prudence requires the trus-
feetoexerciseadegreeofcarejn irtanair-
inginvestments thatwould bé used by a
person of ordinary prudence in manag
Ing their own investments. The dut Iy
loyalty requires the trustee toact onlyin
the best interests of the beneficiaries,

Alaska law has reformulated these
duties to higher and more demanding
standards and made them specifically
%p plicable to the Public Employees

etirement Trust Fund, Thege statutory
standards reguwe the fiduciary to exer-
cise the standard of care requiired of a
professional institutional investor man-
aging large investments under a trust
rélationship and to act only in the best
financial interests of the beneficiaries.

rmiAL

7%
fig umarg uties 1S underscor
Alaska Statutes holding the Comm|s
sioney, or designee, pers naIthabIefor
breaches. The Commissignermay dele-
gate mvestment respon3|b|llt|es fo State

gfficersor emp o¥eesorto In ependent
firms, banks, or trust companies. Even
50, the Commissioner remams poten-
tially liable for knowing participation

in, Or failure to remedy, breaches by P

Oesignees who have been delegated
InveStment power,

CurfjntManagement
Practices:

As permitted by the statutes, the
Comm|s%|onerhasde egated| mvestment
responsioilities to both departmental
staffand mdeE)endentflrmsorflnanmal
institutions. State investment officers of
the Treasury Division of the Depart-
ment of Revenue manage fixed income
Investments. These include corporate
and government bonds, money market
Investments, and real estate mortgages,
the latter throuqh financial institutions
and mortgage ending companies on
contract as seller/servicers,

Domestic and international corpo-
rate stock investments are managed by
investmentadviser firmsundercontracts
which grant them full discretion for
investment decisions. Real estate equity
investments are managed by real estate
adviser firms througf pools in which
the Public Employees' RetirementTrust
Fund hasinvested along with other tax-
exempt funds.

Treasury investment officers are
subjecttocertainprofessional accredita-
tion requirements and also must
conform_to "The
Code of Ethics and
StandardsofProfes-
sional Conduct” of
the Financial Analysts
Federation as wellas
the Alaska Execu-
the Branch Ethics

C

1SSioner

Weaknesses of
P resent Management

Unfortunately, there are some seri-
ous drawbacks t0 the current manage-
ment arrangement.

Lack of Oversight by
Professionals:

There is no assurance that the
Commissioner of Revenue will have a
rofessional background or expertisein
Investments, Usually those appointed
to this position do not, Commissioners
durmg the Jast two decades have in-
cluded two Jawyers, a former State leg-
islator, banking and corporate exect-
tives, and several Department of Reve-
Que personnel on an acting or interim

asls.

Lack of Management
Continuit
Even |ftf1e Commissioner had pro-

fessmnal % ualrfications In Investments,
there 1sa lack of continurty jn the office.

tbest the 03|t|on would normaIIy

him over every e|8 ht years, and fré-
quentlyevery four urmgtheprewous
administration there werg three differ-
ent commlssmners in four years. This
canp Khavocwnh mana%ementofthe
fund. T eresultmgdlsrup lonscanbea
serlous handicap in the context of rap-
idly chan%mg securities markets and
Investment opportunities.

Lack of Visibility and Clarity
of Trust Nature of The Fund:
Finally, there Is an ever present
temptation for State officials and others
toview the fund asasource of salvation
orbudgetarYpressures Thiswill proba
bly he S0 as fong as the fund is embed-
ded mtheStatebureaucracy Withinthe
Past ear, the Senate's research arm —
enate Advisory Council — was
asked to research such questions as:

aaaaaaaaaaaaaaaaaaaaaaaaaa
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The temptation to view the fund as
State money overlooks the fact that
employeesandmummPaIemployersare
major ‘sources of contributions to the
fund. More |m_portant|%/, asdiscussed in
apreviousarticle, the trust character of
the fund means that it can only be used
In the interests of fund beneficiaries —
you, the employees.

A Better Way

To remedy these imperfections, the
Department of Revenue has proposed
the establishment by law of‘an"inde-
pendent corporation'to manage invest-
ment of the Public Employees' Retire-
ment Trust Fund and other trust funds.

A Trust Fund — Nota
Budgetary Stush Fund: = |

An independent organization
would provide ?reater visibility and
clarity of the trust nature of the fund. It
would increase public awareness of the
_reqmrement to manage the fund solely
in the interests of the beneficiaries.

Anmdepend,entcor,oorate,str,ucture
also would provide a clear mission for
management — to act only with the
beneficiary in mind. ltwould reduce the
chances 0 mvestment_Po_Ilcy being es-
tablished, the fund or its income bein
used, or contributions being adjuste
inways that are not in the best financial
interests of the beneficiaries.

Professional Management—
Not Political Management:
The corporation's board would
consist of persons professionally quali-
fied and experienced as trust adminis-
tratorsand institutional investors— not
people chosen for their political or pol-
ICy Views.
_ Oversqhtbykno,vvledgeabl,epeople
is absolutely essential to”having true

r P n

_PERS Denefit recipients will be!

I maileg a W-2P at the end of January. |

I Ifyoy are receiving PERS berie-1
| fits, you will need the W-2P tofil

federal income taxreturn. ltwillshow.

oyr. annual income from %he PERS*

|and income tax, if any, withneld dur-|
| ing_1989 |

eyour| b

accountability and achieving the best
possmle_Performanceofthef_und.Could
an architect, engineer, social worker,
dentist, or public relations executive
even ask the right questions — much
less know if they were getting the right
answers?

Continuity— Nota
Revolving Door: .

Staggered terms of office for board
members, as well as the more formal
procedures of the corporate form of
governance, would provide for the
continuity in management and policy
that is now missing.

Time for a Change- Now

Alaska is now one of only six states
that have sole fiduciaries.in charge of
their retirement funds. This situation is
baswallgaremnantfrom the dayswhen
the fund was much smaller. Today, the
combined Public Employees' and Teach-
ers' trust funds would rank as the 37Li
Iar%est public pension fund Iaager than
all but 34 corparate pension funds, larger
thanthe Harvard endowment, and larger
than all foundations except the Ford
Foundation, .

It ma% be only a matter of time be-
fore Alaska restructures its fund man-
agement to provide the continuity, ac-
countability, professionalism, and free-
dom from “outside interference that a
corporate form and professional board
could provide.

REMINDER - Direct
Bank Deposits

Areyour PERS benefit

checks nXaHed dlrectIY to

your bank account? It so,

notify the PERS rl%ht away

when there is a change In

the bank's addressoryourl

account number. This'is especially im-

portant when a bank merges or closes

dag\ilr?estge branch office where you do
To change your address, just send

the PERS a mgned request with yoﬁr

name, social sécurity number, new a

dressand account number.

PERS Board Candtidates

Continued frompeceH H

seeking. If a candidate does not receive
the ma_\orlty of votes cast, a runoff elec-
tion will be'held and new ballots will be
mailed to PERS members within 10
working days of the date that the first
election ballots are tallied.

SEATA

Vote for no more than one
Susan B. Annis
Bill Digan
Wall% roz
Franklin Terry Elder
John C. Kairis
Bill Mans
Dennis J. Moen
Mary A. Notar
Lucy Odom
Ronald A, Phillips
Robin Quinn-Dowlivig
Lew Reece
John Seahrook
Thomas E. Shanley
Barbara J. Stocker
John M. Walsh
Bob Ward

SEATB

\Vote for no more than one

Rupe Andrews
Terrence Hayden
Jonathan L. Holland
Michael E. Hurst
Mike Klawitter
Fran'sP. Namsch
Cindy Schlaffman
Gene Smith

Roxanne R. Stewart
J.P. "Pat" Wellington

1rR'El\'i_lEI\'/IB'ERE"B'éllﬁf'sj"rﬁ"U_"s"t"ﬁ'e" \j
Jreceived by the division's
1Juneau Office no later than
V

5:00p.m. onFebruary 13,1990.J
; 1
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Retirement trast funds
University ofAlaska Trast Fond
Public School Trus Fond
General Fund

SBS ind deferred compensation
Permanent Ftmd

BOARSREPLACES

SINGLE PERSONINCHARGE

OF TRUSTFUNDS

BOARSREPLACESSINGLE
PERSONIN CHARGEOF
GENERALFUND

PROFESSIONALINVESTORS

ONBOARD

BENEFICIARY
REPRESENTATIVES
ONBOARD

SEPARATECORPORATION
FORTRUST & GENERAL
FUND INVESTMENTS

ACCESSTO FEDERAL
RESERVE SERVICES

TRUST & GENERALFUND

INVESTMENTS SUBJECTITO:

State ProcurementCode
Executive BudgetA a
Administrative Procedure* Act
Public Meetings Law

Public Record* Law
Executive Branch Ethics A a
Personnel Code

Currentlaw

fYrrtmtwinnerrtfRevenue
Commissioner of Revenue
CommissionerofRevenue
CommissionernfRevenue
DepattmentofAdministration
Alaska Permanent Fund Corp.

INVESTMENT OF PUBLICFUNDS : | m

SBSO09

*Alaska State TrastCompany

mAlaska State Trust Company
Alaska State TrastCompany
Alaska State Trast Company
DepattmentofAdministration
Alaska Permanent Fund Cotp.

SB 417.

State Investment Board
State Investment Board
State Investment Board
State Investment Board
State Investment Board
Alaska Permanent Fund Corp.

NO YES YES
(SBS & deferred compensation
atCommissionerof
Adminisuation'a discretion)

NO Commissioner of Revenue's YES

discretion
. * )
NO YES NOTREQUIRED
vo'-~Vy
U qmres
1*x
* ALY

NO YES NO
(SBS & deferred compensation
atCommissionerofAdministration's
discretion. General Fund at
.Commissioner of Revenue's
discretion)

NO YES NO

Delegation* excepted NO Delegations excepted
YES N O YES
YES N O YES
YES Y ES with exception* YES
YES Y ES with exceptions YES
YES N O YES
NO exceptSBS& NO NO

deferred compensation

(SBS & deferred compensation
atCommissionerof
Administration's discretion)

DepattmentofRevenue

SB 17

AlaskalVrmment Pund Corp.
CommitsionerofRevenue
Alaska Pgmanent Fund Cotp.
Commissiooer of Revenue
DepattmentofAdministration
Alaska PermanentFund Corp.

YES
exceptSB S, deferred
compensation, & University
ofAlaskaTrast Fund

NO

NOTREQUIRED

YES
excepthI’SB S, deferred
rnmnerm tinn University
ofAlaskaTrust Pond, <&
general fund

NO

Delegations excepted
YES
YES
1YES
YES
YES
NO exceptSBS &
deferred compensation
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THE LEGISLATURE

DATE: January 3, 1990

Chairman Jalmar Kerttula and Members
of the Legislative Budget and Audit Committee

FROM: Randy Welker
Legislative

RE: Supplemental System Investment Management

We recently inquired into the Department of Administration,
Division of Retirement and Benefits® (DRB) 1investment strategy for
the supplemental benefits systems (SBS) funds. We noted that
present investment procedures include investing SBS funds
exclusively in guaranteed investment contracts (GICs) with
insurance companies. Currently, the SBS 1investment portfolio

consists of GICs with seven carriers amounting to approximately
$540 million.

Apparently, this 1investment strategy was developed during the
infancy of the SBS program by DRB and their actuary. No legal
conditions or guidance for investing exist in law or regulation.
For the most part, GIC"s are not backed by federal 1insurance or

other guarantees but are supported by the financial strength and
quality of assets of the insurer.

In reviewing the details of the portfolio it was noted that
Executive Life Insurance Company holds about 282 ($152 million) of
totai SBS assets and that two companies hold over 502 of total

assets. Of some <concern 1is Executive Life"s own 1investment
strategy. They are known in the investment community as a major
purchaser of high yield fixed-income instruments also known as
junk™ bonds. A November 14, 1989 article in the Wall Street

Journal indicated that 442 of Executive Life"s cash and invested
assets were made up of jvnk bonds while the average 1insurance

company holds only 42 to 52 of their assets 1in high vyield
instruments.

We requested the Treasury Division in the Department of Revenue to
provide us with an analysis of current DRB investment practices.
This review is attached and expresses some concerns over the lack
of a basic investment plan. It also notes that as a result of the
recent fall in the junk bond market, that although Executive Life
has held high ratings from Moody"s, Best"s, and Standard and Poor"s
insurance vrating services, Moody"s has placed the insurance
company®s claims-paying rating on review.



Members of the Legislative

January 3, 1990
Budget and Audit Committee

According to DRB, they have included in their FY 90 management plan
an investigation of their current investment practices. We were
told they have contracted with a consultant to review current SBS
program investing strategy.

We would recommend that, on a short-term basis, DRB consider the
diversification aspects of allowing too few insurance companies to
hold large amounts of SBS funds. Also, as pointed out in the
Treasury Division®"s analysis, Executive Life should be monitored
in the event their financial condition should deteriorate. Future
GIC purchases should involve more scrutiny of the quality of the
bidder®s assets and financial dealings in the investment markets.

On a long-term basis, we recommend that the Legislature and
Executive Branch consider including the SBS and Deferred
Compensation programs®™ investment activities with public employee
retirement funds currently under the management of the Department
of Revenue. As you recall in our June 19,1989 report to the
Legislative Budget and Audit Committee entitled, "A Special Report
On The Department Of Revenue, Treasury Division, Public Employees™
And Teachers®™ Retirement Funds,” we recommended that legislation
should be introduced to establish a "Board of Trustee"™ structure
that would play an active role in management and investment
oversight of the retirement funds. Statutory inclusion of the
investment of SBS and Deferred Compensation funds could be
incorporated into this proposed legislation.

IT you have any questions or need additional information, please
contact me at 465-3830.

Attachment

DIVISION Of LKOISLATIVK AUDIT



THE TRUST FUND
Realizing its Management Potential
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Current Management Practices
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WEAKNESSES OF PRESENT MANAGEMENT
Unfortunately, there are some serious drawbacks to the current management arrangement
Lack of Oversight bv Professionals
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PUBLIC EMPLOYEES' AND TEACHERS' RETIREMENT BOARDS

Joint Resolution Regarding Legislation
Creating an Alaska State Public Pension Trust Company

WHEREAS, the Public Employees' Retirement System ("PERS") Board
is authorized by AS 39.35.040(3) to consider and adopt
resolutions regarding revisions of Chapter 39.35 of the Alaska
Statutes;

WHEREAS, the Teachers' Retirement System ("TRS") Board is
authorized by AS 14.25.035(e) to consider and adopt resolutions
regarding revisions of Chapter 14.25 of the Alaska Statutes;

WHEREAS, the PERS and TRS Boards have reviewed and considered a
proposal to establish an Alaska State Public Pension Trust
Company (the "Public Pension Trust Company");

WHEREAS, the Public Pension Trust Company would give visibility
to and strengthen the trust status of the PERS, TRS, and other
pension trust funds, providing a corporate shield for the
management of pension trust fund assets in the interests of
beneficiaries and providing a clear mission to management in
carrying out fiduciary responsibilities;

WHEREAS, the Public Pension Trust Company would increase
accountability, continuity, and public disclosure for the
investment management of the funds by:

a) establishing a board of directors in place of a
single individual as fiduciary;

b) incorporating representatives of beneficiaries and
professional trust administrators and investment
managers on the company's board; and

c) providing for the exercise of fiduciary powers
through the forum of regularly scheduled public
meetings rather than administrative actions;

WHEREAS, the Public Pension Trust Company would facilitate the
prudent maximization of pension trust fund earnings by
providing management the necessary authority to compete fully
with other highly professional institutional investors in the
dynamic capital markets and economies of the world;

WHEREAS, the Public Pension Trust Company would make possible
direct access to various Federal Reserve System services,
including safekeeping and clearance of U.S. Treasury
securities, wire transfers, and warrant redemption activities,
which would significantly increase the security of PERS and TRS
investments and the efficiency of their processing, reduce
costs for intermediary custodian bank services, and increase
PERS and TRS net earnings; and
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WHEREAS, the improvement in investment earnings that can be
expected as a result of establishing a Public Pension Trust
Company would be of great importance to PERS and TRS
beneficiaries and employers as State petroleum revenues
decline.

BE IT HEREBY RESOLVED by the PERS and TRS Boards that while the
PERS and the TRS Boards have reviewed drafts or versions of
legislation on the subject of a trust company or similar
independent entity but do not yet endorse any one particular
draft or version, the Boards support introduction, passage, and
enactment into law of legislation which would provide for the
establishment of a separate State corporation which would have,
as its sole responsibility, the investment management of State
public pension trust funds and which would be governed by a
board of directors that includes representatives of trust
beneficiaries and professionals in the fA-lId of investment
management; and

BE IT FURTHER RESOLVED that the corporation should have the
necessary independence and authority to fully realize its
potential in managing investments, including the ability to
determine its budget, staff compensation, and procurement
procedures, and to access Federal Reserve services; and

BE IT FURTHER RESOLVED that the PERS and TRS Boards request an
opportunity to appear or participate through representatives in
legislative proceedings concerning the Public Pension Trust
Company concept.

DATED this ~/ day of 1990.

PUBLIC EMPLOYEES' RETIREMENT BOARD

[?- 5. avsd*
C. R. "Stevel Hafling
Chairman

TEACHERS' RETIREMENT BOARD

By;

Chairman

Page 2 A2401554



Comparison of Pending Legislation

relating to March 2,1990

INVESTMENT OF PUBLICFUNDS tofRevenue
PROVISION CnmntlLaw SB 417 SB m
FUND & MANAGER
Retirement tnis fundj Commissioner of Revenue Alaska State TrustCompany State Investment Board Alaska Permanent Fund Corp.
University of Alaska Trust Fund Commissioner of Revenue Alaska State TrustCompany State Investment Board CommissioocrofRevenue
Public School Trust Fund Commissioner of Revenue Alaska State TrustCompany State Investment Board Alaska Permanent Fund Corp.
General Fund Commissioner of Revenue Alaska State TrustCompany State Investment Board CommissionerofRevenue
SBS and deferred compensation DepartmentofAdministration DepartmentofAdministration State Investment Board Departmento fAdministration
Permanent Fund Alaska PermanentFund Cotp. Alaska PermanentFund Corp. Alaska Permanent Fund Corp. Alaska Permanent Fund Corp.
BOARD REPLACES YES YES
SINGLE PERSONINCHARGE (SBS & deferred compensation exceptSBS, deferred
OF TRUST FUNDS atCommissionerof compensation,&university
Administration'sdiscretion) of AlaskaTtust Fund
BOARD REPLACES SINGLE CommissionerofRevenue's YES
PERSON IN CHAF.GEOF discretion
GENERALFUND
PROFESSIONALINVESTORS NOT REQUIRED NOTREQUIRED
ON BOARD
BENEFICIARY YES
REPRESENTATIVES
ONBOARD
SEPARATECORPORATION YES YES
FORTRUST & GENERAL (sB'S &deferred compensation exceptforSBS, deferred
FUND INVESTMENTS atCommissioner of Administration's compensation. University
discretion, General Fund at ofAlaska Trust Fund, &
Commissioner of Revenue's general fond
discretion)
ACCESSTOFEDERAL
RESERVE SERVICES
TRUST & GENERAL FUND
INVESTMENTS SUBJECT TO:
State ProcurementCode Delegations excepted NO Delegations excepted Delegations excepted
Executive Budget Act YES N O YES YES
Administrative ProceduresAct YES NO YES YES
Public Meetings Law YES YES with exceptions YES CYES
Public Records Law YES YES with exceptions YES YES
Executive Branch Ethics A a YES NO YES YES
Personnel Code NO exceptSBS & NO N O NO exceptSBS &
deferred compensation (SBS & deferred compensation deferred compensation

atCommissionerof
Administration's discretion)
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THE LEGISLATURE A

BUDGET AND AUDIT COMMITTEE

Members of the Legislative Budget
and Audit Committee:

In accordance with a Legislative Budget and Audit Committee
special re. uest and the provisions of Title 24 of the Alaska
Statutes, the attached report is submitted for your review.

A SPECIAL REPORT ON THE
DEPARTMENT OF REVENUE
TREASURY DIVISION
PUBLIC EMPLOYEES®™ AND TEACHERS ~

RETIREMENT FUNDS

Audit Control Number
04-4345-89-S
The purpose of this audit is to examine the accounting and
oversight of the Public Employees®™ and Teachers®™ Retirement
Funds administered by the Department of Revenue, Treasury
Division.

The audit was conducted 1in accordance with generally

accepted governmental performance auditing standards. The
audit approach 1is discussed in the Report Objectives, Scope,
and Methodology section of this report. The audit results

may be found in the Findings and Recommendations section.

landy J5. Welker, CPA
Legislative Auditor
Division of Legislative Audit
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REPORT OBJECTIVES SCOPE, AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a
special request of the Legislative Budget and Audit Commit—
tee, we reviewed the Public Employees®™ and Teachers®™ Retire—
ment Funds. The purpose was to review accounting procedures
used for the retirement funds® foreign investment portfolio
and to ascertain the extent of 1investment oversight the
retirement funds are subject to.

The policy and audit approach utilized by the Division of
Legislative Audit for special and performance reports can
best be described as "audit by exception.”™ This methodology
focuses the audit effort on areas of an auditee"s operation
that have been identified by a preliminary survey as having
a high degree of probability for needing improvements.

Therefore, by design, finite audit resources are used to
identify where and how improvement can be made, and little
time 1is devoted to reviewing well-run operations or pro-—
grams. Consequently, this report highlights those areas
needing improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

OBJECTIVES

In response to public allegations about mismanagement of the
retirement funds and "deceptive accounting practices,”" the
Legislative Budget and Audit Committee requested a review of
certain management practices of the Public Employees®™ and
Teachers® Retirement Funds.

The first objective of our review was to determine the type
of management and 1investment oversight provided over the
operations of the retirement funds.

The second objective was to ascertain the management and
investment oversight styles applied to other similar funds.

Our third objective was to determine if proper accounting
practices were applied to the funds®™ foreign investments.

Finally, we identified the various rates of returns earned
by the retirement funds and the Permanent Fund, and we
reviewed the cost of managing and investing those funds.
SCOPE AND METHODOLOGY

We met with officials of the Department of Revenue, Treasury
Division, including the deputy commissioner, chief invest—
ment officer, other 1investment officers, and the state
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Manage —
ment; officials of the Alaska Permanent Fund Corporation;
certified public accountants under contract with the Trea—
sury Division; and a member of the brokerage community.

We also reviewed various reference materials and publica—
tions; reports, and supporting documentation, prepared by
the Senate Advisory Council; fund performance -evaluation
reports prepared for the retirement funds and the Alaska
Permanent Fund; and, various literature provided by other
states on their retirement funds.

Additionally, we prepared and distributed a questionnaire to
all other states inquiring about certain aspects of their
public employees retirement funds.

We also engaged a consultant, who as a former employee of
Merrill Lynch had past experience 1in evaluating the perfor—
mance of the Public Employees ™ and Teachers ™ Retirement
systems, to assist us in 1interpreting the externally pre—
pared performance reports on the retirement funds and the
Permanent Fund.

STATE OF ALASKA DIVISION OF LEGISLATIVE AUDIT



ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury)
is responsible for, and has sole discretion over, the
prudent investment and management of the Public Employees”
Retirement Fund (PERS) and the Teachers®™ Retirement Fund
(TRS).

Chapter 141, SLA 1988 amended PERS and TRS statutes by
designating the funds as retirement trust funds and appoint—
ing the commissioner of Revenue as treasurer of the retire—
ment systems and fiduciary of the funds. Under the amending
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds®™ investments and the
system®s liabilities on both a current and a probable
future basis.

2. Determine the appropriate investment objectives for the
funds.
3. Establish investment policies aimed at achieving the

objectives.

4. Act only in regard to the best financial interests of
the system®"s beneficiaries.

The amendments also repealed the "legal list"™ of investments
the retirement funds were restricted to and placed upon the
commissioner of Revenue, or his designee, the responsibility
of fund fiduciary. Treasury also employes external invest—
ment managers who manage a substantial portion of the
retirement funds.

Additionally, there are two boards which oversee ™he admin-—
istrative aspects of the retirement systems. The Public
Employees®™ Retirement Board 1is composed of five members,
three of whom are members of the Department of Administra—
tion personnel board and two who are members of the system

and elected by the membership of the system. The Teachers®
Retirement Board consists of five members appointed by the
governor. Both boards are mostly administrative in nature,

being responsible for governing the regulatory aspects of
the retirement systems.

The Alaska Permanent Fund is managed by an executive direc—
tor, who reports to a six-member board of trustees appointed
by the governor.
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FUND COMPARISONS AND DISCUSSION:
PUBLIC EMPLOYEESr RETIREMENT FUND, TEACHERS
RETIREMENT™ FUND”- ancf ALASKA FERMANENT1TO

BACKGROUND

There is" no validity to the statement that "a fund 1is a
fund™ as each fund has 1its own unique characteristics.

Although funds such as those set up as trusts and endowments

may have few obvious differences, there are deeper, less
clearly defined differences such as fund objectives, philos—
ophy over fund management, and investment styles. A slight
difference in fund objectives and philci*Ophy may, and
usually does, result 1in different investment styles and,

therefore, differing returns on investment. The varied fund
management styles and investment philosophies <create a
danger 1in across-the-board rate of return comparisons and

forming conclusions drawn from those comparisons. There are
several ways of assessing 1investment results. It is not,
for example, appropriate to compare the results of funds
with very different objectives or constraints. Funds with

different types and mixes of investments are also difficult
to compare directly. To properly assess investment results,
comparisons must reflect similar objectives, constraints,
opportunities, and all things that go into the 1investment
process.

The Alaska Permanent Fund, while not legally defined as one,

is in all probability a trust fund like the Public Employ—
ees” (PERS) and Teachers™ (TRS) Retirement Funds. The
Alaska Permanent Fund Corporation (PFC) holds the Permanent
Fund out as a "Public Trust Investing for Alaska®s Future,"”

has a Board of Trustees, and 1is intent on earning revenue

for beneficiaries while preserving principal. The obvious

similarities between PERS/TRS and the Permanent Fund end
here - at considering both funds as trusts.

PFC has chosen a more cautious, less risky approach towards
its 1investments. In an informational pamphlet dated May
1989, PFC stated:

The Fund 1invests 1its assets to earn income. To
minimize the risk that Fund assets could be
destroyed by bad investment decisions, the Fund 1is

invested very conservatively. Indeed, the primary
emphasis in all Fund decision-making 1is maintain—
ing the safety of principal. The maximizing re—

turn on investment is the secondary consideration.
This contrasts to the Department of Revenue, Division of

Treasury (Treasury) investment philosophy of the PERS/TRS
which has been stated as:
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The most important characteristic of the funds for
investment policy purposes 1is their perpetual

nature and, 1in the case of the Public Employees™

Retirement System, the long number of years before

it will encounter any net outriows {.proDaDiy &3 to
20 years). A long time span accommodates invest—
ments which should enjoy higher returns over the
long-run, although they may be slow to material —
ize, or be erratic in the short-run, and it allows

greater use of investments which may have substan—
tial market valuation risks. This characteristic

expands the universe of investment possibilities

and 1increases the potential for achieving higher

returns on the investments.

The PERS/TRS has opted for more growth through a higher

asset allocation to equities. To achieve that end, PERS/TRS
follows an investment technique known as active management
versus a passive management investment style. Passive

management is a term used to describe an investment strategy
that attempts to follow a predefined market 1index, such as
the Standard and Poor®s (S&P) 500, and fashions the portfo—
lio to mirror the results of that index. Passive management
follows a process of rebalancing the portfolio to reflect
the index, not necessarily to enhance or maximize a return.

Active management, on the other hand, involves portfolio
management that 1is involved in the active investment process

of buying and selling in an attempt to enhance the portfo—
lio"s performance. The active management strategy can be
characterized as continually monitoring the market to
determine what 1is the best selection of 1investment to
produce the best returns within a predetermined set of risk
parameters.

PFC 1is legally limited in its investment diversification by
statute which defines a specific "list" of permitted invest—
ments. The Treasury did have 1investment limitations, but

the statutory restrictions were repealed by Chapter 41,

SLA 1988. This allows Treasury more investment flexibility.

With this flexibility, Treasury can assume additional risk,

and theoretically achieve higher returns for the PERS/TRS

Funds.

ASSET ALLOCATION
An informative way to examine the assumed risk is to analyze
the asset allocations of the various funds. At March 31,

1989, the various funds® holdings were (stated in percentage
of portfolio at market values):
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Real Es
Other (2)

(1) includes domestic and foreign equity holdings of
the PERS and TRS. PFC does not yet invest in
foreign markets.

(2) includes mortgages, cash, and interest and divi—
dends receivable.

As can be seen, the PERS/TRS Funds hold 2.5-to-3 times more
equity than does PFC. Conversely, PFC holds 1.5 times more
fixed income investments than does the PERS/TRS Funds.

By their nature, equities have more risk than fixed income
(debt) 1investments. As mentioned earlier, theoretically the
riskier the 1investment, the higher the potential rate of
return.

FUND PERFORMANCE

This section and the following section ("Other Rate of
Return Data™) present statistical data which show various
rates of return earned not only by the PERS/TRS and Perma-—
nent Fund but other interest-bearing investments. As noted
above, and throughout the report, direct comparisons between
these funds and other investments are not practical for
assessing how one fund "performed or out performed" another
fund. This is mainly due to the differences in purpose,

goals, and philosophy of each particular fund. However, the
presentations provided here are done so for the benefit of
interested parties who can review the returns earned by the
funds and relate those to other commonly known investments.

It has been alleged that Treasury managed PERS/TRS Funds are
among the worst performers within the universe of funds used
for performance measurement and comparison (see Recommenda—
tion No. 2). While the allegations themselves are substan—
tially accurate in the context they were submitted, the
facts must be kept in perspective in light of the long-term
nature of the retirement funds. The allegations were made
from looking at just one, short “period or time that the
PERS/TRS funds were evaluated. One must Si careful about
the period o0? time used for measurement as 1investment
results measured over short periods of time are very mis—
leading. The best results today may be the worst tomorrow.
What matters is consistent, long-term results.

With the above thoughts 1in mind, the PERS, TRS, and PFC

performance can be reviewed together with returns of other,
although non-comparable, commonly known investments.
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that 1is widely accepted for comparing investment results.
It combines current yield plus changes 1in current market
values for determining a portfolio®s investment rate of
return.

Total rate of return (time-weighted) for PERS, TRS, and PFC
is shown below:

TIME-WEIGHTED TOTAL RATES OF RETURN(%)

(unaudited)

PERS TRS PFC
Year ending 6/30/88 3.79 3.76 5.3
Two years 7.46 7.85 6.5
Three years 13.80 13.37 11.8
Four years 15.02 14.62 (¢D)
Five years ) @) 13.1
Year ending 12/31/88 11.65 11.93 8.5
Two years 6.48 6.44 5.9
Three years 10.72 10.20 9.3
Four years 13.72 13.31 (¢))
Five years ) ) 12.9

(a) source: PERS/TRS information obtained from De—

partment of Revenue, Treasury Division

internally calculated time-weighted

rates of return. PFC information

obtained from externally -evaluated SEI

Large Plan Report. Percentages pre—

sented are annualized time-weighted
rates of return.

(@) four-year data not available for PFC from SEI
external reports.

(2) five-year data not available for PERS/TRS for
years ending June 30 and December 31, 1988.

As can be seen, the PERS/TRS Funds time-weighted rate of
return generally exceeds that of the PFC. This 1is probably
a reflection of the additional risk the retirement funds
assume versus the more conservative approach taken by the
PFC in its investments and asset allocation.

Another performance measurement would be reviewing the
return of segmentsof the PERS/TRS and PFC portfolios; for
example, reviewing PERS/TRS and PFC domestic equity invest—
ments to the S&P 500 or the fixed income investments to the
Shearson Lehman Bond Index (SL-BONDS). Such an analysis
would show:
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3 a w
PERS/TRS/PFC EQUITY AND FIXED INCOME TIME-WEIGHTED

PERS

TRS

PFC

S&P 500

PERS

TRS

PFC

SL-BONDS
@
€Y
@

————— COMPARED' TO SPECIFTTTMARKET

ANNUALLY-COMPOUNDED"EATES OF RETURN

FOR YEARS ENDING DECEMBER 31, 1988 (@)
DOMESTIC EQUITIES
1 year 2 years rears rears
18721“ 9 .1 s - ""W TS~
18.21 10.04 12.95 17.27
15.50 11.10 13.50 (2)
16.80 10.90 13.40 17.80
FIXED INCOME
1l year 2 years 3 years 4 years
""g.73 5.14 9.37 12.33
9.10 5.01 8.58 11.71
7.20 4.30 8.10 2
7.60 4.90 8.40 11.50
source Dept, of Revenue, Division of

internally calculated
rates of return; PFC externally
ed SEI Large Plan Report; and,
dent sources of market indices.

five-year data not available for PERS/TRS.

data available for PFC

reports.

four-year not

external

time-

m
RETURNS
INDICES --------

years

15.00
15.30

5 years
1
€]

12.10
12.20

Treasury
weighted
evaluat—
indepen—

on SEI

The above analysis shows that for the most part PERS/TRS and

PFC

income

Another

achieved
investments compared to the S&P 500
investments
Index in

informative comparison

its
index.
Shearson

a competitive return on

outperformed the

each of the four years compared above.
achieved a competitive
when compared to the bond

return on
index.

its fixed

domestic

PERS/TRS fixed
Lehman
PFC also
income holdings

is reviewing the annual

equity

Bond

(each

and how that

year standing on its own, unlike the cumulative returns used
in the previous comparisons) rate of return

return fits into the universe of funds used for comparative
purposes.
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PERS/TRS/PFC
ANNUAL RATES OF RETURN AT MARKET VALUES
AND PERCENT RANKING IN COMPARATIVE UNIVERSE

1988

%  "Rank %  "Rank % Rank % Rani
Equities
PERS -15.1 100 28.8 63 37.5 38 17.7 96 -5.4 23
TRS -15.1 100 28.8 63 37.5 38 18.5 90 -5.2 22
PFC - 9.6 28 30.6 46 37.2 59 24.8 27 -6.4 55
Fixed Income
PERS 27.9 65 22.9 3 5.0 59 7.6 51
TRS 28.2 61 23.4 1 4.3 79 8.8 3
PFC 27.2 12 20.5 25 4.3 91 7.0 71

(a) source: PERS/TRS data from SEI  report for

quarter ending 6/30/88. PFC data from
SEl large plan report for period ending
6/30/88.

The rates of return above are based on the market value of
the equity and fixed income portfolios and includes unreal —
ized gains. PERS/TRS rankings are based on a comparison
with a universe of approximately 30 large state retirement
funds. PFC rankings are based on a universe comparison of
63 funds. The “""rank" describes (using percentages) how the
fund performed 1in relation to the other funds of the uni—

verse. For example, a rank of 100 indicates the fund had
the Jlowest performance and 99% of the universe performed
better. Conversely, a rank of 1 indicates the fund per—

formed the best and 99% of the wuniverse achieved lower
returns. A rank of 55 indicates the fund performed near the
median (50%), and that 45% of the universe performed worse
while 54% achieved better returns.
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OTHER RATE OF RETURN DATA

While not truly comparable, 1investment fund returns can be
reviewed against other fixed income returns.

PERS/TRS/PFC ANNUAL REALIZED (NOMINAL) RATES OF RETURN
COMPARED'TO OTHER FIXED "RATE"RETURNSTID

(unaudited)

Realized Rate of Return(%) Fiked Rates of Return(%)
YEAR PERS TRS PFC SBS(lI) DCP (1) CD(1)
1980 9.54 10.41 11.29 10.40 n/a 17.91
1981 10.73 11.02 16.00 10.75 n/a 15.91
1982 8.52 6.98 15.10 12.35 n/a 12.04
1983 11.09 11.32 12.76 12.55 n/a 8.96
1984 10.66 9.47 10.89 12.00 n/a 10.17
1985 9.96 9.84 11.61 11.80 n/a 7.97
1986 13.16 13.12 14.36 11.87 9.30 6.62
1987 13.98 13.94 13.37 11.54 9.08 6.74
1988 8.20 8.20 9.01 11.00 9.93 7.58

(a) source: Division of Legislative Finance; De—

partment of Administration, Division
of Retirement and Benefits.

(1) SBS - State Supplemental Benefit System
DCP - State Deferred Compensation Plan
CD - Certificates of Deposit

n/a - not available

The comparisons above are not an accurate measurement of
determining how PERS/TRS or PFC 1is performing 1in comparison
to other funds or instruments. While it does demonstrate
differing returns by different investing funds or instru—
ments, it does not indicate nor provide a basis for com—
paring how similarly designed funds invested in similar
securities are performing. Each of these funds or instru—
ments, with the exception of PERS/TRS, have different
objectives and goals and, therefore, have varying investment
strategies and policies.

Also, the schedule above presents a different picture than
the prior example. Here, annual realized (nominal) rates of
return are presented. Realized rates of return do not
include changes 1in market value and, therefore, are no -~
usually used for comparing performance. In this schedule,
PFC outperforms PERS/TRS in all but one annual period
presented. This compares to the previous time weighted
presentation that shows PERS/TRS outperforming PFC 1in all
but one period presented. This exemplifies how, depending
on a desired outcome, rate of returns can be used to make a
point. Since PERS/TRS are pensions funds, their return
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analyses should be based on a long-term view, not just how
the funds performed in any one annual period.

Another review of returns can be made between the retirement
funds and other market indices. Like the above, the returns

are not truly comparable. market indices reflect
returns for certain investmel whereas the PERS/TRS and
PFC Funds results reflect a .otal return on a balanced
portfolio of many types of 1investments. For example, the

Standard and Poor®s 500 (S&P 500) index reflects returns on
equities only; the 91 day Treasury Bill index (T-BILL)
reflects short-term fixed 1income 1investments; and, the
Shearson Lehman bond 1index (SL-BONDS) reflects returns on
bond investments.

PERS/TRS/PFC TIME-WEIGHTED TOTAL RATES OF RETURN
"COMPARED" TO "MARKET-TNDTCe"S"*ANnUAIIY-COMPOUNDED
RATES OF RETURN(1)

AS OF DECEMBER 31, 1988 (a)

(unaudited)

1 Year 2 Years 3 Years 4 Years 5 Yea:

PERS HVG6 - " 6.5 10.7 “Gt D
TRS 11.9 6.4 10.2 13.3 €D
PFC 8.5 5.9 9.3 ) 12.9
S&P 500 16.8 10.9 13.4 17.8 15.3
T-BILL 6.7 6.0 6.0 6.5 7.1
SL-BONDS 7.6 4.9 8.4 11.5 12.2
(a) source: Department of Revenue, Division of

Treasury, and independent sources of
market indices. PFC data from 12/31/88
Large Plan Report.

(1) five-year data not available for PERS/TRS.

(2) four-year data not available for PFC on SEI
external reports.

The misleading nature of drawing conclusions solely from
this analysis mustbe emphasized. For example, for the
three years ending December 31, 1988 theS&P 500had
achieved an annualized return of 13.4%; contrasted to PERS,

TRS, and PFC returns of 10.7%, 10.2%, and 9.3% respectively.

The S&P 500 is an 1index that measures only equities traded

on the exchanges. The PERS/TRS and PFC portfolios not only
contain stocks but also bonds, other Tfixed 1income securi—
ties, and real estate. Additionally, PERS/TRS holds invest—
ments in foreign equities, whereas the S&P 500 reflects only
domestic equity.

PERS/TRS and PFC may have achieved a return on its equity

portfolio competitive to that of the S&P 500. However,
fluctuations 1in bond, other Tfixed 1income, and real estate
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investments may have affected the overall total portfolio
rate of return. Therein lies the danger of relying solely
on a comparison of fund performance to any one market index.

COST OF MANAGING AND INVESTING PERS/TRS AND PFC FUNDS

It has been alleged that the cost of administering the
PERS/TRS Funds are "out of control"™ compared to the PFC. In
reviewing the cost of administering the retirement funds
versus the Permanent Fund the facts must again be kept 1in
perspective and require closer scrutiny before drawing
conclusions, similar to the <closer analysis needed when
comparing PERS/TRS and PFC rates of return.

The Department of Revenue, Treasury Division is responsible
for, among other functions, the investment and management of
the State of Alaska general investment fund; aHFC pledged
fund; international airports construction fund; inter —
national airports revenue Tfund; state mortgage 1insurance
fund; public employees ™ retirement trust fund; teachers”

retirement trust fund; judicial retirement trust fund;

military retirement trust fund; public school trust fund;

and the University of Alaska trust fund. Also, the division
is responsible for state cash management, debt management,

and investment accounting.

By far the largest cost centers 1in the management of the
PERS/TRS Funds are personal services (salaries) and contrac—
tual fees.

It has been alleged that it takes between 25-to-27 positions
to manage the PERS/TRS Funds as compared to the PFC requir—
ing 16 positions to manage their portfolio.

The 25-to-27 positions referred to above represents the
total staffing of the Treasury Division. These positions do
many tasks, as discussed above. Not all of those positions
have duties related to the PERS/TRS Funds. We examined the
job descriptions of employees 1in the Treasury Division and
verified those descriptions with some employees through
personal interviews. We also identified salary and benefits
costs for each of the Treasury Division employees and for
the division in total.

We have ~calculated that Treasury utilizes a full-time
equivalent (FTE) staffing of 11.3 positions to manage,
invest, and account for the PERS/TRS Funds 1in fiscal year
1988 at a cost of $655,273. These positions are responsible
for executive management, asset accounting, portfolio
management, real estate investment, and cash management as
it relates to the PERS/TRS Funds. This compares to the
fiscal year 1988 PFC staffing of 16 positions at a cost of
$863,000.
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Contractual fees comprise the largest cost of managing the
PERS/TRS and PFC Funds. These costs consist of payments

made for the services of professional money managers,

external performance analysis, external auditers, consul—
tants, and custody and safekeeping fees.

PERS/TRS fiscal year 1988 contractual payments amounted to
$4,841,564 compared to PFC expenditures of $3,428,000.

PERS/TRS incurs expenses that the PFC does not. PERS/TRS,

being two separate funds, has 1increased costs for services

such as 1investment processing, external auditors, and the
external performance analysis. The retirement funds also
incur additional costs due to PERS/TRS higher asset alloca—
tion to equities which, under an active investment strategy,

necessitates additional trade costs and because PERS/TRS
invests 1in foreign equities which require higher fees than
does a domestic equity. PFC does not invest in the foreign
markets, has a smaller asset allocation to domestic equity,

and utilizes an 1index equity portfolio resulting 1in reduced
management fees. As the PFC moves into the foreign markets

and reevaluates asset allocation, one would expect to see an
increase in their management fees.

The industry evaluates management and funds costs on s
"basis point™ system. A "basis point" reflects the cost to
manage $1,000. We performed a "basis point"” cost evaluation
of the PERS/TRS and PFC Funds, as follows:

PERS/TRS

Personal Services 1.90 .88
Travel .05 .15
Contractual 14.02 3.48
Other (capital outlay,

communications, rent,

depreciation) .08 .67
Total "Basis Point"

cost per $1,0(T0~ 16.05 5.18

As can be seen, the cost of PERS/TRS contractual 1is approxi—
mately four times that of the PFC. This reflects the
additional costs PERS/TRS incurs due to its higher
allocation to domestic -equities, investment in foreign

equities, the increased costs for identical services since
these are two separate funds, and the economies of scale
inherent in a large fund such as the PFC.

We do not feel a simple analysis with an allegation that
PERS/TRS costs three times more to manage than the PFC 1is
justified. A closer review shows valid reasons why PERS/TRS
Funds are more expensive to manage than the PFC fund.
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Recommendation No. 1

A Board of Trustees concept or structure should be estab—
lished that has broad powers and can exercise an active role
in the management and investment oversight of the PERS and
TRS Funds.

At present, the PERS and TRS boards (nor any other body)
have minimal, 1if any, 1investment and management oversight
responsibility over the nearly $3.5 billion of retirement
fund assets invested and managed by Treasury. What little
investment oversight authority the boards may have had was
eliminated by amending legislation in 1987/1988.

Currently the PERS and TRS boards are mostly administrative
in nature, handling the administrative aspects of the
retirement systems. The boards have no authority to direct
or establish investment policy or guidance nor do they have
the ability to effectively object to a direction the funds
may be heading and enforce an alternative.

We believe the State and other governmental employers, fund
beneficiaries, and active participants would be better
served by a restructuring of the current PERS and TRS boards
and the process of reporting to those boards.

We conducted a survey of all states®™ public employees®™ and
teachers” retirement systems and discovered that Alaska PERS
and TRS Funds 1investment management oversight is severely
lacking when compared to other larger, older, more experi—
enced funds.

An overwhelming number of respondents to our survey have an
investment oversight function that rests with an independent
body apart from the investment activity itself. This
oversight authority 1is vested 1in authoritative retirement
boards, boards of trustees (ranging from 3 to 4 and up to 16
members), 1investment committees and councils (usually a
subcommittee of a board of trustees), or a statewide invest—
ment commission or board. We believe a similar structure 1is
warranted for the PERS and TRS Funds.

The PERS and TRS statutes should be rewritten to allow, and
the boards should be restructured to accept, a new, stronger

investment management oversight responsibility. We recom—
mend that:
1. The current PERS and TRS boards be consolidated into

one overall board of trustees. The board of trustees
should be structured so that individuals with the
necessary and appropriate expertise are appointed, as
well as PERS and TRS beneficiaries and active partici—
pants. Additionally, Treasury officials and, barring
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constitutional prohibitions, members of the legislature
should be active participants on the beard.

2. Subcommittees of the board of trustees could be estab-—
lished to handle the respective administrative duties
of the PERS and TRS Funds.

3. The board of trustees should be vested with the author—
ity to employ outside 1investment advisors to review
investment policies and make recommendations; to
establish investment policies; to engage the indepen—
dent certified public accountants for the funds® audits
and have results reported directly to the board; to
contract with external performance evaluators who would
report directly to the board; and to review Treasury
investment and asset allocation decisions.

A Board of Trustees with overlapping and staggering appoint—
ments will also provide continuity from one administration
to another. Retirement funds such as the PERS and TRS are
perpetual in nature. They are considered to exist forever.

As such, a continuity 1in management 1is required, one that
can provide the historical perspective of past actions and

effects. The nature of the political environment 1is quite
opposite. Administrations come and go, as do the political
appointees that make the decisions that affect the retire—
ment funds. Presently, the commissioner of Revenue, an
appointed position, is the fiduciary of the retirement
funds. A political appointment of two or four years pales

in comparison to the longevity of the retirement funds. A
"changing of the guard” every two-to-four years does not
provide the needed continuity in fund administration. An
independent board of trustees, with oversight authority,
would provide the needed oversight and continuity over these
funds.

It has been argued that since the PERS and TRS Funds are
designated as trusts and the commissioner of Revenue 1is
designated fiduciary of the funds, that the boards cannot
and will not accept the fiduciary responsibility of managing
the funds.

In our discussions with PERS and TRS board chairpersons we
learned that the boards do want to assume more 1investment
oversight responsibility over the funds but at present do
not have the statutory ability to do so.

It has also been stated that the boards would not accept
the liability associated with acting as a fund fiduciary.

According to the Division of Risk Management of the Depart—
ment of Administration, the PERS and TRS boards are current—
ly covered by the Directors and Officials liability protec—
tion policy. This coverage, in the amount of $j00 million

(with a $5 million self-insured clause), covers any board or
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commission that 1is created by law and that the policy
coverage would extend to any actions taken by the boards or
commissions that are within 1its official duties. At
present, the commissioner of Revenue, as fiduciary, is
similarly covered by this policy. Additionally, the direc—
tor of Risk Management stated that if the funds incur a loss

due to a breach of fiduciary duty, the Directors aud Offi—
cers liability insurance policy may make funds whole,

depending on the circumstances, if the payments are a legal

liability. Based on the above, it 1is our opinion that the
insurance coverage presently available to the commissioner
of Revenue 1is likewise available to the current PERS and TRS

boards and would be available to a duly created board of
trustees acting in the capacity of fund fiduciary.

Therefore, we recommend that the administration and the
legislature establish a board of trustees concept or struc-—
ture to provide investment oversight on the Treasury invest—

ment operations, particularly the PERS and TRS Funds. Some
members of the board of trustees should have the necessary
professional skills. Other members should represent fund
beneficiaries, active fund members, the Treasury, and,
barring constitutional prohibitions, the legislature. The

board of trustees should have the authority to contract for
audits, external performance evaluations, and professional
advice. Additionally, the board of trustees should review
on an ongoing basis Treasury"s implementation of investment
policy and asset allocations.

Recommendation No. 2

The entire portfolio of the PERS and TRS Funds should be
subjected to an external performance review. Also, the
external performance reports should be presented directly to
the boards and should be in a complete, understandable, and
acceptable format according to industry patterns and
customs.

Presently, the PERS and TRS performance evaluation analyses
conducted by an independent evaluation service do not review
the entire retirement funds portfolios; are not in the usual
and customary format; do not contain the usual and customary
presentations; and do not compare the PERS and TRS Funds
with an acceptably large enough universe of other funds.

We found it difficult to glean information on the PERS and
TRS Funds operating results from the performance evaluation
reports prepared by the external fund performance contrac—
tors. To assist us in understanding those performance
reports, we contracted with the individual who had analyzed
PERS and TRS Fund performance in the past.

Our contractor had similar difficulty in understanding the

performance reports as presented. We subsequently discov—
ered that the difficulty 1in understanding the reports and
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determining fund performance lied not with the reader, but
with the unconventional format that the PERS and TRS Funds
results were presented.

According to representatives of SEI (Treasury®s performance
reporting contractor) the State®"s chief investment officer
had 1instructed SElI to prepare the performance reports
according to his own design. This format per our contractor
causes confusion and difficulty 1in analyzing fund results.
It is interesting that even SEI, the firm who prepared the
reports according to Treasury®s custom design, finds them
difficult to understand. IT people knowledgeable in this
area find the performance reports difficult to read and
analyze, we wonder how members of the PERS and TRS boards
and 1interested beneficiaries and active participants can
determine how their funds are performing.

Another area that our contractor found wunique was the
abbreviated form of the performance reports. The reports do
not include a number of standard comparisons, analyses, and
graphic presentations. These presentations assist in
understanding the fund performance and how they compare to
other funds. For example, the performance reports have no
presentations of asset growth summaries; total plan rates
of return; cumulative rates of return for market cycles
(falling markets and rising markets); reward versus risk
analysis; equity and bond purchases and sales turnover
analysis; equity portfolio profiles (showing capitalization
of investees, dividend yields, price/earning ratios, return
on net worth, -earnings growth rates, market/book ratios);
diversification and rate of return by industry sectors; and

other graphic and numerical presentations. It is argued
that this type of information 1is of little value 1iIn estab—
lishing 1investment policy and asset allocation. However,

all these analyses <combined assist in formulating an
informed judgement as to how the vretirement funds are
performing by interested parties other than those
responsible for investment policy and asset allocation.
These analyses, and many others, are used by the Permanent
Fund Corporation Board of Trustees to review the performance
of the Permanent Fund. These types of analyses are not
report cards on a fund, but rather a presentation of how one
particular fund 1is performing compared to other funds
competing for a return on investment.

Other areas of the PERS and TRS performance reports identi—
fied as lacking are that a total plan analysis 1is not
performed on the entire portfolio and that the universe of
funds used for performance comparison is too limited.

The major benefit of an external performance evaluation Iif
the 1identification of how one particular fund 1is performing
and how it compares to other funds (known as the "fund
universe™). To have a thorough evaluation/comparison, the
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entire portfolio must be externally evaluated. Presently,
the PERS and TRS portfolio does not have an externally
enerated total plan rate of return analysis because the
funds' real estate investments and foreign investments are

not taken into consideration. Most respondents to our
survey indicate their entire portfolios are externally
evaluated. Most of those funds also have investments in

equities, fixed income, some Tforeign investments, real
estate, mortgages, leveraged buyouts, and venture capital.

The PERS and TRS Funds are compared to a Tfund universe

consisting of only 28 other funds. This contrasts to the
Permanent Fund®s evaluation which compares itself to a
balanced fund population (wherethe funds have at least 5%
invested in equities and 5% 1in bonda) of 910 funds and a
Large Plan Report of 63 funds. We believe the PERS and TRS
Funds comparison is too restrictive and should be enlarged.

Comparing fund performance to a larger fund universe would
provide a better indication of how the PERS and TRS Retire—
ment Funds are performing compared to other funds.

We recommend that the entire PERS and TRS Funds be
externally evaluated thereby generating a total plan rate of
return; that the evaluations be performed and reported 1in
the standard informative forjiats with all appropriate
graphic and numerical presentations; that these reports
should be presented directly to the boards; and that the
PERS and TRS Funds be compared against an acceptable fund
universe.

The boards and/or Treasury should provide as much informa—
tion as possible to the Dbeneficiaries, active members,

executive and Legislative branches, and the public that is
clear and direct. By doing so, it would enhance public
accountability.

Recommendation No. 3

The Department of Revenue, Treasury Division (Treasury)
should follow generally accepted accounting principles 1in
its accounting of investments for the Public Employeesl
Retirement System (PERS) and the Teachersl Retirement System
(TRS) Funds.

Treasury does not account for PERS and TRS foreign equity
investments 1in accordance with industry generally accepted
accounting principles.

The term "generally accepted accounting principles™ (GAAP)
as used 1in reporting results of operations on the financial
statements refers to a body of theory and practice developed
by the accounting profession 1in association with industry
and other organizations that may be impacted by the adoption
of standards which 1include not only accounting principles
and practices but also the methods of applying them. GAAP
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is a technical accounting term encompassing a common set of
accounting concepts, standards, and procedures necessary in
order to render financial statements comparable between
enterprises and between accounting periods. Without adher—
ence to GAAP, wusers of financial statements would have no
uniform sttandard for judging the presentation of financial
position, vresults of operations, and changes 1in financial
position in those financial _
A user of financial statements expects those statements to
present fairly, clearly, and completely the economic facts
of the existence and operation of an enterprise on a consis—
tent and comparable basis. A departure from GAAP results in
financial statements that may not meet the user®s criteria
and will generally result in a qualified auditor®s opinion
disclosing the departure and what effect that departure has

on the financial statements. Treasury realizes the impor—
tance of an unqualified audit opinion. Treasury, in Appen—
dix J of 1its General Investment Policies, requires an

applicant for commercial real estate loans to submit audited
financial statements that contain unqualified audit opin—
ions. The presentation of PERS and TRS financial statements
by Treasury are departures from GAAP.

Treasury does not properly account for and report investment
transactions occurring in the PERS and TRS foreign invest—
ment portfolio. Treasury did properly account for and
report on 1its Tforeign portfolio activities through fiscal
year 1987; however, in fiscal year 1988, a departure from
GAAP was made, with which we do not agree is appropriate or
justifiable.

An important element of a financial statement, and a frame—
work of modern accounting, is the presentation of the
historical cost of assets, including investments.

Treasury forwards funds to its London-based foreign manag—
ers. These managers then 1invest in foreign equities. The

amount of the funds transferred to the foreign managers 1is
recorded as the <cost of the PERS and TRS 1investment in
foreign equities. When the foreign equities are subsequent—
ly sold by the foreign managers, the amount received from
the sale, which may include a gain on the sale, 1is usually
reinvested 1in foreign equities. Contrary to GAAP, the
reinvestment of proceeds from the sale of the equities are

not recorded in the accounting records and the cost basis of
the foreign portfolio 1is not adjusted to properly reflect

the new cost basis of the retirement funds®™ investments.

This accounting treatment was implemented over the 1initial

written objections of the state comptroller. The sale,

gain, and reinvestment of funds should be accrued and

recorded 1in the accounting records at the date of the
transaction in accordance with generally accepted accounting

principles.
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This irregular accounting treatment causes a material
understatement of the cost basis that PERS and TRS has
invested 1in foreign equity holdings. The understated cost
as presented in the PERS and TRS financial statements is
misleading to the average reader who 1is not aware of the
non-GAAP accounting treatment accorded these transactions by
Treasury.

In their June 30, 1988 balance sheet, Treasury shows the
cost and market value of PERS and TRS foreign portfolio as
follows:

Cost Market Value
PERS $77,847,000 $138,421,000
TRS 51,756,000 91,246,000

At first glance, a reader of the financial statements would
think that PERS and TRS had generated a $60,574,000 and
$39,490,000 (respectively) market gain.

However, had GAAP been applied to the accounting of the
foreign portfolio, cost and market Value would have been
presented as follows;

Cost Market Value
PERS $134,626,000 $138,421,000
TRS 88,711,000 91,246,000

Under GAAP, foreign portfolio market gains for the PERS and
TRS Funds would have been $3,795,000 and $2,535,000, respec—
tively. As reflected in the financial statements, PERS and
TRS market gains are overstated by approximately 1,500
percent.

The Treasury Division, chief investment officer has stated
that this accounting treatment 1is necessary because of
"investment accounting principles,” "fiduciary law,” and
"the IRS code.” None of those references, even if they do
address this 1issue, override GAAP and Alaska state law 1in
these circumstances.

Alaska Statute 37.05.150 states, in part, "The accounting
system must be in accordance with accepted principles of
governmental (fund) accounting . . . ." Generally accepted
governmental accounting principles are embodied in the
Governmental Accounting, Auditing, and Financial Reporting
publication prepared by the Government Finance Officers
Association. In this handbook of governmental accounting,
the jurisdiction of the Governmental Accounting Standards
Board (GASB) 1is defined as "The GASB will establish stan—
dards for activities and transactions of state and local
governmental entities . . . ." The handbook further defines
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the hierarchy of GAAP for financial statements 1issued by

state and local governmental units. This hierarchy 1is:

1. Pronouncements of the GASB are to be followed for
accounting and reporting by state and local governmen—
tal units.

2. In the absence of a GASB pronouncement regarding

accounting treatment, pronouncements of the Financial
Accounting Standards Board (FASB) are to be followed.

3. Pronouncements of bodies composed of expert accountants
that follow a due process procedure. This category
includes audit and accounting guides and statements of
position issued by the American Institute of Certified
Public Accountants.

4. Practices or pronouncements that are widely recognized
as being generally accepted because they represent
prevalent practice in a particular 1industry or the
knowledgeable application of pronouncements to specific
circumstances.

Since GASB 1is silent regarding the treatment of foreign
investments, pronouncements of the FASB must be followed.

In this case, generally accepted accounting principles

established by the FASB, and 1its predecessor the Accounting
Principles Board, should be followed by the Treasury Divi—
sion.

We recommend that Treasury account for and report on the
PERS and TRS Funds, including its foreign portfolio
activity, 1in accordance with generally accepted accounting
principles.
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STEVE COWPER, GOVERNOR

DEPARTMENT OF REVENUE ELEVENTH FLOOR

STATE OFFICE BUILDING
P.O. BOX SB
JUNEAU. ALASKA 99811-10400

August 22,1989

Ran_d){ S. Welker, CPA
Legislative Auditor ,

Division of Legislative Audit

P.0.Box W

Juneau, Alaska 99811-3300 LEGIiSLATIVE

Dear Mr. Welker: AUDIT

| have reviewed the Division of Legislative Audit's preliminary report entitled "A Special
Rep_ort on the Department of Revenue Treasury Division Public Employees’ and Teachers’
Retirement Funds".

At your request, | offer the following comments:

1, Wi.tht regtard to the discussion ofrealized returns on page eleven, | would like to
point out;

a.  The Financial Analysts Federation has endorsed the enclosed
"Performance Presentation Standards". These standards are the first and
only such standards in the mdustgy for guidance on how to calculate and
re[)ort investment performance. Section V.B. specifies that the use of total
return, including income and capital appreciation, is mandatory in the

presentation of investment performance data. Realized rates-of-retum, as

pointed out in your report, do not include unrealized capital appreciation.

b.  Realized returns are relevant for a fund which has net cash flow
requirements during the period being measured; in the case of retirement
funds, anet cash flow from investments is not estimated by the funds’
actuary to be required generally before FY 2005. See the enclosed "PERS
and TRS Financial Projections”, February 21,1989, Mercer Meidinger
Hansen. Sensitivity analyses in the projections indicate there may be some
chance that a smallportion of TRS invéstment earnings (no more than
one-tenth) will be needed as cash to cover benefit payments after FY 1991;

c.  The timing of actual realization of unrealized gains is at a fund manager's
discretionand may be affected by a fund’s cash flow requirements. Thus,
realized returns may reflect not only investment policy, as shaped by cash
flow requirements, and a portion of investment returns, but also assét
liquidation decisions prompted by cash flow needs.



On page 12, as your report points out, there are difficulties in comparing total
fund returns to market indices for individual classes of investments. The most
appropriate comparison would be to an average of the relevant indices weighted
by the asset allocations ofa fund. This would be similar to the approach
prescribed by the Financial Analysts Federation in section V.1.6.a. of their
'Performance Presentation Standards" (enclosed) for comparing results of
balanced accounts managed by investment advisors.

| am in basic agreement with Recommendation No. 1. There are obviously many
Issues to be considered in trying to develop the best possible structure for
aovernance 0f PERS and TRS Investment management. The Department of

evenue would be ,hapPy to work with Legislative members or bodies in
developing legislation to reform the structure.

To address these same concerns, the D@rprartment has developed aproposal to
create an mdePendent trust company. TTieproposed structure would provide for
the investment management of other State retirement and endowment trust
funds, as well as PERS and TRS. It also would greatly improve State cash
management procedures by allowing direct access to certain Federal Reserve
System services, rather than through an intermediary custodian bank.

The Department's proposal has been endorsed by resolutions of the PERS and
I&Ré t|>|oarhds and has been reviewed by the State’s fiduciary counsel, Willkie, Farr
allagher.

There is one issue addressed in your report to which | should respond. The
discussion of liability for fiduciary acts on page 17 does not take account of AS
_37.10.0?1(d2_and ie)hvv_hlgh make fiduciaries personally liable and extends state
indemnification of their liability onlc}/ insofar as their actions are prudent, even
though insurance would cover all fiduciary acts whether prudent or not. T .ese
statutory provisions were adopted to assure the most careful adherence by
fiduciaries to the dictates of prudence. | do not concur with the suggestion that
board members be allowed to avail themselves of the State's insurance coverage
of liability for fiduciary acts when those acts fail to meet the statutory standard of
professional prudence contained in AS 37.10.071(c).

| am in agreement with portions o f Recommendation No. 2. My specific
comments are:

a. | agree that performance reports should cover the total fund and include
cumulative rates-of-retum, a reward versus risk analysis, and relevant
graPhlcs. The Department has awarded a new contract for outside
P_er ormance measurement services that includes such information. The
it reports under the new contract will be available following the end of
the first quarter of fiscal year 1990.
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| do not feel that other detailed analyses, mostly ofindividual manager
portfolios, recommended in your report are uséful either in establishing
Investment policy and asset allocations or evaluating manager or fund
performance., Performance measurement data needs to be confined to
comparative information that focuses on the bottom line —rates-of-retum
—and the critical policy variables -- asset allocation, bond maturity, and
bond quality —that contribute to it. The worst thl_nﬁ to do, if trying to
ensure accountability, is to inundate fiduciaries with so much data that they
can't see the forest for the trees or have time to adequately review the

more critical information.

| there are particular problems with the format o f the report, the audit
should identify them and | would be haPpy to consider changes. As part of
the new performance measurement contract the Department will obtain

any specific suggestions the contractor has forrewsm? the format,
However, the Department will not relieve the contractor of the obligation
of supplying the reports in the format specified bY’ the Department If
revisions$ to the format decrease the report's intelligibility or appear to be
for the convenience of the contractor. There is no indus rP/ standard for
most of the presentations in these reports, the onll_)( possible exception being
certain basic information set out in Tables | and H of the enclosed
"Performance Presentation Standards" which no firm has yet adopted.
Various performance measurement firms have various formats. Each has
its own "standard" format and is reluctant to provide custom reports as
required by the Department due to the extra time and expense involved.

| agree that comparing performance to a larger universe is desirable,
provided that, as yourreport stresses in several other places, the
comparisons are meaningful. Under the circumstances it is not clear that
the contractor can provide any Iar%er universe that would be me_a_nm%ful.
The contractor, SEI Corporation, had the Iar%est universes specified by the
Department of the two firms responding to the RFP for these services. As
part of the new contract, the Department will obtain the advice of the
contractor on whether the universes can be meaningfully expanded.

The PERS and TRS funds are compared to two universes consisting of
pension funds over $500 million —one State Pensmn funds, the other
corporate. These universes were established to provide more meaningful
comparisons than a universe including many small pension plans. Small
plans for the most part operate under more restrictive constraints, have less
diversification into the various asset classes represented in PERS and TRS,
and are less likely to have professional management. As pointed out on
page 5 of your report, S|m||ar|t%/,m_objectl,ves, constraints, opportunities,
and resources are critical to achieving valid comparisons.
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Not unexp_ect.edlg, larger plans generally seem to have superior investment
returns as indicated by the enclosed "EXHIBIT 7" prepared by SEI. The
seqregation of corporate and state plans is useful because their significant
difference in asset allocations to equities, which results in mgr_n,ﬂcantl*
hlg,hebr| returns for corporate plans, focuses attention on this critical policy
variable.

5. The Department will comply with Recommendation 3, be?inning with its audited
flnanmaltstatements for fiscal year 1989. However, | would like to make three
comments;

d.

HM/MBB/ph
ends.

The statements on page 19 and 20 that Treasury does not account for
foreign equity investments properly or in accordance with generally
accepted accounting principles are“overly broad. Treasury does account for
foreign equity investments in accordancé with generally accepted |
accounting principles, with the exception of its treatment of historical cost
and the point of realization offoreign_gains or losses. Treasury's statement
of market value and total investment income for foreign equities is in
accordance with generally accepted accounting principles.” As stated by
Ermst & Whinney in theif annual audit of TreaSury investments, the
"differences would have no effect on total investment income".

The departure from GAAP and its effects are fuIIY disclosed in Treasury’s
financial statements. YourrePortshould acknowledge this. The statement
on page 20 that "A departure from GAAP..will generally result in a

8ua|| led auditor's opinion disclosing the departure and what effect that
departure has on the financial statements." may leave the reader with the
impression that Treasury did not make this disclosure.

The departure from GAAP was based on consideration of a number of
Issues. These issues were fully discussed by Treasury staff and its
independent auditors. The decision was personally réviewed bg me. The
issues are summarized in the enclosed memo of November 1,1988. The
report’s failure to address the issues contained in the memo, which was

rovided to Legislative Audit, and its failure to acknowle,dﬁe the ,

epartment’s review of the issue maY leave the reader with the impression
that the departure was made arbitrarily or capriciously. In fact, the issues
involved are very "close" as to what iS the best accountm(t;_treatment. This
is reflected in the fact that FASB-52, which is the accoun mngrmm_pIe at
issue here, was highly controversial and was adopted by the Financial
Accounting Standards Board only by a4-3 vote.
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Performance Calculation, Paragraph 1
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Formetion and presentation of composite
performance results by managers, Paragraph A
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Formation and presentation of composite

VIIL.

performance results by managers, Paragraph A

Number 13. (Continued)
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WILLIAM M.
MERCER MEIDINGER HANSEN

February 21, 1989

Mr. James R. Wilson
Statement Investment O fficer
State of Alaska

Department of Revenue
Treasury Division

P.O. Box SB

Juneau, AK 99811

Re: PERS and TRS Financial Projections
Dear Jim:

Enclosed you will find our actuarial projections of financial results
for both PERS and TRS for the next 15 years. As always, care should
be exercised in using these long-term financial projections.

For both PERS and TRS, we provide projections based upon four
different sets of actuarial assumptions. Thefirst table for each
retirement system is based upon the current actuarial assumption
which assumes an investment return rate of 9% per year and salary
increases of 6.5% for the first five years of employment and 55% for
later years of employment. Then, for each retirement system, we
provide three additional projections. The first one assumes a 1%
higher investment return with no change in the salary increase
assumption; the second one assumes no change in the investment
assumption but a 1% lower rate of salary increase assumption; the
last one, which provides the most optimistic scenario, bases its
projections upon a 1% higher rate of investment return with the 1%
lower salary increase assumption.

For both PERS and TRS, there were actuarial losses during FY88.
These losses led to lower funding ratios and increases in employer
contribution rates. There were three major deviations from actuarial
assumptions during the year. Of greatest importance was the
substantial increase in the monthly premiums for retiree medical
insurance. The monthly rate is currently $250 per month per benefit
recipient. After a few years of declining retiree medical insurance
premiums, the rates have once again shot skyward.

There were actuarial losses from less-than-anticipated investment
return rates during the year. Even with the three-year smoothing
approach used on valuation assets, the dramatic drop in equity values
on October 19, 1987 still had an affect on the total investment
performance for the year. Based upon valuation assets, both PERS and
TRS had investment performance rates during the year which were about
3% less than our 9% interest assumption.
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Partially dampening the affects of these two actuarial losses were
the less-than-anticipated salary increases during the year. Both
PERS and TRS experienced actuarial gains in this area-

The projections this year, when compared with last year's
projections, all show slightly lower funding ratios and slightly
higher employer contributions at all durations. More than anything
else, this reflects the impact of the higher cost of post-retirement
medical insurance. Also, this year's projections include additional
employer contributions for the Retirement Incentive Program.

Despue actuarial gains from less-than-anticipated salary increases
during FY88, actuarial losses from a dramatic rise in retiree medical
insurance premiums, as well as less-than-anticipated investment
performance, led to a decrease in funding ratios for both PERS and
TRS. Nevertheless, both plans are still extremely well funded and
are projected to remain so in the ensuring years.

Sincerely,

Robert F. Richardson, ASA, EA, MAAA
Principal

RFR:js
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) _ State of Alaska PERS m M.
Financial Projections (T000 amitted)

Investment Retum 9.00% (nominal) Salary Increases 6.04% (6.5/S.5 assumed)

— Valuation Amounts on Jul olloving 12 Months— — — Endin%

us* Total Employer Employee Total Benefi Net Investment Asse
Assets Llablllty (Derfp icit) Payments Contribs. Eamings Valuation
2,088,428 2,246,583 (138, 045,136 12B,539 64,553 193,092 97,839 93,233 200,702 2,384,364
2:384.364 2.511.963 (127.599) 1,002,222 126,601 68,452 195,063 106,870 88,183 22B,218 2,700,764
2.700.764 2,801,804 01, 1,062,756 123,924 72,586 196,510 116,504 80,006 257,607 3,038,378
3,038,378 3,%3,259 ,88) 1,126,946 122,838 76,970 199,829 125,883 73,946 289,087 3,401,411
3,401,411 3,464,631 63,221) 1,195,014 125,211 81,619 206,831 135,955 70,875 323,092 3,793,378
3,795,378 3,843,567 , 1,267,193 12B,32B 86,549 214,877 14B,046 66,832 359,963 4,222,172
4,222,172 4,256,607 433 1,343,731 132,148 91,777 223,925 160,809 63,116 399,936 4,685,224
4,685,224 4,706,831 ,658) 1,424,893 136,626 97,320 , 175,544 58,402 443,273 5,186,899
3,186,899 5,196,490 (9,591) 1,310,956 141,724 ,1 244,922 191,787 53,135 490,219 5,730,253
5,730,253 5,728,256 1,99 1,602,218 147,698 109,431 257,130 209,342 47,788 541,081 6,319,122
6,319,122 6,305,512 13,610 1,698,992 155,546 116,041 271,587 228,844 42,743 596,237 6,938,102
6,958,102 6,931,281 26,820 1,801,611 163,784 123,030 2B6,834 247,363 39,471 636,186 7,633,738
7,653,758 7,611,981 41,776 1,910,428 172,431 130,482 302,913 269,379 33,534 721,345 8,408,636
8,408,636 8,349,986 58,650 2,025,818 181,505 138,363 319,869 293,243 26,625 792,030 9,227,292
9,227,292 9,149,673 77,619 2,148,178 191,027 146,721 337,748 318,446 19,302 868,693 10,115,290

10,115,290 10,016,415 98.874 2,277,928 201,018 155,582 356,601 344,013 12,587 951,909 11,079,787

;o uses reduce employer contributions over 5 years
cits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
———————— As % of Salaries—---—————- Ash of Assets-

Fundi ng Employer Employee Total Benefit Net Investment
Ratio Contribs Contribs Contribs Payments Contribs Eamings
93.0 13.607. 6.837. 20.43%n 10.3%57. 4.27% 9.Q07.
A9 12.637. 6.837. 19467. 10.657. 3.481. 9.Q07.
9.4 11.667. 6.83% 18497. 10.%67. <= 2.80% 9.00%
97.4 10.907. 6.8 17.737. 1U.177. = 2.30% 9.Q07.
9B.2 10.487. 6.837. 17.31% 11.38% 1.977. 9.00%
98.7 10. 137. 6.83% 16.%7. 11.68% 1.67% 9.007.
99.2 9.837. 6.837. 16.6657. 11.9M% 1.42% 9.Q07.
99.5 9.507. 6.8 16.427. 12.3% 1.19% 9.007.
99.8 9.33r. 6.837. 16.217. 12.6%% 0.987. 9.00%
100.0 9.227. 6.837. 16.067. 13.077. 0.797. 9.00%
100.2 9. 16/. 6.837. 15.97. 13.471. 0.667. 9.00%
100.4 9.097. 6.87. 15.9% 13.73% 0.54% 9.Q07.
100.5 9.037. 6.83% 15.857. 14.10% 0.42% 9.007.
100.7 8. 96% 6.837. 15.707. 14.4387. 0.307. 9.0i7.
100.8 8.8M 6.837. 15.7Z7. 14.87. 0.207. 9. 0u%
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Table 6

) _ State_of Alaska PERS _
Financial Projections (*000 omitted)

Investment Retumn 10.007.  (naminal)
- == Flow Avounts During Following 12 Momths— -——----  Endi

— Valuation Amounts on JuIY

As of _Accrued ust# Total Employer Employee Total Benefi Net (Investment  Asse

June 30 Assets Liability icit) Salaries Contribs Contribs Contribs Payments Contribs Eamings Valuation
1983 2,088,428 2,246,583 158 945,136 128,539 64,553 193,092 97,859 95,233 224,047 2,407,708
1980 2,407,708 2,511,963 1,002,222 121.095 68,452 189.547 .106,870 82,677 256,943 2,747,328
1990 2,747,328 2,801,804 (54 4 1.062.756 112,941 72.586 185.527 116,504 69,024 201,921 3,108,273
1991 3,108,273 3,118,259 :&) 1,126,946 106.373 76,970 183.343 125.883 57,460 329,242 3,494,974
1992 3,494,974 3,464,631 1,195,014 107,466 81,619 189,085 135,953 53,130 369,629 3,917,733
1993 3,917,733 3,843,567 74,166 1,267,193 110,035 86,349 196.584 148,046 4B.539 413,789 4,380,060
1994 4,380, 4,256,607 123,453 1,343,731 112,496 91,777 204,273 160,B09 43,464 462,080 4,885,604
1995 4,BB5,604 4,706,881 178,722 1,424,893 114,826 97,320 212,146 175,544 36,602 514,816 5,437,024
19% 5,437,024 5,196,490 240,533 1,510,956 116,996 103,198 220,195 191,787 28,408 572,308 6,037,739
1997 6,037,739 5,728,256 309, 1,602,218 . 109,431 22B,411 209,342 19,0/0 634,916 6,691,725
1998 6,691,725 6,305,512 386,213 1,698,992 120,746 116,041 236,787 22B,B44 7,943 703,028 7,402,696
1999 7.402.696 6.931.281 471.415 1.801.611 122,260 123,050 245.310 247.363 %% 777,180 8,177,824
2000 8.177.824 7.611.981 565.842 1,910,428 123,485 130,482 253.967 269.379 ,A42) 857,901 9,07.0,312
2001 9,020,312 8.349.986 670.326 2,025,818 124,377 138.363 262.740 293.243 , 5,608 9,935,417
2002 9.935.417 9.149.673 785,743 2,148,178 124,891 146,721 271,611 318.446 46, 1,040,877 10,929,459
2003 10,929.459 10,016.415 913.044 2.277,92B 124.977 155,382 2B0.560 344,013 63,454)1,144,421 12,010,426

* Su luses reduce employer contributions over 5
icits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
-As [. of Salaries— -——-— ——As [. of Assets—

As of Fundi Employer Employee Total Benefit Net Investment
June 30 Ratri]% nt%%s Contribs Contribs Payments Contribs Eamings
1988 93.0 13.607. 6.837. 20.43%. 10.3%7. 4.257. 10.Q07.-
1989 95.8 12.087. 6.83%7. 18917. 10.66/- 3.221. 10.Q07.
1990 8.1 10.637. 6.837. 1746/. 10.%/. 2.36/. 10.007.
1991 99.7 9.447. 6.83%7. 16277. 11.177. 1.757. 10.Q07.
1992 100.9 8.997. 6.837. 1587. 1.3 1.4]%. 10.007.
1993 101.9 8.637. 6.837. 13517. 11.63/. 1 177. 10.007.-
194 102.9 8.377. 6.837. 15207. 11.977. 0.947. 10.Q07.
1995 103.8 8.057. 6.837. 1487. 12.37. 0.717. 10.Q07.
1996 104.6 7.747. 6.837. 14577. 12.697. 0.507. 10.Q07.
1997 103.4 7.437. 6.037- 14.267. 13.077. 0.307. 10.007.-
1998 106.1 7.107. 6.837. 13.947. 13.471. 0.117. 10.007.
1999 106.8 6.797. 6.837. 13.62. 13.731. -0.037. 10.007.
2000 107.4 6.467. 6.837. 13.297. 14.107. -0.187. 10.007.
2001 10B.0 6.147. 6.037. 1297. 14.41. -0.377. 10.007.
2002 108.6 5.817. 6.83%7. 164, 14.87. -0. /. 10.007.
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cits increase employer contributions over 2

&14 428

136

17

6.
29,696
4,770
B1,845
111,069
142,600
176,608

(naminal)

936,223
983,400
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Table 7

State _of Alaska PERS
Financial Projections (000 omitted)

Salary Increases
Flow Amounts During Following

Total loyer Empl
Salaries Cagﬁt%gs Coﬁt%bs Contribs

ears

PERCENTAGE

63,944
67,167

years

Total

191,661

5.047.

Beref it
Payments

<5.5/4.5 assumed)
H Months— — — — —
Net  Investment
Contribs
94,159 200,654
82,864 227,B73
70,64 256,550
60,B37 286,
5,121 319,
47,465 354,104
43,373 391,687
37,818 432,34
31,298 476,201
24,044 523,692
13,460 574,020
B,519 630,024
]&1,214 609,641
, 733,900
. 023,160
,2714) 097,088
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As of?
June 30

1988

AL

Table 8

) _ State _of Alaska PERS _
Financial Projections (000 anitted)

Investment Retumn 10.07. (nominal) Salary Increases 5.047. (3.5/4.5 assumed)
— Valuation Amounts on July 1- et Fit3H Amount™l During followin% 12 Months—- — Endi
_Accrued Surplus* Total Employer Empl Total Berefi Net Investment Asse
Assets Liability (Deﬁat) Salaries Contribs Contribs Contribs Payments Contribs Eamings Valuation
2,088,428 2,246,583 (15B, 936,223 127,717 63,944 191,661 97,502 94,159 223,993 2,406,379
2,406,579 2,497,668 91,089 983,408 116,253 67,167 ,420 106,061 77,359 236,539 2,740,497
2,740,497 2,770,007 , 1,082,972 104,304 70,552 174,856 115,134 59,722 290,738 3,090,957
3,090,957 3,065,357 ,601° 1,085, 97,758 74,108 171,865 123,829 48,036 326,952 3,465,946
3,465,946 3,386,586 79,360 1,139,719 97,784 77,843 175,627 133,080 42,347 366,052 3,374,544
3,874,544 3,735,867 138,678 1,197,161 97,546 81,766 179,312 144,194 35,118 408,583 4,318,246
4,318,246 4,114,220 204,026 1,257,498 97,012 ,887 , 155,808 27,001 454,7/0 4,800,107
4,800,107 4,524,203 275,902 1,320,876 96,149 90,216 186,364 169,199 17,165 504,369 3,322,142
5,322,142 4,967,303 354,838 1,387,448 H,921 94,763 189,683 183,882 5,801 559,115 5,887,058
3,BB7,05B 3,445,658 441,400 1,457,376 93,290 99,539 192,829 199,637 6,808) 617,801 6,498,050
6,498,050 5,961,862 536,IBB 1,530,827 91,217 104,556 195,773 217,073 ,300) 681,230 7,157,981
7,157,981 6,518,135 639,846 1,607,981 88,657 109,825 198,482 233,228 S 1 749,851 7 ,B73,0B5
7,873,085 7,120,015 753,070 1,689,023 85,562 115,360 200,923 252,553 1, 824,002 8,645,548
8,645,548 7,768,923 876,625 1,774,150 81,BB0 121,174 203,055 273,361 ,0 904,267 9,479,508
9,479,508 8,468,197 1,011,311 1,863,567 ,o004 127,213 204,836 293,108 ,272) 990,835 10,380,071
10,380,071 9,222,083 1,157,988 1,957,491 72,524 133,697 206,221 316,7/6 (110, 1,084,330 11,353,895
% .
Surpluses _redtTce employer contributions over 5
* De‘FIi)cits Increase er%p%er contributions over dearsyears
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA
i - ——— As 7 of Salaries- = — As 1. of Assets—
Funding Employer Employee Total Eierefit Net  Investment; >/ -1
- Siatlo, xeo<f>.< oV .-Contribs C.aJvltr.ts Contribs Payments™"t.Cattribs  Eamings “
V.. - =i -, - - @ -
‘ ?3-0 .. 13,647, 6lss. 20477, 10;47. 4_20X> 10.007.
b0 LLB27T., 603" 1B .§57. 10 .797. 3®Y. ="laoae"
98 .9 LOLOT.  6.837. v 16.937. A37. 2.067. 10.002
100.B g.017.  6.B3T. 13847, 11.47. 1.477. 10.002
1072.3 B.58T. G837, %% 15417, 11.637. 1.167. 10.Q07.
1037 B. 157, 6830 114987 12.047. 0.867. 10.002
105.0 TILT. 6837 14547, 12.397. 0.807. 10.007.
10b. 1 7,287, 6.037..0% 1417, 12.817. 0.347. 10.Q07.
L. | 6.B4T.  6.032 13.677. 13.237. 0.107. 10.002
108, 1 6. 407, 6.837, 13.231.  13.707. -0. 117. 10.007.
109.0 5.967. 6837 0 (12,797, 14. 18. -0.317. 10.002
109.8 5517, 6.837. \-],2.3470. 14.507. -0.467. 10.002
'uMz'Sﬁ sottwh 0Ty L E03T, LT 1 449 .. 63,> .,,40.002
l[,,m. L6217, 6.837. LLast.  15.417. -0.787. 10.0Q07.
1Ly LAgT, 6.037. 10997, 15.847. -0.917. 10.002



UNGER $10 MLLION
$10 TO 5S0 MLUON
OVER $50 MILLION

UNDER $10 MILLION
$10 TO $50 MAUON
OVER $50 MALIGN
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1979

(X) 117
(a) 12.9
(01 125

1979-88

12.9
13.6
ia7

Y >

e 'w \\ Y/ i't-if'

TOTAL FUND RATES OF RETURN BY ASSET SIZE

FOR PERIODS ENCHNG DECEMBER 31

A

% (0}

1980 1981 1982 1983 1984 1985 1986 1987
BARS REPRESENT THE RANGE OF RETURNS BETWEEN THE FIRST AND THIRD QUARHLE
ANNUAL MEDIAN ~ETURNS
17.5 30 24.4 14.9 66 25.1 15.0 3.2
196 1.7 25.0 15.1 7.3 256 15.2 46
18.5 2.8 25.2 14.9 8.3 25.8 16 1 37
ANNUALIZED LINKED MEDIAN RETURNS

19B0-BS  1981-88 1992-88 1983-88 1984-88 1985-88 1956-88 1987-88
131 125 14.0 12.3 11.8 13.2 9.4 68
137 13.0 147 13.1 12.7 14.1 10.5 82
138 133 14.8 13.2 129 14.0 10.4 7.6

EXHIBIT 7

1988

10.5
12.0
11.7

1988

10.5
120
11.7



TO: The Honorable Hugh Malone DATE: November 1, 1988
Commissioner of Revenue

FROM: Milton B. Barker SUBJECT: Foreign Equity
Deputy Commissioner Investment
Accounting

End-of-period valuation reports in investment accounting are computed based on
reported market values for marketable securities. |If the investments and the
domicile of the investor are in the same country (and, therefore, denominated
in the same currency), then the books of account are probably kept in the
country’s currency. However, if the investments are located in another
country and are denominated and traded in a foreign currency, then the market
valuation at the end of a period is denominated in the foreign currency. In
order to provide a valuation report in terms of the investor's domestic
currency and books of account, the foreign denominated value is converted to
domestic value by applying the momentary foreign exchange rate prevailing at
the end of the period between the domestic currency and the foreign currency.
This is an entirely appropriate methodology for valuation reports, but it is
not appropriate for reporting foreign investment activity or for recording
foreign investment transactions on the investor's domestic books of account.

If investments are made in different countries having different currencies,
then purchases, sales, gains, losses, and income transactions should not be
converted into U.S. dollar books of account. The value is not fixed in terms
of U.S. dollars and will not become fixed until the foreign currency is sold
and the proceeds are used to buy U.S. dollars which are repatriated. When the
U.S. dollars are repatriated, that is when events should be recognized on the
U.S. dollar books of account.

Over the last cive years the retirement funds have been investing in foreign
markets through our two contract managers, Citibank and Morgan Guaranty, both
of London, England. The funds' domestic book values should reflect the amount
of U.S. dollars we advanced to the managers for investment purposes and not
foreign transactions which arc- arbitrarily valued at a presumably appropriate
exchange rate somewhere near that point in time. By attempting to convert all
foreign investment activity into recordable U.S. dollar equivalents, we are
essentially marking up the funds’ book values to market values (albeit on a
lagging basis). Such actions destroy the historical nature of book value in
keeping track of the net U.S. dollar amount which was invested in the
securities, creates a book value which is inconsistent with the other book
values on the domestic books of account, and misleads users of the data.

The foreign investing through managers is analogous to buying stock in a
single foreign company or a mutual fund. The book value is the U.S. dollars
used to acquire the stock. [If the company or mutual fund buys or sells some



of its assets, it does not affect book value. |If the company or mutual fund
retains income for investment in the business or fund or uses it to buy other
assets, it does not change book value. The only things which could change
book value would be investing more U.S. dollars to buy more of the stock or
selling some of the stock for foreign currency and then exchanging the foreign
currency for U.S. dollars. The fact that the book value of the company’s
assets are increasing or decreasing does not change the book value of the
retirement funds’ investment. It does, however, change the market values.

Even dividend or interest income earned in foreign currencies should not be
ascribed as U.S. dollar income. As long as the income remains in foreign
currency investments, its amount in U.S. dollar terms is not fixed and varies
with each transitory change in the exchange rates. |If the income is remitted
in U.S. dollars, then its amount is fixed and then we can recognize it as U.S.
dollar income on accounting reports.

Attached is Chapter 16 of the Hiller Comprehensive GAA? Guide 1988 which
discusses FASB-52, the statement of the Financial Accounting Standards Board
that establishes generally accepted accounting principles for foreign
operations and exchange. FASB-52 requires recognition in U.S. dollars of the
book value of the income, gains, and losses realized in foreign currencies but
not converted into U.S. dollars.

There are several aspects of FA/B-52 that suggest this is a less than
satisfactory treatment of the accounting problem.

1. For one thing, FASB-52 was highly controversial and was adopted by only a
4-3 vote.

2. Significantly, any foreign currency exchange gain or loss that results
from translating (but not converting) income, gains, and losses realized
.in foreign currencies into U.S. dollars is not recorded as income on the
U.S. dollar books of account, but is instead to be posted directly to a
separate- component of shareholder equity and realized as income only on
partial or complete liquidation of the foreign investment. This seems
rather arbitrary since not only the gain or loss component but also the
original book value of the investment is just as much at risk to
fluctuations in foreign exchange rates.

3. Along these lines, it is interesting to note that on page 22 Miller
suggests that if it is not possible to compute meaningful exchange rates

(in his examples, owing to foreign strife or exchange restrictions), "it
is best to include earnings of a foreign operation only to the extent that
cash has been received in unrestricted funds.” Similarly, on page 24
Hiller states "disclosure of exchange rate changes. . .that occur

subsequent to the balance sheet date should be disclosed, if the effects
are material." Given that the retirement funds investments are of a



long-term nature., the exchange rate as of the balance sheet date is not
meaningful. Partial or complete liquidations of these foreign investments

are highly infrequent.

Perhaps the basic problem is that FASB-52 is oriented toward business
activities in foreign countries that generate liabilities in foreign
currencies. (The second model which FASB-52 addresses (page 4), a business
which conducts operations in U.S. dollars, is certainly not relevant.) The
retirement systems are a misfit in that they operate in foreign currencies yet
all their liabilities are in U.S. dollars. Indeed, this would be true of any
foreign investment, as opposed to business, activity. The examples and
language of FASB-52 do not explicitly address investment activities.

MBB/gb

Attachments



MANAGER AND INCEPTION DATE

R.E.
Aetna
Hancock
Equitable
Sentinel
JMB
Morgan
Karsten

Equity Managers:

(09-30-80)
(09-30-80)
(12-31-80)
(03-05-84)
(04-12-84)
(06-01-84)
(12-26-84)

Domestic Equity Managers

Alger
Invesco
Lehman
IDS

Loomis, sayles
Miller Anderson
United Capital

Active Group Average

Domestic Group Average

International

Citicorp

Morgan Guaranty

Group Average

Equity Managers
(11-01-83)
(11-01-83)

ALL EQUITY MANAGER AVERAGE

v-vi*dMWHH
ANNUAL RATES OF RETURN (a)

ON EXTERNALLY MANAGED EQUITIES
OF ALASKA RETIREMENT FUNDS

MANAGER MANAGER
R of R ROf R

Not net of fees of approximately .31%.

Pure internal

rate of return weighted by amount and date of deposits

Used 03-31-89 value because 06-30-89 was not available.

Portfolio Management,

August 16,

1989

Treasury Division

inception
to
06-30-89

MANAGER
R Of R



Fiscal Year 1989
Rates of Return at
Cost (c) Market

ANNUAL RATES OP RETURN (a)
ON INTERNALLY MANAGED FIXED

INCOME

INVESTMENTS

AND ON THE TOTAL FUNDS OF ALASKA RETIREMENT FUNDS

Fiscal Years 1985 through June 30,

Fiscal Year 1988
Rates of Return at
Cost (c¢) Market

10.63% 8.60%
9.48 7.67
9.63% 7.79%

-5.12% -5.12%
2.73% 1.93%

R. E. Mortgages 9.08% 11.81%
Bonds and Reserves (b) 9.68 15.04
Total Fixed Income 9.62% 14.72%
Total Equities 14.55% 14.55%
TOTAL FUND 11.58% 14.65%

a - internal rates of return under simplifying
b - Net of gains, losses, and amortizations.

¢ - cost returns for fixed income investments;

returns.

Portfolio Management, Treasury Division
August 18, 1989

but market returns on equities.

Fiscal Year 1987
Rates of Return at
Cost (c) Market

13.38% 4.05%
10.43 4.87

10.98% 4.71%
20.39% 20.39%
14.94% 10.90%

assumption of mid-month flows for fixed

The returns for total

1989

Fiscal Year 1986
Rates of Return at
Cost (c) Market

11.74% 17.96%
11.61 23.24

11.64% 21.67%
37.80% 37.80%
19.74% 26.59%

income

fund

*»

Fiscal Year 1985
Rates of Return at
Cost (c) Market

13.05% 26.61%
9.75 29.65
10.83% 28.62%
21.54% 21.54%
13.27% 26.84%

investments,

Fiscal Year 1985
Through
June 30, 1989
Rates of Return at
Cost (c) Market

12.07% 16.45%
10.14 15.18

10.55% 15.44%
15.08% 15.08%
12.14% 15.31%

approximate actuary's calculation of



request:

Revision Date: Agency Affected: Department of Revenue

Title: Management and investment of BRU: Treasury
certain State funds
Sponsor: House Finance Components:.

Requestor: House State Affairs

EXPENDITURES/REVENUES: (Thousands of Dollars)

FY o1 1 FY 92 i Fr93 1 FYo94 1 FY 95 1 FY 96
OPERATING I | 1 | 1

| PERSONAL SERVICES | 0 1 o 1 0 1 o ! 0 1 O
i TRAVEL 1 0 1 o i 0O 1 o | 0 1 O
| CONTRACTUAL j 1207 | 3139 | 5023 17337 | 10288 1 12853
| SUPPLIES 1 0 i o ! o 1 0 | 0 1 O
|  EQUIPMENT 1 0 1 o 1 o 1 0 i 0O 1 O
| LANDS & STRUCTURES | O ' o 1 o 1 0 ! 0 1 O
| GRANTS, CLAIMS |] 0 1 o I 0 1 o ! 0 1 O
1 MISCELLANEOUS | 0O 1. o0 i 0 1 o I 0 1 O
1 TOTAL OPERATING 11207 | 3139 | 5023 17337 | 10288 1 12853
| CAPITAL 1 0 1 o 1 o 1 o 1 0 1 O
1 REVENUE 1 0 1 o 1 o 1 o 1 0 1 O
FUNDING: (Thousands of Dollars)
| GENERAL FUND ! o 1 o 1 o 1 o 1 0 0
| FEDERAL FUNDS | 0o I o 1 o 1 0O 1 0 1 O
] OTHER (SBS) | 1207 | 3139 | 5023 17337 | 10288 1 12853
1 TOTAL 11207 | 3139 | 5023 17337 | 10288 1 12853
POSITIONS:
| FULL-TIME [ o 1 o 1 o 1 o 1 0 1 o0
| PART-TIME | 0 i 0O 1 o 1 o ! 0 1 0
1 TEMPORARY | 0 1. 01 o 1 o 1 0 1 O
ANALYSIS: Fiscal year 1990 effect is zero.
See attached analysis
Prepared By: Hilt Barker Phone: 465-2350
Divisions Treasury Date: March 20. 15
Approved by Commissioner”®
Agency: Department of~ifevenue
Distribution (by preparer):

Legislative Finance

Legislative Sponsor

Requestor

O ffice of Management and Budget

Impacted Agency(ies) page 1 of 2



HB 530
35 Investrent Maregaent: Costs
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(i Millions) ((2000)]

Flscal EJ b urig I\/ﬂgmsmd( Qustodian Audit Mesuemet  Total

Maturmes conterutlons %@ Eamings ance Pees  Pecs Pees Pees
FaL 1511 500 1005 90 201 B35 52 100 120 1207
Frp Zﬂl 1189 50 271 27 407 263 156 100 120 3139
P33 207 %3 600 4838 240 6109 H46 27 100 120 923
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FARTHER

DATE TURNED IN'
The Finance Committee SHB 58] (Finance) am
Investment of state funds
and recommended:
, N [-"frame title
[*J~replace with NCS :S///3 [ 1] nevr title
[ ] or adopt CS [ 1] technical
title change
[ ] attached amendment(s) (HB only)
C ] letter of intent adopted
[ ] do pass
[ ] do not pass
[ ] no recommendation
[ ] individual recommendations
[ 1 further referral to
ATTACHES NEW FISCAL NOTE(S): APPROVES PREVIOUS
Dept/Date: Dept/Date:
[*-3"'fiscal note(s) [«~T'fiscal note(s)
3¢ <Ffos g '
[ 1 zero fiscal note(s) [ 1 zero fisca) note(s)

[ ] appropriation-no fiscal

DO pass:

note

OTHER RECOMMENDATIONS:



tTIVE SESSION Publish Date

FISCAL NOTE

Revision Date: Agency Affected:__Administration
Title: An Act relating to management and BRU: Centralized Administrative Services
Investment of certain State funds

Sponsor: Finance Committee Components: Finance

Requestor: Sf-ate Affairs

EXPENDITURES/REVENUES: (Thousands of
OPERATING FYo1 FY 92

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

CRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING

CAPITAL 0 0 1 0 0 1| o ! 0
REVENUE 0 0 1 0 0 0 0

FUNDING: (Thousands of
GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary)

HB 580 does not appear to have any Impact on the Division of Finance in Its present form. The
primary changes appear to be wherever In the Statutes it formerly had "Commissioner of Revenue"
itmill now have "State Investment Board" and a new section of the statutes has been added ta
establish a State Investment Board in the Department of Revenue. The board is to manage and
invest State funds with the assistance of the Department of Revenue. From discussions with the
Department of Revenue, they will be preparing” fiscal note for .the"impact to them.

Prepared by.~Kcith Busch. Director " A ﬁhm@! 465-2240
Division: Finance n Date:
Approved by Commission rank Bax Date:

Agency: Department of Administration
vkjulu euuumuts uu-uugu r™u.
Distribution (by preparer):

Cch . ) Changes in )
anges In . sx0 (Fin) have no fiscal impact.
have no fiscal impact.

This fiscal note is
appropriate.

This fiscal note s
appropriate. n 1 of

V3K2/031501-0/142
Rev: 11/89



STATE OF ALASKA Bill Version: scs HB 580 (sa) (b)

1990 LEGISLATIVE SESSION Publish Date: A/30/90
riDUiu rjuic.
REQUEST:
Revision Date: Agency Affected: Alaska State Investment Core
Title: Establishing Alaska State BRU:
Investment Corporation
Sponsor: Senate State Affairs Components:

Requestor: Senate State Affairs

EXPENDITURES/REVENUES: (Thousands of Dollars)

1FY 91 FY 92 1 FY 93 i FY 94 | FY 95 1 FY 96
OPERATING 1 1 1 1 1
PERSONAL SERVICES | 494.6 989.3 | 989.3 | 989.3 | 989.3 ] 9893
TRAVEL 1 0 0 1 0 ! 0 1 0 | 0
CONTRACTUAL | 7200.9 144744 14662.8] 148942 15189.3|15445.8
SUPPLIES ' 0 0 1 0 i 0 1 0 | 0
EQUIPMENT 1 0 0 I 0 i 0 1 0 | 0
LANDS & STRUCTURES 1 0 0 1 0 1 o 1 0 | 0
GRANTS. CLAIMS 1 0 1 0 1 0 ! 0 1 0 | 0
MISCELLANEOUS 1 0 0 1 0 1 0 1 0 I 0
TOTAL OPERATING 176955 | 15463.7| 15652.1| 15883.5| 16178.6|16435.1
CAPITAL
REVENUE
FUNDING: (Thousands of Dollars)
| GENERAL RUND | 0 1 0 | 0 | O | 0 | 0
j FEDERAL FUNDS | 0 | 0 | 0 | O | 0 J 0
| OTHER | 76955 | 15463.7] 15652-1j 15883.5| 16178.6|16435-1
TOTAL J 76955 | 15463.7) 15652.11 15883.5| 16178.6116435.1
POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 | 0 | 0 0 0

ANALYSIS: attach a separate page for analysis. Fiscal year 1990 effect is zero.
Fiscal years 1991-1996 are the sum of the amounts deleted from the Treasury budget on
the attached fiscal note plus estimated common stock management fees for SBS shown on

the attached schedule.

Prepared By: Milt Barker M B Phone: 465-2350
Division: Treasury Date: April 30, 1990
Approved by Commissioner: |£r Date:

Agency: Department of Revenue

Distribution (by preparer):

Legislative Finance Changes injyj* esssrjstQ (Fin)
Legislative Sponsor have no fiscal impact.
Requestor This fiscal note is

O ffice of Management and Budget appropriate.

age 1 of 3

Impacted Agency(ies)



FISCAL NOTE

REQUEST:

Revision Date: Agency Affected: Department of Revenue
Title: Establishing Alaska State BRU: Treasury

Investment Corporation

Sponsor: Senate State Affairs Components:.

Requestor: Senate State Affairs

EXPENDITURES/REVENUES: (Thousands of Dollars)

Fy 91 FY 95 FY 96
OPERATING
PERSONAL SERVICES (494.6) (989.3) ](989.3) ](989.3) (989.3) 1(989.3)
TRAVEL 0 0 j 0 jo 0 i 0
CONTRACTUAL (7080.2) (14160.5)j(14160.5)|(14160.5) (14160.5)1(14160.5)
SUPPLIES 0
EQUIPMENT 0
LANDS & STRUCTURES 0
GRANTS, CLAIMS 0
MISCELLANEOUS 0
TOTAL OPERATING (7574.8) (15149.8)](15149.8)|(15149.8) (15149.8)1(15149.8)
1 CAPITAL 1 0 1 0 1 o 1 0 1 0 1 0
1 REVENUE 1 0 1 0 1 o 1 0 1 0 1 0
FUNDING: (Thousands of Dollars)
| GENERAL FUND 0 | 0 | 0 | 0 | O | O
j FEDERAL FUNDS 0 | 0 | 0 | 0 | O | O
j OTHER (7574.8)1(15149.8)](15149.8)](15149.8)](15149.8)](15149.8)
TOTAL (7574.8)1(15149.8)|(15149.8)|(15149.8)](15149.8)]|(15149.8)
POSITIONS:
| FULL-TIME 0 0 0 0 0 0
j PART-TIME 0 0 0 0 0 0
I TEMPORARY 0 0 | O I 0 1 O 1 O

ANALYSIS: attach a separate page for analysis. Fiscal year 1990 effect is zero.
Fiscal years 1992 through 1996 based on the State Investment Corporation assuming
responsibility for trust fund investments January 1, 1991. The amounts are the
retirement and endowment funding contained in Treasury's fiscal year 1991 budget.
Fiscal year 1991 effect is half of the Treasury fiscal year 1991 budget.

Prepared By: Milt Barker g n Phone: 465-2350
Division: Treasury Date: April 30, 1990
Approved by Commissioner: Date:
Agency: Department of Revenue
Distribution (by preparer): changes inod.5 C?0//[3<Iya(Fin)
Legislative Finance have no fiscal impact.
Legislative Sponsor This fiscal note 1is

RequeStOI’ appropriate,
O ffice of Management and Budget

Impacted Agency(ies) page 2 of 3



Beglnnling bl I nd Stock Performance

Fiscal Ligquid Average Investment Liquid Management Custodian Audit Measurement Total
Year Balance Maturities Contributions Balance Earnings Balance Fees Fees Fees Fees Fees
FY91 0 151.1 50.0 100.5 9.0 210.1 93.5 5.2 10.0 12.0 120.7
FY92 210.1 118.9 55.0 297.1 26.7 410.7 276.3 1j.6 10.0 12.0 313.9
FY93 410.7 96.3 60.0 488.8 44.0 610.9 454 .6 25.7 10.0 12.0 502.3
FYo4 610.9 202.9 65.0 744 .8 67.0 945.8 692.6 39.1 10.0 12.0 733.7
FY95 945.8 128.7 70.0 1045.1 94 . » 1238.6 97».9 54.9 10.0 12.0 1028.8
FY96 1238.6 60.0 75.0 1306.1 117.5 1491.1 1214.7 68.6 10.0 12.0 1285.3
Hotes:

1. Column 6, prior year

2. From Division of Retirement & Benefits

3. Treasury Division estimate based on FY 89 contributions

4. Column 1 + (Column 2 + Column 31/2

5. 9% x Column 4

S. Column 1 + Column 2 + Column 3 + Column 5

7. column 4 x .31% per contract x 30% asset allocation to common stocks

8. Column 4 x 5.257/il000 per contract

9. Per contract

10. Treasury Division estimate

11. Columns 7 + 8 * 9 + 10.

page 3 of 3



6-2313D

5/4/90
. L : &P d
Original sponsor(s): Finance Committee
IN THE HOUSE BY THE FINANCE COMMITTEE
SENATE CS FOR CS FOR HOUSE BILL NO. 580 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing the Alaska State Investment

Corporation; relating to management and investment of
funds of the teachers®™ retirement system, University
of Alaska fund for money from the sale or lease of
land granted by Congress, judicial retirement system,

Alaska National Guard and Alaska Naval Militia re—
tirement systen, public school trust fund, Alaska
children®s trust fund, group health and life benefits

fund, supplemental employee benefits program, public
employees” retirement system, public employees™

deferred contribution program; requiring that certain

accounting records be maintained 1in accordance with
generally accepted accounting principles; and provid—
ing for an effective date."”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 37.10 1is amended by adding new sections to read:
ARTICLE 5. ALASKA STATE INVESTMENT CORPORATION.

Sec. 37.10.210. ALASKA STATE INVESTMENT CORPORATION. (@) There
is established the Alaska State Investment Corporation. The corpo—
ration 1is a public corporation and government instrumentality in the
Department of Revenue managed by a board of directors. The purpose of
the board 1is to provide professional management and 1investment of

state trust funds and other state funds upon agreement with the manag—

ers of those funds.
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(b) The board consists of seven members:

(1) one member, nominated by the Teachers®" Retirement Board
and appointed by the governor, who 1is a member of the teachers" re—
tirement system;

(2) one member, nominated by the Public Employees®™ Retire—
ment Board and appointed by the governor, who 1is a member of the
public employees™ retirement system;

(3) one member, who 1is an employee of an employer partic—
ipating in the supplemental benefits system under AS 39.30.150 -
39.30.180 or who 1is receiving a benefit under that system because of
the person®s prior "employment appointed by the governor from three
nominees nominated for the position by the Teachers®™ Retirement Board
and by the Public Employees®™ Retirement Board; and

(4) four public members, appointed by the governor.

©) At least two of the public members must have recognized
competence and wide experience in finance, investments, or other
business management-related fields. A public member may not hold
another 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 of this state.

(d) The members of the board shall be appointed for staggered
terms of four years and may be reappointed to the board.

(e) The governor may remove a member of the board from office.
A removal by the governor must be in writing and must state the reason
for the removal. After a member receives written notice of removal
from the governor, the member may not participate in board business
and may not be counted for purposes of establishing a quorum.

(f) Members representing a state retirement system or the sup-—

plemental benefits system may hold another compensated state office,



position, or employment, either elective or appointive.

(@ A vacancy on the board shall be promptly filled in the same
manner as the seat was originally filled. An appointee to a vacancy
holds office for the balance of the unexpired term of the appointee’s
predecessor. A vacancy on the board does not impair the authority of
a quorum of the board to exercise all the powers and perform all the
duties of the board.

(h) The board shall annually elect a chair from among 1its mem—
bers.

(i) Four members of the board constitute a quorum for the trans—
action of business and the exercise of the powers and duties of the
board.

a) )\ board member may not designate another person to serve on
the board in the absence of the member.

Sec. 37.10.220. POWERS AND DUTIES OF THE BOARD. (@ The board
shall

(1) hold regular and special meetings at the call of the
chair or of at least four of the members;

) establish investment policies for the funds for which
it is responsible;

(€)) submit long-range and quarterly investment reports to
the Legislative Budget and Audit Committee;

4) report to the governor and the legislature by Septem—
ber 30 of each year concerning the investment of state funds including
financial and investment policies established by the board;

(5) contract with external performance evaluators to review
the performance of each fund managed or invested by the corporation
and report each year to the board and to the other boards directly

responsible for the activities supported by the fund on the fund"s



condition; the report must be complete, understandable, and presented
in acceptable format according to industry patterns and customs;

(6) engage independent certified public accountants to
preparean annual audit of each of the funds for which the corporation
isresponsible and to report to the board with the results of the
audit.

(b) The board may

(1) employ outside investment advisors to review investment
policies and make recommendations to the board;

2 enter 1into an agreement with the manager of another
state fund, other than the commissioner of revenue with respect to
money invested under AS 37.10.070, to assume fiduciary responsibil—
ities for managing and investing the other state fund; an agreement
under this paragraph may not be for a term longer than three years but
may be renewed;

(3 do all acts necessary, convenient, or desirable to
carry out the powers expressly granted or necessarily implied in this
chapter.

Sec. 37.10.230. CONFLICTS OF INTEREST. (€)) Members of the
board and the executive director are subject to the provisions of
AS 39.50.

((»)) IT a member of the board or an employee of the corporatio
acquires, owns, or controls an interest, direct or indirect, in an
entity or project in which assets under the control of the corporation
are 1invested, the member shall immediately disclose the interest to
the board. The disclosure 1is a matter of public record and shall be
included in the minutes of the board meeting next following the dis—

closure.

Sec. 37.10.240. REGULATIONS. The board may adopt regulations

CS CSBH 580 (Fin)



under the Administrative Procedure Act (AS 44.62) to interpret and
implement AS 37.10.210 - 37.10.399.

Sec. 37.10.250. COMPENSATION OF BOARD MEMBERS. Members of the
board, other than state employees, receive an honorarium of $400 for
each day spent at a meeting of the board or at a meeting of a subcom-—
mittee of the board or at a public meeting as a representative of the
board. Members of the board are entitled to per diem and travel
allowances as provided for members of state boards and commissions
under AS 39.20.180.

Sec. 37.10.260. STAFF. (@ The board shall, jointly with the
Board of Trustees of the Alaska Permanent Fund Corporation, employ an
executive director under AS 37.13.100. The operational,, 1investment,
and administrative functions of the corporation are vested 1in the
executive director who serves under the joint supervision of the board
and the bDboard of trustees. The executive director shall appoint
employees of the corporation as necessary under AS 37.13.100. The
board and the board of trustees shall agree on responsibility for
compensation for the executive director and employees of the two
corporations.

() A deed, contract, or other document that must be executed
or on behalf of the corporation shall be signed by the executive
director.

Sec. 37.10.270. INSURANCE. The corporation shall protect trus-—
teed assets and 1its own assets, services, and employees by purchasing
insurance or providing for self-insurance retentions 1in amounts recom—
mended by the executive director and approved by the board to cover
the acts, including fiduciary acts, errors, and omissions of its board

momhore N-FFlrorc omr\1 mrooe anr? anonfc Tnenranoo eVial 1 the

corporation and the state from liability to others and from loss of

Pit
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trusteed assets and assets of the corporation.

Sec. 37.10.280. EXEMPTION FROM TAXATION. The corporation and
all properties at any time owned by 1it, managed by 1it, or held by it
in trust, and the 1income from those activities, are exempt from all
taxes and assessments in the state. All security instruments issued
by the corporation and income from them are exempt from all taxes and
assessments in the state, including transfer taxes.

Sec. 37.10.290. LIMITATIONS. The corporation may not engage 1in
commercial banking activity or private trust activity. The corpora—
tion may not act as a depository or trustee for a private person,
association, or corporation. The corporation may not act as a lender
to a private person, association, or corporation of money from any
source except state funds under management by the corporation.

Sec. 37.10.300. LIABILITY. A liability incurred by the corpo—
ration shall be satisfied exclusively from the assets or revenue of
the corporation and a creditor or other person may not have a right of
action against the state because of a debt, obligation, or liability
of the corporation. A liability of the corporation may not be sat—
isfied irom trust assets unless expressly authorized by law.

Sec. 37.10.399. DEFINITIONS. In AS 37.10.210 - 37.10.399,
unless the context otherwise requires,

(€)) "board™ means the board of directors of the corpora—
tion;
) "corporation™ means the Alaska State Investment Corpo—
ration.
Sec. 2. AS 14.25.035(d) 1is amended to read:
(d The commissioner of administration shall report to the board

the system. The re-



directors of the Alaska State Investment Corporation [COMMISSIONER OF
REVENUE] shall provide reports to the board on the condition and
investment per?ormance of the teachers®™ retirement trust fund and an
annual external performance review.

Sec. 3. AS 14.25.180 1is amended to read:

Sec. 14.25.180. MANAGEMENT AND INVESTMENT OF FUND. (@) The
board of directors of the Alaska State Investment Corporation [COMMIS—
SIONER OF REVENUE] 1is the [TREASURER OF THE SYSTEM AND THE] fiduciary
of the fund. In managing the fund, the board of the corporation
[COMMISSIONER OF REVENUE] shall

(1) consider the status of the fund"s investments and the
system®s liabilities on both a current and a probable future basis;

(2) determine the appropriate investment objectives for the
fund;

3) establish 1investment policies aimed at achieving the
objectives; and

(4) act only in regard to the best financial interests of
the system®s beneficiaries.

(b) The board of the corporation [COMMISSIONER OF REVENUE] may
invest the fund on the basis of probable total rate of return without
regard to the distinction between principal and 1income or to the
generation of 1income.

©) In carrying out investment duties under this chapter, the
board of the corporation [COMMISSIONER OF REVENUE] has the same powers
and duties 1in regard to the teacher®s retirement trust fund as are
provided 1in AS 37.10.071, except that the standard of prudence that

board of the corporation [COMMISSIONER] must obey under AS 37.10.-

of large trust investments



* Sec. 4. AS 14.40.400(b) 1is amended to read:
(b) The board of directors of the Alaska State Investment Corpo—
¢ ration [COMMISSIONER OF REVENUE] 1is the fiduciary of the trust fund

and shall account for and invest the fund as set out 1in AS 37.14 .-

¢ 110(c), 37.14.160, and 37.14.170, except that the board of the corpor—
e ation [COMMISSIONER] shall report the condition and 1investment per—
/ formance of the fund to the Board of Regents.
£ * Sec. 5. AS 22.25.048(c) 1is" amended to read:
S (c) The board of directors of the Alaska State Investment Corpo—
1c ration [COMMISSIONER OF REVENUE] 1is the [TREASURER OF THE SYSTEM AND
1 THE] fiduciary of the fund and has the same powers and duties under
12 this section 1in regard to the judicial retirement trust fund as are
13 provided in AS 14.25.180.
14 * Sec. 6. AS 26.05.228(c) 1is amended to read:
5 (©) The board of directors of the Alaska State Investment Corpo
16 ration [COMMISSIONER OF REVENUE] 1is the [TREASURER OF THE SYSTEM AND
o THE] fiduciary of the fund and has the same powers and duties under
18 this section in regard to the fund as are provided under AS 14.25.180.
19 * Sec. 7. AS 36.30.850(b)(15) is amended to read:
20 (15) a contract that is a delegation, 1in whole or in part,
21 of 1investment powers held by the commissioner of vrevenue under
2 [AS 14.25.180, AS 14.40.400,] AS 14.42.200, 14.42.210, AS 18.56.095,
23 [AS 22.25.048, AS 26.05.228,] AS 37.10.070, or 37.10.071 [, AS 37.14,
24 OR AS 39.35.080]:
25 * Sec. 8. AS 36.30.850(b) 1is amended by adding a new paragraph to read:
2u (22) a contract that is a delegation, 1in whole or 1in part,
27 of investment powers held by the board of directors of the Alaska
28 State Investment Corporation under AS 14.25.180, AS 14.40.400, AS 22.-
29 25.048, AS 26.05.228, AS 37.10.071, AS 37.14, AS 39.30.095, 39.30.175,
SCS
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AS 39.35.080, or AS 39.45.030.
Sec. 9. AS 37.10.071 1is amended to read:

sec. 37.10.071. INVESTMENT POWERS AND DUTIES. (a) In making
investments under this section, the fiduciary of a state fund [COMMIS—
SIONER OF REVENUE] shall

Y) act as official custodian of cash and 1investments by
securing adequate and safe custodial facilities for them;

(2) receive all items of cash and investments;

(3 collect and deposit the principal of and income from
owned or acquired investments;

O) invest and reinvest the assets in accordance with this
section;

(5) receive and spend appropriations to cover the cost of
the exercise of duties under this section;

(6) exercise the powers of an owner with respect to the
assets;

) perform all acts, not prohibited by this section,
whether or not expressly authorized, that the fiduciary [COMMISSIONER]
considers necessary or proper in administering the assets;

©)) maintain accounting records 1in accordance with gener—
ally accepted [INVESTMENT] accounting principles;

(©)) engage an independent certified public accountant to
conduct an annual audit of the financial condition and investment
transactions;

(10) enter 1into and enforce contracts or agreements con-—

sidered necessary, convenient, or desirable for the 1investment pur—

poses of this section
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or the equivalence of those rates or prices 1in the judgment of the
fiduciary [COMMISSIONER].

) Under this section, the fiduciary of a state fund or
fiduciary7s [COMMISSIONER OR THE COMMISSIONER7S] designee may

(1) delegate investment, custodial, or depository authority
on a discretionary or nondiscretionary basis to officers or employees
of the state or to 1independent firms, banks, or trust companies, by
designation through appointments, contracts, or letters or authority;

2 acquire or dispose of investments either directly,
indirectly, or through investment pools or trusts, by competitive or
negotiated agreements, contracts, or auctions, 1in public or private
markets;

3) concentrate or diversify investments as the fiduciary
[COMMISSIONER] <considers appropriate to increase the probable total
rate of return or to decrease the overall exposure to potentially
adverse market value risks;

4) protect the market value or the rate of return of the
investments by entering into forward agreements to buy or sell assets
at a future date as a hedge against existing held assets or as a
precommitment of future cash flows;

(5) lend assets, under an agreement and for a fee, against
deposited collateral of equivalent market value;

(6) borrow assets on a short-term basis, under an agreement
and for a fee, against the deposit of collateral consisting of other
assets in order to accommodate temporary cash or investment needs;

@) hold 1investments 1in bearer or registered formin the

name Ofthe State, a fund <m nnminooc aiithnri 70~ LTI M Hrdiici 5517

[COMMISSIONER]

utilize consultants, advisors, custodians, investment
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services, and legal counsel for assistance 1in investment matters on

either " continuing or a limited-term basis and with or without com—

pensation;

(©)) declare records to be confidential and exemp

AS 09.25.110 and 09.25.120 if the records contain 1information that
discloses the particulars of the business or the affairs of a private
enterprise, investor, borrower, advisor, consultant, counsel, or
manager.

(©) In exercising investment, custodial, or depository powers or
duties under this section, the fiduciary of a state fund [COMMIS—
SIONER] shall exercise the judgment and care under the circumstances
then prevailing that an institutional investor of ordinary profession—
al prudence, discretion, and intelligence exercises 1in managing large
investments with consideration for the purpose of the fund, the iIn—
vestment objectives, the continuing disposition of the fund"s invest—
ments, and the probable safety of the capital as well as the probable
investment returns.

(d. In exercising investment, custodial, or depository powers or
duties under this section, the fiduciary or the fiduciary s [COMMIS—
SIONER OR A] designee [OF THE COMMISSIONER] 1is liable for a breach of
a duty that 1is assigned or delegated under this section, or under
AS 14.25.180, AS 14.40.400(b), AS 14.42.200. 14.42.210. AS 18.56.095.
AS 22.25.048. AS 26.05.228. AS 37.10.070, AS 37.14.110(c), 37.14.160,
37.14.170, 37.14.200. 37.14.210. AS 39.30.095. 39.30.175. [OR] AS 39.-
35.080. or AS 39.45.030. However, the fiduciary or the [COMMISSIONER
OR THE COMMISSIONER®"S] designee 1is not liable for a breach of a duty
that has been delliegated to another person if the delegation is prudent

under the appllicedble standard of prudence set out in statute or if the
: VA ox - .. &

1le "o . »e

duty 1is assigned by law to another person, except to the extent that t



fiduciary [COMMISSIONER] or designee

(@)) knowingly participates [PARTICIPATE] in, or knowingly
undertakes to conceal, an act or omission of another person, knowing
that the act or omission 1is a breach of that person®s dutiefe under
this chapter;

(2) by failure to comply v/ith this section in the adminis—
tration of specific responsibilities, enables another person to commit
a breach of duty; or

€) has knowledge of a breach of duty by another person,
unless the fiduciary [COMMISSIONER] or designee makes reasonable
efforts under the circumstances to remedy the breach.

(e) The state shall defend and indemnify the fiduciary [COMMIS—
SIONER] or an officer or employee of the state against liability under
(d) of this section to the extent that the alleged act or omission was
performed in good faith and was prudent under the applicable standard
of prudence.

) In this section, “fTiduciary of a state fundll or “Tiduciaryl
[“COMMISSIONER OF REVENUE™ OR "COMMISSIONER"] means

D) the commissioner of revenue for investments under
[AS 14.25.180 OR] AS 37.10.070; [OR]

(2) the board of directors of the Alaska State Investment
Corporation for investments under AS 14.25.080; or

(3) the person or body provided by law to manage the 1in—
vestments, for investments not subject to AS 14.25.180 or AS 37.10.-
070.

Sec. 10. AS 37.13.100 1is amended to read;

Sec. 37.13.100. CORPORATION STAFF. The board of trustees.

jointly with the board of directors of the Alaska State Investment

Corporation. may employ and determine the salary of an executive

SCS CSBH 580 (Pin) 1-12-
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1 director. The executive director may, with the approval of the board
2 of trustees and the board of directors of the Alaska State Investment
3 Corporation, select and employ additional staff as necessary. An
4 employee of the corporations [CORPORATION], including the executive
5 director, may not be a member of either [THE] board. The executive
6 director and the oilier employees of the boards [BOARD] are in the
7 exempt service under AS 39.25. The board of trustees and the board of
8 directors shall agree on responsibility for compensation for the
9 executive director and the staff of the two corporations.

10 * Sec. 11. AS 37.14.110(c) is amended to read:

1 (©) The board of directors of the Alaska State Investment Corpo-—
12 ration [COMMISSIONER OF REVENUE] shall account for the fund in accor—
13 dance with generally accepted accounting principles and shall deter—
o mine the net income of the fund [IN ACCORDANCE WITH INVESTMENT AC—
15 COUNTING PRINCIPLES AND IN A MANNER THAT PRESERVES THE DISTINCTION
16 BETWEEN PRINCIPAL AND INCOME AND THAT EXCLUDES CAPITAL GAINS OR LOSSES
17 REALIZED ON PRINCIPAL]. The principal of the fund and the capital
18 gains or losses realized on principal shall be perpetually retained in
19 the fund for investment purposes.

2 * Sec. 12. AS 37.14.140 is amended to read:

2t Sec. 37.14.140. UTILIZATION OF INCOME. The net 1income of the
22 fund may not be appropriated for a purpose other than the support of
23 the state public school program. The board of directors of the Alaska
24 State Investment Corporation [COMMISSIONER OF REVENUE] shall invest
25 realized net income that has not been appropriated or that has been
% appropriated but not expended until the 1income 1is appropriated and
27 expended.

28 *

Sec. 13. AS 37.14.160 is amended to read
29 ALASKA  STATE  INVESTMENT



CQRPORATION BOARD [COMMISSIONER OF REVENUE]. The board of directors
of the Alaska State Investment Corporation [COMMISSIONER OF REVENUE]
is the fiduciary [TREASURER] of the trust fund created in AS 37.14.110
and shall

€D exercise the powers and duties established in AS 14.-
25.180(c);

2 deposit the principal and income from 1investments in
separate principal and income accounts for the fund;

(©)) invest and maintain accounting records that distinguish
between the principal and income of the fund;

(4) provide reports to the board established under AS 37.-
14.120 on tiN condition and investment performance of the fund.

* Sec. 14. AS 37.14.170 1is amended to read:

Sec. 37.14.170. INVESTMENTS. The board of directors of the
Alaska State Investment Corporation [COMMISSIONER OF REVENUE] 1is the
fiduciary of the trust fund and shall 1invest the fund to provide
increasing net income over Jlong-term periods to the fund"s 1income
beneficiaries. The board of the corporation [COMMISSIONER] may invest
the money in the fund on the basis of probable total rate of return to
promote the 1long-term generation of 1income. In managing the trust
fund, the board of the corporation [COMMISSIONER] shall

€D consider the status of the fund"s capital and the
income generated on both a current and a probable future basis;

(2) deteimine the appropriate investment objectives;

3) establish investment policies to achieve the objec—
tives ; and

4 act only in regard to the financial 1interests of the
fund"s beneficiaries. oo ’

* Sec. 15. AS 37.14.200(c) 1is amended to read:

SCS CSBH 580 (Fin)



(©) The net income of the fund shall be determined by the boa
of directors of the Alaska State Investment Corporation [COMMISSIONER
OF REVENUE] 1in accordance with generally accepted [INVESTMENT] ac—
counting principles [AND IN A MANNER THAT PRESERVES THE DISTINCTION

BETWEEN PRINCIPAL AND INCOME]

Sec. 37.14.210. POWERS AND DUTIES OF THE ALASKA STATE INVESTMENT
CORPORATION BOARD [COMMISSIONER OF REVENUE]. The board of directors
of the Alaska State Investment Corporation [COMMISSIONER OF REVENUE]

is fhe fiduciary [TREASURER] of the fund and has the power and duty to

belonging to the fund by securing adequate and safe custodial facil

receive all 1items of cash and investments belonging to

the fund

collect the principal and income from investments owned
or acquired by the fund and deposit the amounts 1in separate principal

and income accounts for the fund

4) invest and reinvest the assets of the fund as pr

in this section and as provided for the 1investment of funds under

assets of the fund

(6) maintain accounting records of the fund 1in accordance
with generally accepted [INVESTMENT] accounting principles [AND WITH
DISTINCTION BETWEEN THE PRINCIPAL AND INCOME ACCOUNTS OF THE FUND];

@) engage an independent firm of certified public &

tants to annually audit the financial <condition of the fund"s



investments and investment transactions;

®) enter into and enforce contracts or agreements con—
sidered necessary for the investment purposes of the fund;

(©)) report to the board the condition and investment per—
formance of the fund;

(10) do all acts, whether or not expressly authorizec
the board of the <corporation [COMMISSIONER OF REVENUE] considers
necessary or proper in administering the assets of the fund.

Sec. 17. AS 39.30.095(d) 1is amended to read;

(d If the commissioner of administration determines that the
is more money 1in the fund than the amount needed to pay premiums or
benefits for the current fiscal year, the surplus, or so much of it as
the commissioner of administration considers advisable, may be 1in—
vested by the board of directors of the Alaska State Investment Corpo—
ration [COMMISSIONER OF REVENUE] in the same manner as retirement
funds are invested under AS 14.25.180.

Sec. 18. AS 39.25.110(11)(B) 1is amended to read:
() Alaska Permanent Fund Corporation and Alask

Investment Corporation; ~
Sec. 19. AS 39.30 is amended by adding a new section to read:

Sec. 39.30.175. INVESTMENT OF BENEFIT PROGRAM RECEIPTS. The
board of directors of the Alaska State Investment Corporation 1is the
fiduciary of the receipts of the employee benefits program established
under AS 39.30.150 - 39.30.180 and has the same powers and duties
conceTning the management and 1investment 1in regard to those recei” ts

as are provided under AS 14.25.180.

administra—

tor



carrying out this chapter. In addition the commissioner shall

(1) maintain the accounts of the system;

(2) make payments for the various purposes specified;

(3) submit periodic reports or statements of account that
are needed;

4) issue a statement of account to an employee requesting
it showing the amount of the employee®s contributions to the systenm;

(B) as soon as possible after theclose of each fiscal
year, and not later than six months after the close of each fiscal
year, send to the governor, the legislature, and the board an annual
statement on the operations of the system containing

(A) a balance sheet;

() a statement of 1income andexpenditures for the
year;

© a report on an actuarial valuation of its assets
and liabilities;

D) a summary of assets heldin the pension fund
listed by the categories of investment, as provided by the board
of directors of the Alaska State Investment Corporation [COMMIS—
SIONER OF REVENUE];

(E) other statistical financial data that are neces—
sary for a proper understanding of the financial condition of the
system and the result of its operations;

1 (6) establish a public employees retirement trust fund in
which the assets of the system shall be deposited and held;
@) engage an independent certified public accountant to
conduct an annual audit of the system®"s accounts and the annual report
of the system®s financial condition and activity;

(8) report to the board concerning the condition and



*

administration of the system and distribute the report to the members

of the system.
Sec. 21. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES OF THE ALASKA STATE INVESTMENT CORPO —
RATION BOARD [COMMISSIONER OF REVENUE]. The board of directors of the
Alaska State Investment Corporation [COMMISSIONER OF REVENUE] 1is the
[TREASURER OF THE SYSTEM AND THE] fiduciary of the fund. The board of
the corporation [COMMISSIONER] has the same powers and duties estab—
lished under this chapter in regard to the fund as are provided in
AS 14.25.035(d) and 14.25.180.

Sec. 22. AS 39.45.030(a) 1is amended to read:

(@) The board of directors of the Alaska State Investment Corpo—
ration or the administrator of the [STATE OR] political subdivision
deferred compensation program is authorized, subject to contracts with
individual employees, to invest the funds held under a deferred com—
pensation program in

(1) fixed and variable life insurance and annuity contracts
or other contracts issued by life insurance companies;

(2) the same manner as retirement funds are 1invested under
AS 14.25.180 [SHARES OF OR DEPOSITS IN INSURED STATE OR FEDERAL CHAR-—
TERED CREDIT UNIONS IN THE STATE;

(3) SHARES OF OR DEPOSITS IN [INSURED STATE OR FEDERAL
CHARTERED SAVINGS AND LOAN ASSOCIATIONS IN THE STATE;

(4) DEPOSITS IN INSURED MUTUAL SAVINGS BANKS IN THE STATE;

(5) DEPOSITS |IN INSURED STATE AND NATIONAL BANKS IN THE
STATE]; and

1(BY f(6)] multi-employer trusts established for investment

deferred compensation assets of state and local governments.

Sec. 23. AS 39.50.200(b) 1is amended by adding a new paragraph to



read:

(50) Alaska State Investment Corporation (AS 37.10.210).

* Sec. 24. AS 44.25.020 is amended to read:

Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenue
shall

(1) enforce the tax laws of the state;

) collect, account for, have custody of, invest, and
manage all state funds and all revenues of the state except revenues
incidental to a program of licensing and regulation carried on by
another state department and funds managed and 1invested bv the board
of directors of the Alaska State Investment Corporation or by the
board of trustees of the Alaska Permanent Fund Corporation;

(3) register cattle brands;

4) supply necessary clerical and administrative services
for the Alcoholic Beverage Control Board; and

(5) invest and manage the balance of the power development
fund in accordance with AS 44.83.386.

* Sec. 25. TRANSITION. All litigation, hearings, 1investigations, and
other proceedings pending under a law amended or repealed by this Act, or
in connection with functions transferred by this Act, continue 1in effect
and may be continued and completed notwithstanding a transfer, amendment,
or repeal provided for 1in this Act. Orders and regulations 1issued or
adopted under authority of a law amended or repealed by this Act remain 1in
effect for the term 1issued, or until revoked, vacated, or otherwise mod-—
ified under the provisions of this Act. All contracts, rights, liabilities
and obligations created by or under a law amended or repealed by this Act,
and in effect on the effective date of this Act, remain in effect notwith—
standing this Act"s taking effect. Records, equipment, and other property

of agencies of the state whose functions are transferred under this Act



shall be transferred commensurate with the provisions of this Act.
* Sec. 26. (@ Notwithstanding AS 37.10.210(e), enacted by sec. 1
of this Act, the initial terms of the members of the board of directors of

the Alaska State Investment Corporation shall be as follows:

(¢)) the member nominated by both state retirement boards and two
public members shall serveterms of three years;

2 one member nominated by a state retirement board and one
public member shall serve terms of two years;

3) one member nominated by a state retirement board and one

public member shall serve one-year terms.

(b) The board of directors of the Alaska State Investment Corporation
may hold organizational meetings as soon as a quorum of the board has been
appointed to or selected for the board.

* Sec. 27. This Act takes effect; January 1, 1991.



AMENDMENT TO SCSHB580 (FIN)

Page 2, line 14, change to read:

(4) four public members who are also public members of the Alaska Permanent Fund
Board of Trustees [APPOINTED BY THE GOVERNOR].

Page 2, line 15

delete subsection (c)



SCS CSHB 580 (SA) [SI"‘?O*?-%Q%/ssg(WW)*] BY THE FINANCE COMMITTEE
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Page 6, line 27 ( vers*,«v* - Pa”e. C*, *~m— ")
after "all properties...", DELETE "at any time"

Page 6, line 29

after "...are exempt from all taxes...", DELETE "and assessments"”
Page 6, line 29 vers®.«~ - Q>, l««* 5)

after "...in the state", ADD "unless otherwise provided by law"
Page 7, lines 1 and 2 (. Fi versin - <0, \*<2s £>a- N *?)

after ".._are exempt from all taxes..."™, DELETE "and assessments"”



oifice of investment director is vacant, the executive director may
temporarily designate the assistant director. The assistant director
shall act in place of the executive director in the absence or dis-
ability of the executive director.

(c) The board shall adopt regulations that restrict the execu-
tive director, investment directors, other officers, and employees
from having financial interest, directly or indirectly, in firms or
corporations that provide services to the corporation. O fficers and
employees of the corporation are subject to AS 39.52.

(d) The executive director and each investment director shall
file a bond for the faithful performance of duties in the amount and
with the sureties as required by the board.

(e) Officers and employees of the corporation are members of the
exempt service under AS 39.25.110.

(f) A deed, contract, or other document that must be executed by
or on behalf of the corporation shall be signed by the executive
director.

Sec. 37.10.270. INSURANCE. The corporation shall protect trus-
teed assets and its own assets, services, and employees by purchasing
insurance or providing for self-insurance retentions in amounts recom-
mended by the executive director and approved by the board to cover
the acts, including fiduciary acts, errors, and omissions of its board
members, officers, employees, and agents. Insurance shall protect the
corporation and the state from liability to others and from loss of
trusteed assets and assets of the corporation.

Sec. 37.10.280. EXEMPTION HROM TAXATION. The corporation and
all propertiesjjat any time~owned by it, managed by it, or held by it
in trust, and the income from those activities, are exempt from all

taxes™and assessments! in the state.. AIll security instruments issued

SCS CSHB 580(SA) HB0580d
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by the corporation and income from them are exempt from all taxes £and
assessments™Jin the state, including transfer taxes.

Sec. 37.10.290. SURETY FOR DEPOSITS WITH BANKS. Banks, trust
companies, savings banks, and other persons carrying on a banking
business are authorized to give sureties to the corporation. The
sureties shall be approved by the corporation to the effect that the
banks or banking institutions shall faithfully keep and pay over to
the order of or upon the warrant of the corporation or its authorized
agent all money deposited with them bythe corporation and agreed
interest, at the times or upon the demands agreed on with the banks or
banking institutions. In lieu of these sureties, a depository bank or
other banking institution shall deposit with the corporation or its
authorized agent or a trustee as collateral, securities approved by
the corporation. The deposits o/: the corporation may be evidenced by
agreements in th? form and upon the terms and conditions that are
agreed upon by the corporation and the depository banks or banking
institutions.

Sec. 37.10.300. LIMITATIONS. The corporation may not engage in
commercial banking activity or private trust activity. The corpora-
tion may not act as a depository or trustee for a private person,
association, or corporation. The corporation may not act as a lender
to a private person, association, or corporation of money from any
source except state funds under management by the corporation.

Sec. 37.10.310. LIABILITY. (a) Except with respect to a writ-
ten agreement authorized under (b) of this section, a liability in-
curred by the corporation shall be satisfied exclusively from the
assets or revenue of the corporation and a creditor or other person
may not have a right of action against the state because of a debt,

obligation, or liability of the corporation. A liability of the

HB0580d SCS CSHB 580(SA)



trusteed assets and assets of the corporation

Sec. 37.10.280. EXEMPTION FV.OM TAXATION. The corporation and
all properties[fét any timej owned by 1it, managed by 1it, or held by it
in trust, and the income from those activities, are exempt from all

unless e™We™\ui's leu®
taxes [and assessments]in the statef ani security instruments issued
by the corporation and income from them are exempt from all taxes[and
assessments]in the state, 1including transfer taxes.

Sec. 37.10.290. LIMITATIONS. The corporation may not engage in
commercial banking activity or private trust activity. The é?rpora—
tion may not act as a depository or trustee for a private person,
association, or corporation. The corporation may notact asa lender
to a private person, association, or corporation ofmoney from any
source except state funds under management by the corporation.

Sec. 37.10.300. LIABILITY. A liability incurred by the corpo—
ration shall be satisfied exclusively from the assets or revenue of
the corporation and a creditor or other person may not have a right of
action against the state because of a debt, obligation, or liability
of the corporation. A liability of the corporation may not be sat—
isfied from trust assets unless expressly authorized by law.

sec. 37.10.399. DEFINITIONS. In AS 37.10.210 - 37.10.399,
unless the context otherwise requires,

Y] "board"” means the board of directors of the corpora-—

(@) "corporation” means the Alaska State Investment Corpo—

ration.
* Sec. 2. AS 14.25.035(d) 1is amended to read:
(d The commissioner of administration shall report to
concerning the condition and administration of the system. The re—

ports shall be distributed to the members of the system. The board of

SCS CSBH 580 (Fin) -6-



Date: May 3, 1990

To: Chrystal Smith, AML
Fran: , Mickey Keller, A.A.A.
Subiect:

As requested, we have revievaad CSHB 580 and offer the following concerns:
Sec. 37.10.280 - EXEMPTION FROM TAXATION

Line 23. There are three words contained in this section which appear redundant and
at the same time confusing, "...at any time...r which addresses the ownership of
property by the corporation and consequently, the exemption fron taxation. These
words are not necessary for the exemption to attach and we would request that they be
deleted from the bill. The confusion which they add could initiate the exemption fran
taxation property owned by private individuals which at one time was owned by the
corporation. We do not believe that is the intent of the bill, however, it could be
misconstrued as such.

Line 25 and Line 27.

This section attempts to exempt property from taxation, however, the words "...and
assessments...” are used in both lines of this section. It is unclear to us what the
intent is, however, it is our opinion that the term "assessment” as used here is
intended to mean the assessed values which are placed on property by the assessor-®s
offices. In many municipalities, this term is also used in conjunction with special
assessments, such as pavinc assessments, sewer and water assessments, etc. In our
opinion, the municipalities would not endorse this concept of exempting properties
frcm these special assessments. Therefore, we ask that the terms "...and assess—
ments... " be deleted in both instances.

Line 25.

There are certain state agencies such as AHFC wSiich, by statute, do pay properry

taxes. It appears that these agencies may have the corporation manage property which
would become exempt, Therefore, we would like to add the following to the end of the
first sentence: "...are exempt frar. all taigas in the state unless otherwise provided

by low."

Thank you for this opportunity to voice our concerns. Should we be able to assist you
on any matters relating to taxation, please don"t hesitate to call on vis.
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More on
exploding
creatures

KNIGHT-RIDOER NEWSPAPERS

Here at the Exploding Animal Re-
search Institute we have received
two very aiarming news items that
we are passing along today in the
hopes that you. the generalized pub-
lic. will finally break out of your apa-
thetic. selfish, materialistic iife
styles and send us some large cash
contributions.

DAVE
BARRY

Item One, submitted by numerous
alert readers, concerns the recent
criminally insane vote by the U.S.
Senate AGAINST having the federal
government monitor methane emis-
sions from cows. | am not making
this vote up. As you may be aware,
cows emit huge quantities of meth-
ane, which contributes to global
warming, which has gotten so bad in
some areas that brand-new shirts
are coming out of the factory with
armpit stains already in them. So the
U.S. Senate (motto: “White Male
Millionaires Working for You") was
considering an amendment to the
Clean Air Act, under which the gov-
ernment would monitor methane
emissions from various sources, in-
cluding “animal production."”

Well as you can imagine, this did
not sit well with the senators from
those states where cow flatulence is
a cherished way of life. Leading the
herd of opposition senators was Sen.
Steve Svmms of Idaho (“The Ex-
ploding Potato State”), who took the
floor and stated that the amendment
would - this is an actual quote -
"put the nose of the federal govern-
ment in almost every place it does
not belong."

which means there will be no ad-
vance warning when, inevitably,
there is some kind of cow-interior
blockage, causing a potentially lethal
buildup of flammable gases and
mtransforming one of thesfr-nofmahy.
docile creatures into a giant mooing
time bomb which, if detonated, could
cause the dreaded Rain of Organs?
Have you ever, in a supermarket, ac-
cidentally encountered a cow tongue
- a large sluglike slab of gray flesh
that you couldn't imagine anybody
purchasing for any purpose other
than to nail it to the front door in
hopes of scaring off evil spirits?
Well. 1'd like to know what Sen.
Svmms would say if one of those ba-
bies came hurtling out of the sky and
struck him at upwards of 100 miles
per hour. “Yuck,” would be my
guess.

| base this statement on a similar
situation in Oregon where innocent
civilians were struck by falling
whale parts. | am absolutely not
making this incident up: in fact. |
have it all on videotape, which I ob-
tained from the alert father-son team
of Dean and Kurt Smith. The tape is
from a local TV news show in Ore-
gon. which sent a reporter out to cov-
er a 45-foot, eight-ton dead whale
that washed up on the beach. The re-
sponsibility for getting rid of the car-
cass was placed upon the Oregon
State Highway Division, apparently
on the theory that highways and
whales are very similar in the sense
of being large objects.

So anyway, the highway engi-
neers hit upon the plan - remember,
I am not making this up - of blowing
up the whale with dynamite. The
thinking here was that the whale
would be blown into small pieces,
which would be eaten by sea gulls,
and that would be that. A textbook
whale removal.

So they moved the spectators
back up the beach, put a half-ton of
dynamite next to the whale, and set
it off. | am probably guilty of under-
statement when | say that what fol-
lows, on the videotape, is the most

Please turn to Barry, Page 24

Barry...

Continued from Page 21
wonderful event in the history of the
universe. First you see the whale
carcass disappear in a huge blast of
smoke and flame. Then you hear the
happy spectators shouting "Yayy!"
and "Wheee!” Then, suddenly, the
crowd's tone changes. You hear a
new sound, the sound of many ob-
jects hitting ‘he ground with a noise
that sounds li.te “splud." You hear a
woman’s voice shouting “Here
comes pieces of... my GOD!" Some-
thing smears the camera lens.

Later, the reporter explains:
"The humor of the entire situation
suddenly gave way to a run for sur-

The

Fate of
the
Permanent
Fund?

vival as huge chunks of whale blub-
ber fell everywhere." One piece
caved in the roof of a car parked
more than a quarter of a mile away.
Remaining on the beach were sever-
al rotting whale sectors the size of
condominium units. There was no-
sign of the sea gulls, who had no
doubt permanently relocated to Bra-
zil. -

This is a ver?’ sobering videotape.
Here at the Institute we watch it of-
ten, especially at parties. But this is
no time for gaiety. This is a time to
get hold of the folks at the Oregon
State Highway Division and ask
them, when they get done cleaning J
up the beaches”to give us an esti-
mate on the ILa. Capitol.

Alaska?

I-yl|
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Aiaska Permanent Fund Corporation
P.O. Box 4-10C0 Juneau, Alaska 99802-4100
(907) 465-2047

April 25,1990

The Honorable

Senator Johne Binkley

Co-Chairman, Senate Finance Committee
P. 0. Box V

Juneau, AK 99811

Dear Senator Binkley:

You have posed several questions regarding HB 580 which consolidates the investments of several funds under a
single corporation known as the Alaska State Investment Corporation. Your questions and my answers follow:

Q: Proponents of HB 580 indicate that the Alaska State Investment Corporation will be organized and
operated similar to the Permanent Fund? Will the two organizations be exactly the same? If not, what are some of
the major differences?

A: The two organizations are not parallel in that there are several major differences as follows:

State Investment would be exempt from the Open Meetings Act.
The Permanent Fund is not.

State Investment would be exempt from the Administrative Procedures Act.
The Permanent Fund is not.

State Investment would be exempt from the State Procurement Act.
The Permanent Fund is not.

Two scats of State Investment's board are appointed by other board members.
All seats on the Permanent Fund's board are appointed by the Governor. There isno "inbreeding".

State Investment staff accountability is not well defined. The board appoints an executive director
responsible only for "board executive and administrative functions”. (Not investment functions.) That
board also appoints an assistant executive director called an "investment director” but assigns him no
investment functions. Apparently the executive director cannot remove this assistant. This duality is
confusing and will tend to both undermine the executive director and create tension within the
organization.

The Permanent Fund has simple, straight lines of authority and accountability. The board appoints an
Executive Director who hires his own staff. The Executive Director is accountable to the board for the
performance of all functions.
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Q: Proponents of HB 580 state that the Permanent Fund should not be responsible for the investment of
other funds. Are there any technical reasons which would prohibit the Permanent Fund from assumption of

additional investment duties?

A: No. Indeed, the management style employed by the Permanent Fund would probably result in less total
cost, provide greater staff depth and restore credibility.

It is interesting to note that HB 580 provides that Statelnvestment can assume fiduciary,administrative or
management responsibility for the Alaska Permanent Fund but apparently the reverse is not acceptable.

Q: Should the State's General Fund be managed by an investment company? Could State Investment take
over 'the General Fund under provisions of HB 580?

A: In my opinion the State's General Fund should remain in theTreasury within the Departmentof Revenue
ur.der the direct control of the Governor as a "line" organization. The General Fund has a short-term cash
management orientation whereas the other funds have long-term goals and investment regimens. HB 580 would
permit the transfer of the General Fund to State Investment on the sole authority of the Commissioner of Revenue.

It would appear that this is the ultimate intent of the framers of HB 580 since there are provisions which permit
State Investment to enter into an agreement with the Federal Reserve. Use of the Federal Reserve would be
beneficial in the low cost clearance of warrants for the General Fund but would not be a major assist for the trust
and endowment accounts. Since a state may enter into only one agreement with the Fed, the placement of the
agreement within State Investment will "'pull”* the General Fund into that organization.

Q: You have set up three State financial organizations; AIDEA, the Bond Bank and the Permanent Fund.
How do you feel about HB 5807

A Uneasy. Financial organizations need authoritarian structure and anti-corruption control. New

organizations need to develop credibility. HB 580 is wide open in that it divorces State Investment from too many
disciplines. As executive director of the Permanent Fund | would love to have the operational flexibility the many
exemptions provide, but I have never requested them because of potential abuse, appearance of abuse, and resultant

loss of confidence and credibility.

Q: Legislation on these matters has been somewhat **fast-tracked™ because of the SBS problem. Is it essential
that we act quickly?

A: Quick action should not result in establishing the wrong organizational structure and guidelines. SBS
matters could be handled in the short-run by Administrative or Executive Order. In the long-run, SBS must be
managed by investment professionals. The establishment of a totally new financial orgmization such as State
Investment will take some time. The simple renaming of Treasury will not do the trick. It would seem logical that
an effective date of January 1, 19S$ for all aspects of the legislation would enable the new governor to appoint
her/his board members. This legislation should not be used as a vehicle to foster *"midnight appointments™, finding
a resting spot for specific individuals, or starting the building of a critical organization by a group of people who may
not be in a leadership role in seven months.

Finally, attached are audited total operating and inv sting expenses for the past three years per your request.



The Honorable Johne Binkley
April 25,1990
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I hope I have answered your questions on these matters. Please understand that these remarks are my own and
not necessarily represent the views of my board. | would be pleased to respond if you have further inquiry.

Sincerely,

David A. Rose
Executive Director

DAR:vS

Enclosure: Audited expenses

cc: Board of Trustees
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April 27, 1990

The Honorable Johr.e Binkley
Alaska State Senate

P.0. Eox V

Juneau, AK S9&11

Dear Senator Bir.kley:

This letter is to make seme observations about the letter of April 25
sent to you by Dave Rose of the Alaska Permanent Fund.

Firstly, 1 want to thank you for your efforts on the trust investment
issues. The leadership that you and other other legislators have
demonstrated is appropriate and timely. I appreciate your attention to
the details as well as the larger issues in these important and urgent
questions.

The Legislature is in a position now to initiate a process that will

serve the public and our trust beneficiaries - retirement, SBS and the
other fur.as - into the foreseeable future. I ask for your continued help
in this.

Turning to the points in the letter of April 25:

Open meeting law -

Open meetings are necessary. The investment corporation
will meet this requirement.

Administrative procedures act -

The trust investment corporation should be exempt fromthe
provisions of this act as they apply to rule making and dispute

resolution. This law is designed tobring a uniform set of procedures to
government agencies. Many specific exemptions exist throughout goverment
to meet specific needs. This is one.

State procurement act -

At present Treasury®"s investment functions are exempt from
the procurement act - but so are the investment functions of the

Permanent Fund. The legislation approved by the House and the Senate
State Affairs Committee would provide a;jitional exemptions to increase
the competitive ability of the trust corporation. The corporation would

adopt procedures to effect this.



The honorable Johne Binkley
April 27, 1550
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*

Board appointments -

The only board appointments that are net directly appointed
by the governor are the two professional investor members of the board.
The boara 1is given the latitude to select people in the areas most
needed. This 1is in concert with the trust nature of the board"s
responsibility.

Appointment of staff -

Holding the chief executive officer responsible is the
simple and best way for the board to work. The CEG should be required to
hire and manage staff. If the board v/ants or needs board approval for
filling key slots, they can and will make this clear to the CEC. This
testimony was prcvideG by me to the Senate State Affairs Committee.

Combining the Retirement Funds with the Permanent Fund -

We have discussed this before. The main problems, as | see
them, are a loss of management focus, which will affect priorities and
loss of the public sense of the purpose for the Permanent Fund. The
Permanent Fund is a unique Alaska institution. It is not a pension fund.

General fund management -

Unoer CS HB 560 general fund management would be retained
at Treasury unless the Governor acting through the commissioner decided
to contract with the investment corporation, or with some other public or
private agency, to carry out particular functions. The Governor has this
authority now. As for "pulling” the General Fund into the Investment
Corporation, |1 think that the example of Texas shows that many
operations, including Treasury or the Permanent Fund, could avail
themselves of the Federal Reserve access through the investment
corporation without surrendering their identities.

Appropriate controls -

CSHB 560 provides carefully tailored exemptions from
general standards, such as the personnel act, the procurement code, and
the administrative procedures act. These all exist, in various forms, in
the particular statutes for special purpose organizations. For example,
the Permanent Fund is exempt from the personnel code and much of the
procurement code. The Department of Revenue is exempt from various parts
of the Administrative Procedures-Act. The Alaska State Housing Authority
is exempt from the procurement code.
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ITf we want these special purpose organizations to do their
speciaf jobs on behalf of the public, they neec the operational authority
to ao so.

In this case, very high stancaras of accountability ana
performance are placed on the board ana the investment corporation as a
whole. Not only is the operation subject tc Legislative Auait ana
reporting requirements, but the board members have personal financial
liabilty. The organization is subject tc meeting the standards of the
banking examiner. There is explicit standing for beneficiaries tc
require, through the courts if necessary, that the investment corporation
and beard meet the strict fiduciary stancard set cut in the law. No

other public organization has tc meet these stancaras unGer Alaska law
today.

Timely action -

The Legislative BuGget ana Auait committee has mace clear
the need for attention new. Establishing a board and charging the people
on it to begin work promptly is the best way to make sure this process 1is
continued in an oraerly fashion. I believe that a delay will negatively
affect the interests of all state employees, including both SBS and
retirement system beneficiaries

The notion that action shoula be delayed on the grounds
that there 1is an election that will result in a new Legislature and
Governor is a new one to me. Continuity 1is a major reason for the very
change we are seeking. While a new Governor would have the authority to
change all boards and other appointments, that is rarelyaone. The letter
hints that "specific individuals™ are looking for a "resting spot". I do
not know who these people are. Perhaps the names could be supplied.

It is true that when the Permanent Fund was created that
several of the staff moved from Treasury to the Fund. That wcrkea out
well for the Fund, but it was the decision of the Executive Director and
the board as to whom they hired. The new organization woula also make
its own decisions.

I hope my comments are useful.

I look forward to working with you to bring these issues to a
successful conclusion this session.



Alaska Association of Assessing Officers Proposed Amendments to

HB 580

All proposed amendments on pages 6 and 7 of the bill:

Page 6. line 27: Deletion of the phrase ™"at any time" as
language which is unnecessary for the exemption from taxation to
attach; and to clarify that the exemption only

attaches to property when it is owned by the corporation ( i.e.
not to property in private ownership which was previously owned
by the corporation)

Page 6. line 29: Deletion of the phrase "and assessments”
because i1t would also apply to special assessments, such as
paving, sewer, etc.from which property of the corporation should
not be exempted.

Page 6. line 29: Addition of the phrase "unless otherwise
provided by law"” to clarify that agencies such as AHFC, which do
pay property taxes, do not become exempt by having property
managed by the corporation.

Page 7. lines 1 & 2: Deletion of phrase "and assessments"™; same
reasoning as Page 6, line 29 deletion.



AMENDMENT TO SCS HB 580 (State Affairs)

Page 7, - lines 2 - 16: Delete all language.

(REMOVES SURETY REQUIREMENT)

REASON: The fiduciaries are under an obligation to make adequate
provision for surety already.

This specific provision may give the Impression that other holdings
do not require surety.

Also, the specifics In this section may limit or rule out certain
forms of surety that may be the same or better.



ALASKA ASSOCIATION OF ASSESSING OFFICERS

Date: May 3/ 1990

To: Chrystal Smith, AML

From: Steve Vai\Sant, Mickey Keller, A.A.A.v*,
Subject: CSHB JI

As requested, we have reviewed CSHB 580 arid offer the following concents:
Sec. 37.10.280 - EXEMPTION FROM TAXATION

Line 23, There are three words contained in this section which appear redundant and
at the same time confusing, '"...at any time..." which addresses the ownership of
property by the corporation and consequently, the exemption frcm taxation. These
words are not necessary for the exemption to attach and we would request that they be
deleted from the bill. The confusion which they add cculd initiate the exemption from
taxation property owned by private individuals which at one time was owned by the
corporation. We do not believe that is the intent of the bill, hcwever, it cculd be
misconstrued as such.

Line 25 and Line 27.

This section attempts to exempt property frcm taxation, however, the words "...and
assessments...” are used in both lines of this section. It i3 unclear to us what the
intent is, however, it is our opinion that the term "assessment" as used here is
intended to mean the assessed values which are placed on property by the assessor”s

offices. In many municipalities, this term is also used in conjunction with special
assessments, such as paving assessments, sewer and water assessments, etc. In our
opinion, the municipalities would not endorse this concept of exempting properties
frcm these special assessments. Therefore, we ask that the terms "...and assess—
ments..." be deleted in both instances.

Line 25.

Tnere are certain state agencies such as AKFC which, by statute, do pay property
taxes, It appears that these agencies may have the corporation manage-property which
would becane exempt. Therefore, we would like to add the following to the end of the
first sentence: "...are exempt frcm all taxes in the state unless"otherwise provided
by law.1

Trank you for this opportunity to voice our concerns, should we be able to assist you
or. any matters relating to taxation, please don"t hesitate to call or. us.
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May 2, 1990

TO: Senators Binkley and Uehling, Co-Chairs, and members

of the Senate Finance Committee.
FROM D
RE: C
C

President

V9573

After careful consideration of the above-mentioned legislation
we conclude the Alaska State Investment Corporation will
improve the management of the Public Employees®" Retirement
System, the Teachers®™ Retirement System, the Supplemental
Benefits System, and other state retirement systems.

Please

lend your support for this legislation.

cc: Hugh Malone, Commissioner

Alaska Department of Revenue

Sally Smith, Director

Department of Administration
Division of Retirement and Benefits
TRS Retirement Board

NEA-Alaska Board & Staff 0B/HS83:197/dt
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Alaska Public AP EA
Employees Association

State Headquarters: 340 N. Franklin, Juneau, AK 99801 (907) 586-2334
FEDERATION OF STATE EMPLOYEES/AFT/AFL-CIO

April 26, 1990

Honorable Albert P. Adams e,

PO Box V A _
Juneau, Ak 998117y APR 3 ihr'
Dear Senator , --

The Alaska Public Employees Association urges the prompt resolution
of the problems regarding the various state retirement funds, as
well as other funds for which the state is responsible.

At the present time, we see CSH35S0 (FIN) an, which passed the
House April 23, as the most expeditious vehicle. It should be
noted that a similar bill CSSB197 (SA) 1is currently residing 1in
Senate Finance.

Our initial concern about the make up of the Board and the
appointees who would represent the Teachers Retirement, Public
Employees Retirement and the Supplemental Benefits System have been
satisfied at this time.

We do believe, however, that the professional 1investor members
should serve under the same conditions as the public sector members
and that the permitting of monthly fees of up to $1000 are
unwarranted. They should be pleased to represent the private
sector as a contribution to the common good of the state.

As you well know, time 1is very limited so we would urge you to
expedite the passage of this legislation.

51r

Margaret Br.anson
Lobbyist \

MB/kg
Fairbanks Field Olflce Anchorage Field Offi-ce Juneau Field Office
825 College Road 633 Cambell Street, Suite A 227 4th Street
Fairbanks. AK 59701 Anchorage. AK 99501 Juneau, AK 99801

Telephone: (907) 456-5412 Telephone: (907) 274-1688 Telnnhnnnt 1907) 586 6305



TEACHERS' RETIREMENT SYSTEM BOARD

Aoril 27, 1990

Charlie Arteaga, Chairperson
Teachers' Retirement System Board
1439 M'M?r

Ketchikan, Alaska 99S01
225-6775

Senate State Affairs Committee
Senator Rick Uehling, Chairperson

RE: CSHB 530
Dear Senator Uehling and Committee members,

Cnee again | urge your support of legislation which creates the
Alaska State Investment Corporation. It Is the position of the Teachers'
Retirement System (TRS) Board that this legislation is desirable and
necessary. It is also the TRS Board's desire that any legislation creating
an investment board have sufficient constituency representation, we favor
an investment board which has approximately 40% constituency
representation.

The TRS Board is in opposition to any legislation which would permit
the Permanent Fund Corp. to invest retirement fund monies. We believe
that an Independent corporation, with adequate constituency
representation, is the best and most honest approach to maximize
Investment returns for our members. Divergent investment philosophies
and on going political volatility surrounding the Permanent Fund does not
provide a safe haven for retirement funds.

It is my hope that your committee takes quick and positive action on
these concerns and moves to assure quick passage of legislation which
will improve our members’ retirement fund.

Thank you for your attention and time on this matter.

Sincerely

C. Arteaga, Chairperson
TRS Board



UNIVERSITY OF ALASKA SOUTHEAST
School of Education, Liberal Arts and Science

1 120 Glacier Hichwav * Juneau. Alaska 99501

The Honorable Senator
Rick Uehling Co-Chair
Senate Finance

Rm. 516. Capitol

P.O Box V

Juneau. Ak. 99811

April 16, 1990

Dear Senator Uehling.

the Faculty Senate of the University of Alaska Southeast passed unanimously a
motion in support of then Senate Bill 509 which proposed the establishment of an Alaska
State Trust Company. Since the faculty senate acted on the moiion. committee action
resulted in CSSB 197 State Affairs, now pending before your committee.

Since most of the concept of the previous bill is now contained in CSSB 197 State
Affairs, the faculty of this institution would like to express its support for this Committee

Substitute. In addition, we would like to let you know that we informed the Faculty

Senates at Anchorage and Fairbanks of our action. It is likely that you will be informed of
their actions as well.

Should you have any further questions in this matter, please feel free to have your
staff contact me at my office number # 789-4403.

Thank you for your consideradon.

Sincerelv,

Dr. Barbara Sorensen
Associate Professor of Economics

an instituu'on of the University of Alaska statewide system of higher education



Senator Johne Binkley, Co-Chairman J
Senate Finance Committee

P.0O. Box V

Juneau, Alaska 99811

Honorable Senator Binkley,

This is to urge you and your committee to give serious consideration
and passage of SCS-HB 580 (State Affairs) 1in this session of the
Legislature, if at all possible.

This legislation is badly needed in order to preserve and properly
manage the funds dedicated and deposited for future benefits of
some 27,000 employees who have participed in creating these funds.

The 3o0ard of the Public Employees Retirement System has endorsed
the concept of a separate Alaska Trust Company in formal sessions
and again urges you to act favorably on this at this session.

o t?-
C. R. "Steve"™ H&flipg
Chairman

Alaska Public Employees
Retirement Board



Inlandboatmen’s Union of the Pacific

MARINE DIVISION— INTERNATIONAL LONGSHOREMEN®"S & WAREHOUSEMEN®"S UNION
nationalorncE < s;cofir>tavenue, room jii « skame. Washington 9111 «  :0*.«<t:j6

April 26, 1990

Senator Tim Kelly

Alaska State Legislature
P. 0. Box V

Juneau, AK 99811

Dear Senator Kelly:

The Inlandboatmen®s Union of the Pacific, Alaska Region-, supports
creation of the ALASKA STATE INVESTMENT CORPORATION (CSHB 580). We

strongly urge your passage of this legislation.

Public employees in Alaska work many years 1in dedicated public
service. They should be secure in the knowledge their retirement 1is
protected and properly managed when they finally reach retirement.
Their pension monies should not be commingled with other funds managed
by the Permanent Fund. Pension monies must be managed and accounted
for separately with the proper fiduciaries.

We urge your support and passage on this important legislation
before the end of the session.

—JAI;Sincerer,

i f.:

--A-i.AINLONDBOTfITMEN'S UNION OF THE PACIFIC
Harine Division of the International

*=?p:VSr:*Longshore.men 'SyA Warehousemen®s Union, AFL/CIO

liichael Wilson
Regional Director, Alaska Region

REGIONAL OFFICES

Columbia ajyca sani4anciwo HAWAII southern*caluornia ALASKA J
*KM,0S rHoO ol ARMV st.. RM. 1000 DILL INGHAM 1.L\VO No. *14 71% 1 . ATI0ON AVK P.0. BOX ttID
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A.S.E.A./ ALASKA STATE EMPLOYEES ASSOCIATION

The Honorable Johne Binkley April 27,1990
RE: Investment of Retirement Funds - CSHB 580
Dear Senator Binkley:

The Alaska State Employees Association (ASEA/AFSCME Local 52) strongly
supports the idea of placing responsibility for managing state trust and
retirement funds with an entity outside state government. Many
retirement funds are managed by a separateboard of trustees. This
practice insures that the funds remain outside the political sphere and
guarantees the best return on the 1investment. Having individuals
knowledgeable of investment practices also allows for the best return
on investments.

We have studied several different pieces of legislation on this subject,
and the approach we prefer is embodied in the committee substitute for
HB 580.

The most recent version of this bill provides for nine voting members.
Of the nine, four are not covered by TRS, PERS, or SBS and two are
essentially representatives of the state asan employer. This leaves
three of the nine as representatives of employee plan participants.

While it is particularly important to us that PERS and SBS participants
are on the board, we would like to see employee participants comprise
more than one-third of the voting directorship.

We also favor having an -even number of voting members, as this
encourages consensus. Major decisions on investment policy should not e
be made by a simple majority.

The dilution of plan participants® representation on the board can be
alleviated by placing the commissioners of Administration and Revenue
as non-voting members, as was the case in earlier versions of the bill.
This gives the board the benefit of the commissioners®™ insight while
avoiding the practice or appearance of politicizing the work of the
Board of Directors.

The number of voting directors can be further reduced to six by
eliminating one of the two public members from voting status.

Yours truly,

Fredric R. Dichter
ASEA Business Manager



Audit Control Number
04-4341-89-S

/T\
AUDIT DIVISION
PO. BOX W
JUNEAU. ALASKA 99811-3300
THE LEGISLATURE
BUDGET AND AUDIT COMMITTEE
May 15, 1989
SUMMARY OF: A Special Report on the Department of Revenue,

Division of Treasury, Portfolio Management,
State Investment Officers, April 14, 1989.

PURPOSE OF THE REPORT

In accordance with Title 24 of the Alaska Statutes and a
special request of the Legislative Budget and Audit
Committee, this report was prepared to determine:

1. The purpose for requesting premium pay for four invest—
ment officer positions 1in the Department of Revenue,
Treasury Management®s FY 90 budget.

2. The reasons for allowing the State Investment Officer
IV to work at home.

ISSUES ANALYSIS

1. What 1is the department®s justification for budgeting
premium pay in Treasury Management®s FY 90 budget
request?

According to the deputy commissioner of the Department of
Revenue, the reason for budgeting $100,000 wunder the
"premium pay"™ heading was to provide a vehicle to 1increase
employee ~compensation paid to the four state investment
officers within the Portfolio Management section. These
amounts were added to the detailed budget documents by the
department and represent the estimated increase necessary to
bring investment officers” compensation levels to
competitive levels offered to investment officers managing
similar investments.

The department does not intend on compensating these
employees with "premium pay."” Actual revisions to strtte
investment officer compensation that the Division of
Treasury plans to make would be based on an 1independent
evaluation of compensation levels by a professional consult—
ing firm in the employee compensation fTield. It is likely
that a contract to conduct :his evaluation will be awarded
in FY 90.



Audit Control Number
04-4341-89-S

2. What 1is the department®s justification that allows the
State Investment~Officer (S10 1V) to work at home?

In response to a November 21, 1988 prohibition to smoking in
the Juneau State Office Building where the Division of
Treasury 1is located, the SIO 1V, a heavy smoker with no
intention to quit smoking at that time, indicated he would
retire. As an alternative, the SI0 1V was allowed to
perform his job duties at home. The following enumerates
the reasons that the department provided us to support their
decision which allows the SIO IV to work at home.

A. The department had difficulties recruiting for the
position currently occupied by the SIO 1IV. These
difficulties prompted the department to consider
alternatives that might avoid an extended vacancy in
the State®"s most important investment officer position.

B. The department believed it would be detrimental at that
time for the Portfolio Management section of the
Division of Treasury to lose a valued employee whose
job performance is considered excellent.

C. The department believed that fiduciary responsibilities
investing state funds required retaining the SIO IV as
the chief investment officer.

D. It is expected that the SI0 IV plans to retire soon.
As such, this working situation 1is temporary. The
department would have reconsidered their decision if it
meant that an employee would be working out of his/her

home on a permanent basis.

Auditor®s Comments

We question whether the best interests of the State are
being met by allowing the SIO 1V, a key supervisory position
regarding state investment, to work in a location other than
where the 1investments are being managed. There exists an
appearance that effective management and professionalism 1is
lacking in the investment of state assets that exceeds $4.8

billion.

In our opinion, the department should take action to
reestablish the work location of the SI10 1V position back 1in

the office. In order to accomplish that, the department
should make it a priority to recruit for candidates to fill
the SI0O IV position. In addition, the department should

obtain adequate evidence confirming the SIO0O IV will retire
once a person is found to fill the position.

STATE OF ALASKA DIVISION OF 10IT



STATE PLAN REPORT

ALASKA PERMANENT FUND CORP.
JUNEAU, AK
ALASKA PERMANENT-COMBINED FUND
JUNE 30, 1988



5TH PERCENTILE
25TH PERCENTILE
MEDIAN

75TH PERCENTILE
95TH PERCENTILE

PLAN M 1937
RANK

S&P 500 INDEX
RANK

S84768263M1937

1979-88

16.0
15.5
15.2
151
141

16.3
3

1980-88

16.9
15.9
15.5
153
14.4

16.6
8

1981-88

175
16.3
151
14.9
14.2

16.5
15

STATE RETIREMENT PLANS
EQUITIES: ANNUALIZED RATES OF RETURN
FOR PERIOD?! ENDING JUNE 30. 1988

1982-88

16.5
15.2
14.7
14.5
13.2

15.9
10

33-88 1984-88
20.9 14.7
20.1 13.6
19.2 12.7
19.1 11.6
18.5 11.1
13.6
28

-jfe
21.3 "' 14.6
3 6

EXHIBIT 8

1985-88

20.5
20.0
18.4
17.3
171

20.3
12

20.0
26

1986-88

171
16.8
16.1
151
14.3

17.0
6

16.5
43

1987-88

10.4
8.8
7.5
6.2
3.8

81
32

7.9
38

1988

-3.8
-6.4
-7.0

-10.1
-10.5

-6.4
30

-6.9
49
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Comparison of State Investment Funds .
“ of retirement fund

o gets a close look *
Public Emptayees

Retirement System Yy GEFORGEF R O ST AN~ ® *A *A
Dally News reporterA ARAA AN A
-j?-A statfe-run retirement fund meant tor?
~ensure the'golden years of- about .,27,00Q{V
-government- employees'”’andrteachers;.-costsp
three times as much "to administer as the?
~N'Alaska' Permanent Fund. but;, consistently;
~earns less on its investment portfolio,>-at-
"legislative analyst says;A“"~~"Nt:Ni-;B
i*5¢c. During this budget year/it will cost about#-;
r-$7.-4- million*'.to manage”~the.*. $9.1{e*billion *;!
“ permanent fund portfolio and $10.4 million r-
wto' manage the $3.8 billion retirement fund *
rrportfolio, according to a preliminary study?
.by Cameron Kashanir an' analyst”in...the- *
= legislative finance division.”~ "
r4a”~-But Kashanils analysis, performed at the/-
*Wilequest of legislators considering a transfer”-
*of investment authority away from the state
..Department of Revenue, is just one slice of.a
; large and many-layered financial onion. P.
Vi-ivOne- layer at-;a time, -the retirement.
system is being peeled back by legislative '|
V auditors, the revenue department and critics
who allege the state has lost millions of
dollars through unsound stock investments.
/. The state Department of Revenue is in

VSource Stas of AlajluLegalaaw* g . N
Fmnco Division ~ + r- charge of managing and investing the huge

Antftorace Daily News/ Dm BoyMi < .. .n*w ~ piease gee Back Page, RETIREMENT
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itors.wantpensions in Permanent Fund dor.

stué § F*3631>a e 8 MK 3 2 fepmgs  feot
. of those two funds are below the perma- ~.of the industry.

[ egislative Budget  ingsand get some questions answered

m

Legislation transferring~ ~“Tfarauditors to investigate the perform-~w h o signed on as a co-sponsor of the bilL”~Talso appears the state is duplicating ef-
f Alaska’s $3.5 billion “ance of the Public Employees Retire- ;fgv::Sen. Drue Pearce,"” R-Anchorage and  /forts by having one set of investment of-
i and teachers’ pension ;¥ ment System and Teachers’ Retirement j: another co-sponsor of the measure, s a id rficers in the Treasury Division and an-
manent Fund Corprfwas ., System funds. . i.,.--- the retirement funds are not inany dan- c r other at the permanent fund

noraing in the Senate. “~.~rSen- Johne Binkley, R-Bethel, said he  ger, but “everybody who .puts money -“Anchorage stockbroker Dennis Wai-
of the pension funds for,. ~proposed the legislation to begin a dia- £into the Puhlic Employees Retirement Adockresearched the performance of the

sive management costs “expect the bill to pass this year. tem oughtto be concemed™ ~ m ta” r; said his research showed the pension
'fit looks as though the performance,~/fund’s rate of return is among the worst -

nance." I " ; - " . t h i n k we should.hold some bear—

u>>, l
URIE 7*{r- - TT! last week 'the
r~-rv-- and Audit Committee directed legisla-*—agreed Senate .President ..Tim-.Kelly,/jjaent fund’s,” said Binkley. He said it s z Revenue Com.nissioner \Hugfa JHa-

lone disagrees vith Waldock, saying;
that the pension fi nds’ performance ap-
pears to be close so that of the Perma-
nent Fund Malone acknowledged man-
agement costs art higher than the Per-
manent Fund but he attributed that to a

| vestments. p Tiarir 6 oK

has come under fire for 'f.Alogue on the issue. He said be; doesn’Ljfc? System and Teachers Retirement*Sys-~ntwo funds and found them wanting. He ~greater share of the pension fund money .1
i “being mvested in stocks and, forelgn in""
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. 00a

stockbrokers and deal-.directlyj.wlth5
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everything has to go
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;» Health. ""Some mny hnvede-":rently consume 37 percent of r could be reduced by sharply - Lake, Calif., whc
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Dennis L. Waldock
3327 I1liamna
Anchorage, Ak 99517
Wk. #:562-3029

Hm. #:243-8462

HHX_WE_M3B.8P-M_E-PPBLIC BMPLQIBES AND TEACHERS_PENSIONS
TRANSFERRED TO THE PERMANENT FOND

Please accept this as written testimony regarding HB 580.

This is a plea that you consider placing the management of state
funds with the proven, accomplished and professional management®
staff located at the Permanent Fund.

The Department of Revenue appears to be pre-occupied with the form
of the investment organization rather than the execution of the

investment function itself.

The department has demonstrated a lack of good judgment both in
the execution of 1ts management and investment duties as well as
in proposing this new organization. What is xeally frightening is
that the same individuals possessing this poor judgment are asking
you to race to a decision on this legislation so they can be 1in
charge of setting up the new corporation.

There has been much debate over form and very little about
substance. By substance, | mean the execution .of the investment

function itself. N

Investing must be accomplished by professionals who know the
business and the people in it. It must be accomplished by
professionals who have a proven tr~ck record and a consistent
investment approach. It must be accomplished by professionals who
enjoy what they do and are dedicated to the organization for which
they work, .“inally, the investment function must be accomplished
by professionals who have demonstrated good judgment. In all
cases, performance of the investment function by the professionals
currently in place at the Permanent Fund is far superior to the
alternative of the establishment of a new and untried organization.

Department of Revenue in a self-serving way has chronicled reasons

why the Permanent Fund should not manage other funds. |Its two-page
paper does not discuss the investment function but dwells with the
stress which will be placed on the Permanent Fund management. In

my view, the Permanent Fund folks are experts at maintaining focus,
balance, accountability and a keen awareness of proper fiduciary
actions. Since the transfer of functions to the Permanent Fund is
accompanied by the transfer of adequate numbers of people and
dollar resources, there 1is no reason to believe that either
Permanent Fund or other Fund functions will suffer from a

consolidation.



For your information, 1 have prepared an enclosure which sets forth
what, in my opinion, constitutes poor judgment by the people who
would be responsible for the new organization, and should be viewed
as a 1red flag"1l warning you of the potential for continued
mismanagement.

Again, | urge that you consider placing the investment of state
funds with the proven, accomplished professionals of the Permanent
Fund.

See Exhibit 1.

Some additional reasons for you to question the judgment of the
members of the Department of Revenue who would be responsible for
the start-up of the Alaska State Investment Corp. are as follows":-

1) COST: By using the Permanent Fund which is already in place the
state can save between $2.5 million and $5 million of savings to
the Alaska taxpayer.

The Permanent Fund runs their money at a cost of ,0013 or 13 basis
points. At present, the PERS + TRS cost .0031 or 31 basis points
to run their money. This 1i1dea of an Alaska State Investment
Corporation will cost at least 40 basis points to run. The savings
of $2,5 million to $5 million per year with the slowing of Prudhoe
Bay and the slow economy could go a xong way on helping the 1image
of the Legislature with the public.

2) DEFINED BENEFIT PLAN: This simply means that if for some
reason ( mismanagement , etc.) there 1is not enough money to cover
the plan that the Alaska Legislature will be called on to make the
plan whole.

In the 1last three years the Revenue Department over stater] the
return on foreign investment by 1500% - Can you imagine 1500%.

During 1987, while the Permanent Fund was quietly trying to get out
of the equity market, the Revenue Department was trying to put an
additional $1 billion dollars in the equity market. During October
1987 the Revenue Department put over $76 billion 1in equities
between October 1st and October 19th, the day of Wall Streets
biggest crash.

Now, look at money. The Department of Administration has
investments in Junk Bonds, $121 million. IT you look 1in the Wall
Street Journal, today you will find that those Junk Bonds are now
worth between 20 cents and 40 cents on the dollar.This allmeans
that the stace will in all probability have a lossof $73,000.000.

Remember that the State of Alaska 1is under a Defined Benefitpinn.

See Exhibit 2 and 3.
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3) TAE PERMANENT FPNP; a Tfew years ago the Legislation was
passed, AS 24.20.206, to allow oversight of the Alaska Permanent
Fund. IT PERS + TRS was moved from the Department of Revenue to
The Permanent Fund, the Legislature would have oversight.

IT you form an Alaska State Investment Corporation, you will only
be duplicating services already in place. |If you create the Alaska
State Investment Corporation you will need five new employees above

the present level.

The Raies of Return at the Permanent Fund are exceptional, and are

admired around the world. lo.U-.will have no guarantee the Rate of
Saturn.will be good.qgji..exceptional if you form the Alaska state
Investment Corporation. The State of Alaska does not need another

First Executive _Corp.

Staffing at the Permanent Fund is already 1in place. They are a
very talented and dedicated group of people who have a track record
envied by all of Wall Street. It is extremely hard to find this
type of individual who wants to live in Alaska. It will be very
difficult to find similar talented help who will want to move to
Alaska, so most likely you will find less talented people working
in the Alaska State Investment Corporation. You win airp”v hapa
the Permanent- F.und and 1its- staff in place, so why would vyou
possibly want to take a chance with the Alaska State Investment

Corporation!

Separation of PERS + TRS from the Permanent Fund 1is already
mandated by Federal Law. The PERS + TRS will not 1lose their
individuality, they will remain as they presently are.

Dennis L. Waldock
3327 Iliamna
Anchorage, AK 99517
562-3029-Work
243-8462-Home

DLW:bj r

Enclosures
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EXHIBIT |

DBPT. OF REVENUE
£ QQR.JX1P<SBHENT

Received an unnecessary “fualified audit opinionl® on the fiscal
year 1988 audit.

The qualified opinion was not disclosed within the formal,
published PERS/TRS Annual Report for 1988.

Allowed 1its physically fit chief investment officer (a critical
position) to spend months at home rather than at his desk in the
State Office Building.

Engaged 1in some *"market timing"" activities which resulted in
buying high and selling low before and after the 1987 crash.

Did not require the 1independent performance evaluation Ffirm it
hired to evaluate total portfolio performance.

Despite concerns at the highest levels of the Executive Branch,
independently requested introduction of this legislation which
originally:

* Would have provided five-year contracts (golden parachutes) to
staff.

* Would have permitted the organization to move out-of-state.

* Would have a majority of the board of directors located out-

of-state.
* Would have paid huge honorariums to the out-of-state Trustees.
* Would have been exempt from the open meetings act.
* Would have been exempt from the budget act.
* Would have been exempt from the procedures act.

* Would have created a cumbersome and impractical board-staff
arrangement in which there would be poor accountability.



S&P’S 500,COMMON STOCK PRICE INDEX
1986 . 1988
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EXHIBIT 2

the market activity (not new money) of both PERS and TR8 (please
see exhibit 13 , or my original letter)*

Below you will find the stock market activities month by
month for both the PERS and TRS and where the Dow Jones was at
during the important months leading up to the market crash. The
figures with brackets are withdrawls from the market.

DJ1A PERS TRS

. 1987 January 0 0
February 0 0

2226/2286 March 43,895,000 29,858,000
April 8,655,000 6,111,000

May 3,710,000 2,817,000

229572407 June 24,784,000 11,975,000
July - 6,247,000 3,519,000

2539/2669 August 107,887,000 19,858,000
2549/2701 September 132,316,000 48,729,000
October 76,413,000 (688,000)

November (11,635,000) (7,442,000)

December (7,222,000) (4,660,000)

1988 -

1879/2037 January (77,089,000) (49,909,000)
February (4,391,000) (2,824,000)

March (3,450,000) (2,240,000)

April (2,690,000) (1,738,000)

May 9,540,000 6,766,000

June (251,000) (163,000)

Please note, during September 1987, one month before the
market crash (Dow Jones was at its high) the Retirement Funds
increased their market position by $181,045,000. During October
19%7, the month of the crash, PERS increased their market
position by $76,413,000. Remember that the Alaska Permanent Fund
sold out & ma-jor part of their market position~durina March 1987 T

In November 1987, please also note that the bracketed monthly
numbers turn negative (dictates withdrawls from the Equity

market) and continued through June of 1988, with the exception of
May 1988.

In closing 1 would like to leave you with two lists; one
containing reasons for moving the management of PERS & TRS to the
Permanent Fund and the other a list of reasons not to move the
Retirement Funds from the Treasury Department.
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Quarter * E *
06/30/88 FY 1988 FY L987 F\$ 1086 F$ {985 F$ %984
Rank 7, Rank 7, Rak" T Rank T RianE T Rank

SECURITIES PORTFCLICS 10.8 55 4.3 18 91 70
(Versus other States)

SECLRITIES PCRTTOUCS 10.8 98 4.3 9 9.1 92
(Versus Corporate Funds)

STATE RETIREVENT RUNDS OVAR $500 MILLION EACH

Percentiles
5th 25.3 7.3 19.8
25th 14.8 3.4 14.2
Median 11.7 2.5 10.3
75th 8.7 0.1 8.4
95th 4.9 -1.1 5.3
QORPCRATE RETIREVENT FUNDS OVR $500 MILLION EACH
Percentiles
5th . 4.6 22.9
25th ﬂé 2.3 19.9
Median 19.2 0.8 15.3
75th 15.2 -1.3 13.6
95th 11.7 -3.3 6.1

lu:26
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Prepared under contract by SEI QORPORATKU

(*) - Alaska's rates of return prior to FY 1987 were not calculated by SEI CORTCRATICN

(0780MVR1



EXHIBIT 3

of Alaska TEACURRS RETCREMOT RUND Ouarter Ending
June 30, 1988

DOVESTIC SECURITIES PORTFOLICS
AS COMAREMC LM.THL'I'IRE.~Ar RNDB
(Annualized Rates ot Kecum at Market Values)

Quarter * K * %
06/30/88 FT 1988 F${986 F$)1985 F$)1984 F\/(l 83
T T Rank Rank T Rank T Rank
SECURITIES PORTFOLICS 276 23 29.4 45 *34 84 340 69
(Versus other States)
SECURITIES PORTFOLICS 11.7 95 1.6 3 9.3 92 27.6 64 29.4 12 -3.4 37 34.0

(Versus Corporate Funds)

STATE RETIREVENT RUNDS OVER $500 MILLION EACH

Percent'-ies <
5th 25.3 7.3 19.8 33.0 36.4 3.1 46.9
25th 14.8 3.4 14.2 27.1 31.8 0.3 42.7
Median 11.7 2.5 10.3 23.8 28.9 -2.0 39.7
75th 8.7 0.1 8.4 22.7 25.9 -2.7 31.9
95th 4.9 -1.L 5.3 18.2 23.9 -5.6 18.4

CORPCRATE RETIREIVENT FUNDS OVER $500 MILLION BACH u
*

Percentiles
5th 27.7 4.6 22.9 34.3 30.1 -0.4 55,7
25th 21.6 2.3 19.9 32.4 27.4 -1.9 51.5
Median 19.2 0.8 15.3 29.7 25.5 -5.0 46.0
75th 15.2 -1.3 13.6 25.7 23.8 -6.4 39.9
95r.h 11.7 -3.3 6.1 20.4 22.1 -8.9 34.6

Prepared under contract by SEI CORPORATION
(*) - Alaska's rates of return prior to FY 1987 were not calculated by SET CORPORATION 0780a 3



E Alaska

SECURITIES PORTFOLICS
(Versus ocher States)

SECURITIES PORTFOLICS
(Versus Corporate Funds)

Percentiles

5th
25th
Median
75th
95th

PercentLies

5th
25th
Median
75th
95th

EXHIBIT 3

FimtIC EMPLOYEES RETtRfMFJir FULO

DOVESTIC SECURITIES PORTFOLICS
AS OTPWH)' TO LARGERETIREVENT RUNCB
(Annualized Rates of Return at Market Values)

Quarter (*) (*)
06/30/88 FY 1938 FYy 1987 FY 1086 FY 1985
k Rank 7. Rank 1 Rank | Rank 7 Rank

10.8 60 2.4 52 94 (A 266 28 281 60

10.8 98 24 23 94 9 266 69 28.1 19

STATE RETIREVENT FUNDS OVFR $500 MILLION EAQI

25.3 7.3 19.8 33.0 36.4
14.8 3.4 14.2 27.L 31.8
11,7 2.5 10.3 23.8 28.9
8.7 0.1 8.4 22.7 25.9
4.9 -1.1 5.3 18.2 23.9

CORPCRATE RETIREIVENT FUNCE OVER $500 MILLION EACH

27.7 4.6 22.9 34.3 30.1
21.6 2.3 19.9 32.4 27.4
19.2 0.8 15.3 29.7 25.5
15.2 -1.3 13.6 25.7 23.8
11.7 -3.3 6.1 20.4 22.1

Prepared under contract by SEI CORPORATION
(*) - Alaska's rates of return prior to FY 1987 were not calculated by SEI CORPORATION

Quarter Ending
June 30, ]9fI8

(*) (%)
FY 1984 Pi 1983
% Rank 7, Rank
-1.2 38 285 91
-1.2 20 28.5 100
3.1 46.9
0.3 42.7
-2.0 39.7
-2.7 31.9
-5.6 18.4
-0.4 55.7
-1.9 51.5
-5.0 46.0
-6.4 39.9
«-B.9 34.6

0780H5
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EXHISIT 3
State of Alaska CONSOLIDATO) DAVESTIC HQUTTIES AUND Quarter Ending
Jtim 30, }.<nm
T RT
AS COMPARED TO LIRCra él:g%fg F%I!QSS ANDMWCET INDICES
(Annualized Rates of Return at Market Values)
Quarter * * # %
_ 06/30/88 FY 1988 FY 1987 F$)1986 © © ©
Conroon Stock Fbrtfolios (Note A) T ' Hank 77 Rank X Rank 1 “Rank ZzZ  kank J Rank J  Hank
AGR 248 80 -13.1 100 8.4 100 485 | 274 75
INVESCO 282 54 49 2 194 85 296 100 274 75
316 30 -3.3 15 262 17 352 66 317 23
COVPCSITE OF MANAGERS 282 51 -6.9 55 177 9% 375 38 288 63 -151 100 67.3

Ftercentiles

S&P 500 Index

STATE RENRAVENT RUNDS 0/FR £500 MILLION FACH

49.6 -0.2
32.6 -5.8
28.6 -6.8
25.3 9.3
22.0 —0%
MARKET INDICES

Dew Jones 65 Index

Prepared under contract by SET CORPCRATION

(*) - Alaska's rates of return prior to FY 1987 were not calculated by SEI OCORFCRATION 0780125
(A) - up to 9-30-87 portfolio returns Include money market (non-stock) Investments, wtereas
the comparative returns for state retirement funds are for stocks only.
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EXHIBIT 3

State of Alaska PUBLIC EMPLOYEES REXIRFHEMT RIND (barter Ending
June 30, 1988

GCMNON STAK PORTFCUO
AS COVPARED TO BBRPURAT'LrRL'Ili<iJ8J/rTTOg ANDMU ZT TWICES

(Annualized Rates of Return ac Market Values)

Quarter * w * *
06/30/88 FY 1988 Fy 1987 F$)1986 F$)1985 F$%984 FY(l 83
Comnon Stock fort folio X~ Rri T Rak T Rank ~  Rak Rank X  Rank
DOVESTIC BEQUITY AUND (Note A 25.8 74 -5.4 32 17.7 89 375 39 288 711 -151 92 67.3
OOtPCRATE REXIRAVENT RUNCS OVER $500 MILLION EACH
Percentiles
-1.6 30.1 42.5 33.6 -7.3 80.0
-5.1 24.6 39.3 31.4 -8.8 72.4
-6.6 22.4 36.4 30.1 -10.2 67.6
-7.6 L9.5 34.3 28.3 . -12.7 62.9
-9.6 14.1 31.6 26.3 -15.4 60.8
MARKET INDICES
SkP 500 Index -6.9 25.2 35.9 31.0 -4.6 61.2
Dow Jone3 65 Index mll7 25.5 31.8 25.5 1.0 54.5
Prepared under contract by SEI CORPCRATION
(*) - Alaska'6 rates of return prior to FY 1987 were not calculated by SEI CORPCRATIGN 0780112

(A) - Includes money market investments (non-stock), whereas the coetpnratlve returns for

B "0

NAY

corporate retirement funds are for stocks only.
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State of Alaska

rUBLIC SCHOOL RUND

STOCK PORTFOLIO

COW
AS COMPARES TO LARCEMAIK~RD EILRIGNF tHICES AND fIARKCT INDICES

Common Stock Fbrtfolio
DOVESTIC EQUITY RND (Note A

Percentiles
5th
25th
Median
75th
95th

SkP 500 Index
Dew Jones 65 Index

(Annualized Ratos of Return at Market Values)

Quarter *) =)
06/30/68 Fy 1988 FY 1987 FY 1986 F$ 1985
Kank "7 Ran Honk T ik T kank

253 72 -45 2 34.4 100

STATE RETIREVENT FUNDS OVER $500 MTILICN EACH

49.6 -0.2 60.3
32.6 -5.8 50.1
28.6 -6.8 46.3
25.3 -9.3 42.2
22.0 -10.5 40.9

MARKET INDICTS
29.1 -6.9 25.2
29.9 -11.7 25.5

Prepared under contract by SEI GORPORATION

(*) - Alaska's rates of return prior to FY 1987 were not calculated by SEI OCRPCRATION
(A) - includes money market (non-stock) investments, whereas tlie comparative returns for
state retirement fund3 are for stock only.

Quarter Ending
June 30, 1988

TF§’*39R4 |=Y<Bss

Rank T Rank

078CHI7



EXHIBIT 3

of Alaska TEACHERS RETIREVENT RUND Quarter Errfing
June 30, 1988

FUND ASSET ALLOCATION
AS 0OMPUD-lirt"I'ATE RETMCTftrr RUNDS
(at Market Values)

Quarter (*) (*) (*) *)
06/30/8S 6-30-87 6-30-86 6-30-85 6-30-84 6-30-83
“T Rank 7, Rank 77~ Rank Rank T Rank 7. Rank
Asset Allocations
GOMICN STOCKS 33.8 52 35.0 57 35.2 55 26.3 21.6 66 26.2
Baras 56.4 49 514 32 53.0 51 46.3 52 66.8 25 57.4
MONEY MARKETS, fc CASH 9.8 35 13.6 48 11.8 35 27.4 1 11.7 45 16.4

STATE RETIREMENT FUNDS OVER £500 mMLLION EACH

QOMIN STOCKS 35.1 40.9 37.3 37.0 37.4 29.0
BOiras 56.0 51.2 51.2 53.5 52.4 51.0
MCNEY MARKETS & CASH 8.2 10.6 7.0 9.5 10.6 9.8

Prepared under contract by SET CCRFCRATKN
(*) - Alaska's rates of return prior to FY 1987 were not calculated by SET OCRPCRATICN. 0780104



EXHIBIT 3

of Alaska PUBLIC BVPLOYEES RETIREFENT RUND Quarter Ending
June 30, 1986

FUND ASSET ALLOCATION
AS QOMPAKLD '10 STATE KETKEHSIT RUNDS

(at Market Values)

Quarter *> * > *
06/30/88 6-30-87_ 6-(30-86 6-%%-85 6-(30-84 6-3(0?83
Rank" | RaiTk T Rank 1 Rank T Rank T Rank

Asset Allocations

COMON STOOKS 32.6 55 338 59 349 55 26,5 65 18.3 67 173 65
BONCS 58.1 45 488 ™4 513 51 48.1 57 69.9 25 62.2 37
MONEY MARKETS k CASH 9.2 38 174 12 13.8 22 25.4 1 11.8 4] 20.5 1

STATE RETIREVENT RUNDS OVER j>500 MILLION EACH

OCFtKN STOCKS 35.1 40.9 37.3 37.0 37.4 29.0
Baras 56.0 51.2 51.2 53.5 52.4 51.0
MONEY MARKETS k CASH 8.2 10.6 7.0 9.5 10.6 9R

Prepared under contract by SEI CORPORATION _
(*) - Alaska's rates of return prior to FY 1987 wore not calculated by SEI OCRPORATiaL 078al6



State of Alaska

Asset Allocations
Ca«ON STOOKS
BON\DB
MONEY VARKETS & CAH

QaMON STOCKS
bcnds

MOINEY MARKETS & CAH

PIBL1C SCHOOL AUND

FUND ASSET ALLOCATICN
As coveaRD TO"OCRACRATE RENIREVENT FUNDS
fat Market Values)

Quarter *>
06/30/88 6-30-87 6-30-86
my.  Rank z Rank i- Rank
30.0 100 26.6 100 0.0 100
65.0 1 594 1 62.2 3

5.0 100 14.0 20 37.8 1

CORPCRATE RETIREVENT FUNCS OVER $500 MILLION BACH

55.3 58.5 51.8
28.2 28.0 29.1
10.A 10.6 8.7

Prepared under contract by SET CORPGRATION

(*) - Alaska’'s rates of return prior to FY 1967 were not calculated by SEI QCRPCRATIGN

*
6-§0)-85
Rank

0.0 100
74.1 1
25.9 1
56.8
32.5

7.3

EXHIBIT 3

Quarter Ending
June 30, 1980

*
6-:$0)-84
Rank X Rank

z

*
6-?50283

0.0 100

731 1

269 1

56.5 59.5

25.4 27.1

12.7 7.8
0780H23
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EXHIBIT 3

State of Alaska

=2

oa

PUBLIC BEIVPLOYEES RETIREVENT RUND ual’tgr Endlng
ne 30, 1988
FIT©O ASSET ALLOCATICN
AS QORIAREITTOASRIXXIATC RETIREIVENT FUWS
(at Market Values)
Quarter * * *> *
06/30/88 6-30-87 6-30-86 6—(38—85 6-(:10-84 6-3(0-)83
~y. Rank' T Rank T Rank T "Rank 7. Rank X Rank
Asset Allocations
GOMION STOCKS 32.6 100 33.8 93 349 90 26.5 99 18.3 99 17.3 100
BONDG 58.1 1 48,8 6 51.3 7 48.1 1 69.9 1 62.2 17
MONEY MARKETS & CAH 9.2 67 174 16  13.8 15 254 1 118 5 205 1
TREVENT RUNDS CIER £500 MILLION BACH
QOVOV' STOOKS 55.3 58.5 57.8 56.8 56.5 59.5
BONDS 28.2 28.0 29.1 32.5 254 27.1
FSONEY MARKETS k CAH 10.4 10.6 8.7 7.3 12.7 7.8
Prepared under contract by SKI OCRPCRATION
(*) - Alaska's rates of return prior to FY 1937 were not calculated by SEI QORPCRATICH 0780117
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1029 W. Third Avenue, Suite 201, Anchorage, Alaska99501 (907)279-2526 FAX(907)276-5046

EXECUTIVE QIRECTOR NON ATTORNEY MEMBERS
William T. Cotton Hilbert J. Hennckson, M.0.
Loons Okakok
Jonis 6. Roller

ATT(RARNE\EMAEI\%%ERS
arkE Asbburm
May 4, 1990 Domciw; Callahan

William T. Council

CHAIRMAN, EXOFFiDO
Werran W. Mocchews
Chief Justice

Sunreme Court

Senator Johne Binkley
Alaska State Legislature
P.0. Box V (MS 3100)
Juneau, Alaska 99811

Re: HB 491: Alaska Sentencing commission

Dear Senator Binkley:

I am writing to encourage the Senate Finance committee to
schedule and pass out the above referenced legislation which would
create an Alaska sentencing commission. The Alaska Judicial
Council supports this legislation and I would be happy to attempt
to answer any questions you might have about it.

Please feel free to give me a call.

Very truly yours,

William T. Cotton
Executive Director

TWC/jmz
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. AUDIT DIVISION
0 PO. BOX W
JUNEAU. ALASKA 99811-3300
THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE /

June 19, 1989

Members of the Legislative Budget
and Audit Committee:

In accordance with a Legislative Budget and Audit Committee
special request and the provisions of Title 2a of the Alaska
Statutes, the attached report: is submitted for your review.

A SPECIAL REPORT ON THE
DEPARTMENT OF REVENUE
TREASURY DIVISION
PUBLIC EMPLOYEES"™ AND TEACHERS®
RETIREMENT FUNDS

Audit Control Number
04-4345-89-S
The purpose of this audit is to examine the accounting and
oversight of the Public Employees®™ and Teachers®™ Retirement
Funds administered by the Department of Revenue, Treasury
Division.

The audit was conducted 1in accordance with generally

accepted governmental performance auditing standards. The
audit approach 1is discussed in the Report Objectives, Scope,
and Methodology section of this report. The audit results

may be found in the Findings and Recommendations section.

vuandy Welker, CPA
Legislative Auditor
Division of Legislative Audit
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a
special request of the Legislative Budget and Audit Commit—
tee, we reviewed the Public Employeesl and Teachers® Retire—
ment Funds. The purpose was to review accounting procedures
used for the retirement funds®™ foreign investment portfolio
and to ascertain the extent of investment oversight the
retirement funds are subject to.

The policy and audit approach utilized by the Division of
Legislative Audit for special and performance reportscan
best be described as "audit by exception."™ This methodology
focuses the audit effort on areas of an aud.itee"s operation

that have been 1identified by a preliminary survey as having

a high degree of probability far needing improvements.

Therefore, by design, finite audit resources are used to
identify where and how improvement can be made, and little
time is devoted to reviewing well-run operations or pro—
grams. Consequently, this report highlights those areas
needing improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

OBJECTIVES

In response to public allegations about mismanagement of the
retirement funds and "deceptive accounting practices,"” the
Legislative Budget and Audit Committee requested a review of
certain management practices of the Public Employees®™ and
Teachers®™ Retirement Funds.

The first objective of our review was to determine the type
of management and 1investment oversight provided over the
operations of the retirement funds.

The second objective was to ascertain the management and
investment oversight styles applied to other similar funds.

Our third objective was to determine 1if proper accounting
practices were applied to the funds®™ foreign investments.

Finally, we identified the various rates of returns earned
by the retirement funds and the Permanent Fund, and we
reviewed the cost of managing and investing th se funds.
SCOPE AND METHODOLOGY

We met with officials of the Department of Revenue, Treasury

Division, including the deputy commissioner, chief 1invest—
ment officer, other investment officers, and the state

STATE OF ALASKA -1- DIVISION OF LEGISLATIVE AUDIT



comptroller; the director of the Division of Risk Manage—
ment; officials of the Alaska Permanent Fund Corporation;
certified public accountants under contract with the Trea-—
sury Division; and a member of the brokerage community.

We also reviewed various reference materials and publica—
tions; reports, and supporting documentation, prepared by
the Senate Advisory Council; fund performance evaluation
reports prepared for the retirement funds and the Alaska
Permanent Fund; and, various literature provided by other
states on their retirement funds.

Additionally, we prepared and distributed a questionnaire to
all other states 1inquiring about certain aspects of their
public employees retirement funds.

We also engaged a consultant, who as a former employee of
Merrill Lynch had past experience 1in evaluating the perfor—
mance of the Public Employees®™ and Teachers®™ Retirement
systems, to assist us 1in interpreting the externally pre—
pared performance reports on the retirement funds and the
Permanent Fund.
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ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury)
is responsible for, and has sole discretion over, the
prudent investment and management of the Public Employeesl
Retirement Fund (PERS) and the Teachers®™ Retirement Fund
(TRS).

Chapter 141, SLA 1988 amended PERS and TRS statutes by
designating the funds as retirement trust funds and appoint—
ing the commissioner of Revenue as treasurer of the retire—
ment systems and fiduciary of the funds. Under the amending
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds®"™ 1iInvestments and the
system®"s liabilities on both a current and a probable
future basis.

2. Determine the appropriate investment objectives for the
funds.
3. Establish investment policies aimed at achieving the

objectives.

4. Act only 1in regard to the best financial interests of
the system®"s beneficiaries.

The amendments also repealed the "legal list” of investments
the retirement funds were restricted to and placed upon the
commissioner of Revenue, or his designee, the responsibility
of fund fiduciary. Treasury also employes external invest—
ment managers who manage a substantial portion of the
retirement funds.

Additionally, there are two boards which oversee the admin—
istrative aspects of the retirement systems. The Public

Employees®™ Retirement Board 1is composed of five members,

three of whom are members of the Department of Administra—
tion personnel board and two who are members of the systenm
and elected by the membership of the system. The Teachers”

Retirement Board consists of five members appointed by the
governor. Both boards are mostly administrative 1in nature,

being responsible for governing the regulatory aspects of
the retirement systems.

The Alaska Permanent Fund is managed by an executive direc—

tor, who reports to a six-member board of trustees appointed
by the governor.
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FUND COMPARISONS AND DISCUSSION:
PUBLIC EMPLOYEES®" RETIREMENT"TUND"," TEACHERS®
~RENREMENT"FU"ND,~ind ALASKA PERMANENT FUND"

BACKGROUND

There 1is no validity to the statement that "a fund 1is a
fund” as each fund has its own unique characteristics.
Although funds such as those set up as trusts and endowments
may have few obvious differences, there are deeper, less
clearly defined differences such as fund objectives, philos—
ophy over fund management, and investment styles. A slight
difference in fund objectives and philosophy may, and
usually does, result 1in different investment styles and,
therefore, differing returns on investment. The varied fund
management styles and investment philosophies <create a
danger in across-the-board rate of return comparisons and

forming conclusions drawn from those comparisons. There are
several ways of assessing investment results. It is not,
for example, appropriate to compare the results of funds
with very different objectives or constraints. Funds with

different types and mixes of investments are also difficult
to compare directly. To properly assess investment results,
comparisons must reflect similar objectives, constraints,
opportunities, and all things that go 1into the 1investment
process.

The Alaska Permanent Fund, while not legally defined as one,
is in all probability a trust fund like the Public Employ—
ees” (PERS) and Teachers” (TRS) Retirement Funds. The
Alaska Permanent Fund Corporation (PFC) holds the Permanent
Fund out as a "Public Trust Investing for Alaska®s Future,"”
has a Board of Trustees, and 1is intent on earning revenue

for beneficiaries while preserving principal. The obvious
similarities between PERS/TRS and the Permanent Fund end
here - at considering both funds as trusts.

PFC has chosen a more cautious, less risky approach towards
its investments. In an informational pamphlet dated May
1989, PFC stated:

The Fund 1invests 1its assets to earn income. To
minimize the risk that Fund assets <could be
destroyed by bad investment decisions, the Fund is

invested very conservatively. Indeed, the primary
emphasis in all Fund decision-making 1is maintain—
ing the safety of principal. The maximizing re—

turn on investment 1is the secondary consideration.
This contrasts to the Department of Revenue, Division of

Treasury (Treasury) 1investment philosophy of the PERS/TRS
which has been stated as:
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The most important characteristic of the funds for
investment policy purposes is their perpetual

nature and, in the case of the Public Employees"

Retirement System, the long number of years before

it will encounter any net outflows (probably 15 to
20 years). A long time span accommodates invest—
ments which should enjoy higher returns over the
long-run, although they may be slow to material—
ize, or be erratic in the short-run, and it allows

greater use of investments which may have substan-—
tial market valuation risks. This characteristic

expands the universe of investment possibilities

and 1increases the potential for achieving higher

returns on the investments.

The PERS/TRS has opted for more growth through a higher

asset allocation to equities. To achieve that end, PERS/TRS
follows an 1investment technique known as active management
versus a passive management investment style. Passive

management is a term used to describe an investment strategy
that attempts to follow a predefined market 1index, such as
the Standard and Poor"s (S&P) 500, and fashions the portfo—
lio to mirror the results of that index. Passive management
follows a process of rebalancing the portfolio to reflect
the index, not necessarily to enhance or maximize a return.

Active management, on the other hand, 1involves portfolio
management that is involved in the active investment process

of buying and selling in an attempt to enhance the portfo—
lio"s performance. The active management strategy can be
characterized as continually monitoring the market to
determine what 1is the best selection of investment to
produce the best returns within a predetermined set of risk
parameters.

PFC is legally limited in its investment diversification by
statute which defines a specific "list"™ of permitted invest—
ments. The Treasury did have 1investment limitations, but
the statutory vrestrictions were vrepealed by Chapter 41,
SLA 1938. This allows Treasury more investment flexibility.
With this flexibility, Treasury can assume additional risk,
and theoretically achieve higher returns for the PERS/TRS
Funds.

ASSET ALLOCATION

An informative way to examine the assumed risk is to analyze
the asset allocations of the various funds. At March 31,
1989, the various funds® holdings were (stated in percentage
of portfolio at market values):
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PERS TRS PFC

Equities (1) 32.87, 34.9% 12.9%
Fixed Income 54.7% 5%.6% 77.6%
Real Estate 6.4% U% 5.6%
Other (2 6. 1% 7.8% 3.9%

(1) includes domestic and foreign equity holdings of
the PERS and TRS. PFC does not yet invest in
foreign markets.

(2) includes mortgages, cash, and interest and divi—
dends receivable.

As can be seen, the PERS/TRS Funds hold 2.5-to-3 times more
equity than does PFC. Conversely, PFC holds 1.5 times more
fixed income investments than does the PERS/TRS Funds.

By their nature, equities have more risk than fixed 1income
(debt) investments. As mentioned earlier, theoretically the
riskier the investment, the higher the potential rate of
return.

FUND PERFORMANCE

This section and the following section ("Other Rate of
Return Data") present statistical data which show various
rates of return earned not only by the PERS/TRS and Perma-—
nent Fund but other 1interest-bearing investments. As noted
above, and throughout the report, direct comparisons between
these funds and other 1investments are not practical for
assessing how one fund "performed or out performed™ another
fund. This 1is mainly due to the differences 1in purpose,

goals, and philosophy of each particular fund. However, the
presentations provided here are done so for the benefit of
interested parties who can review the returns earned by the
funds and relate those to other commonly known 1investments.

It has been alleged that Treasury managed PERS/TRS Funds are
among the worst performers within the universe of funds used
for performance measurement and comparison (see Recommenda—
tion No. 2). While the allegations themselves are substan-—
tially accurate 1in the context they were submitted, the
facts must be kept 1in perspective in light of the long-term
nature of the retirement funds. The allegations were made
from Jlooking at .just one, short "period of time that the
P5RS/TRS funds were evaluated. One must be careful about
the period of time wused for measurement as 1investment
results measured over short periods of time are very mis—
leading. The best results today may be the worst tomorrow.
What matters 1is consistent, long-term results.

With the above thoughts 1in mind, the PERS, TRS, and PFC

performance can be reviewed together with returns of other,
although non-comparable, commonly known investments.
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Total rate of return (time-weighted) 1is a useful technique
that 1is widely accepted for comparing investment results.
It combines current yield plus changes 1in current market
values for determining a portfolio®™s 1investment rate of
return.

Total rate of return (time-weighted) for PERS, TRS, and PFC
is shown below:

TIME-WEIGHTED TOTAL RATES OF RETURN(%)
AS OF JUNE 30. 1088 and DECEMBER 31, 1988 (a)

(unaudited)

PERS TRS PFC
Year ending 6/30/88 3.79 3.76 5.3
Two years 7.46 7.85 6.5
Three years 13.80 13.37 11.8
Four years 15.02 14.62 ¢))
Five years ) @) 13.1
Year ending 12/31/88 11.65 11.93 8.5
Two years 6.48 * 6.44 5.9
Three years 10.72 10.20 9.3
Four years 13.72 13.31 (¢))
Five years (2 2 12.9

(a) source: PERS/TRS information obtained from De—

partment of Revenue, Treasury Division

internally calculated time-weighted

rates of return.. PFC information

obtained frcm externally evaluated SEI

Large Plan Report. Percentages pre—

sented are annualized time-weighted
rates of return.

(1) four-year data not available for PFC from SEI
external reports.

(2) five-year data not available for PERS/TRS for
years ending June 30 and December 31, 1988.

As can be seen, the PERS/TRS Funds time-weighted rate of
return generally exceeds that of the PFC. This is probably
a reflection of the additional risk the retirement funds
assume versus the more conservative approach taken by the
PFC 1in its investments and asset allocation.

Another performance measurement would be reviewing the
return of segmentsof the PERS/TRS and PFC portfolios; for
example, reviewing PERS/TRS and PFC domestic equity invest—
ments to the S&P 500 or the fixed income investments to the
Shearson Lehman Bond Index (SL-BONDS). Such an analysis
would show:
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PERS/TRS/PFC EQUITY AND FIXED

PERS

TRS

PFC

S&P 500

PERS

TRS

PFC

SL-BONDS
(@)
¢y
2

The above
PFC

income
Index

Another

achieved
investments compared to the S&P 500

investments
in each of the four years
achieved a competitive return on
when compared to the bond

informative comparison
year standing on

INCOME TIME-WEIGHTED RETURNS
COMPARED™ TO SPECIFIC MARKET INDICES
anfuatly-compounded rates of return
FOR~Tel wS ENDING DECEMBER 31, 1988 (a)
(unaudited)
DOMESTIC EQUITIES
1 year rs 3 5 ygars
PP AmT CH® TP
18.21 10.04 12.95 17.27 1)
15.50 11.10 13.50 ) 15.00
16.80 10.90 13.40 17.80 15.30
FIXED INCOME
1 year 2 years 3 years 4 years 5 years
m"8.73" “5710 9.37 ""12.33" m
9.10 5.01 8.58 11.71 €H)
7.20 4.30 8.10 ) 12.10
7.60 4.90 8.40 11.50 12.20
source: Dept, of Revenue, “Division of Treasury

internally calcula* ed
rates of return,*

time-weighted
PFC externally evaluat—

ed SElI Large Plan Report; and, indepen—
dent sources of market 1indices.
five-year data not available for PERS/TRS.
four-year data not available for PFC on SEI
external reports.

analysis shows that for the most part PERS/TRS and
a competitive return on 1its domestic equity
index. PERS/TRS fixed
the Shearson Lehman Bond
compared above. PFC also
its fixed income holdings

outperformed

index.

is reviewing the annual (each

its own, unlike the cumulative returns used

in the previous comparisons) rate of return and how that
return fits into the universe of funds used for comparative
purposes.
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PERS/TRS/PFC
ANNUAL RATES OF RETURN AT MARKET VALUES
AND PERCENT RANKING IN COMPARATIVE UNIVERSE (a)

19£4 1985 1986 1987 1988

% Rank % "Rank % Rank % Rank % Rani
Equities
PERS -15.1 100 28.8 63 37.5 38 17.7 96 -5.4 23
TRS -15.1 100 28.8 63 37.5 38 18.5 90 -5.2 22
PFC - 9.6 28 30.6 46 37.2 59 24.8 27 -6.4 55
Fixed Income
PERS 1.1 55 27.9 65 22.9 3 5.0 59 7.6 51
TRS 0.8 57 28.2 @61 23.4 1 4.3 79 8.8 3
PFC 4.4 56 27.2 12 20.5 25 4.3 91 7.0 71

(a) source: PERS/TRS data from SEl  report for

guarter ending 6/30/88. PFC data from
SEl large plan report for period ending
6/30/88.

The rates of return above are based on the market value of
the equity and fixed income portfolios and includes unreal —
ized gains. PERS/TRS rankings are based on a comparison
with a universe of approximately 30 large state retirement
funds. PFC rankings are based on a universe comparison of
63 funds. The "rank"™ describes (using percentages) how the
fund performed 1in relation to the other funds of the uni-—
verse. For example, a rank of 100 1indicates the fund had
the lowest performance and 99% of the wuniverse performed
better. Conversely, a rank of 1 indicates the fund per—
formed the best and 99% of the universe achieved Ilower
returns. A rank of 55 indicates the fund performed near the
median (50%), and that 45% of the universe performed worse
while 54% achieved better returns.
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OTHER RATE OF RETURN DATA

While not truly comparable, 1investment fund returns can be
reviewed against other fixed income returns.

PERS/TRS/PFC ANNUAL REALIZED (NOMINAL) RATES OF RETURN
compared to other fixed Rate returns Til

(unaudited)

Realized Rate of Return(%) Fixed Rates of Peturn(Z)
YEAR PERS TRS "PFC SBS(1) DCPTT) "m r r
1980 9.54 10.41 11.29 TTT740 n/a 17.91
1981 10.73 11.02 16.00 10.75 n/a 15.91
1982 8.52 6.98 15.10 12.35 n/a 12.04
1983 11.09 11.32 12.76 12.55 n/a 8.96
1984 10.66 9.47 10.89 12.00 n/a 10.17
1985 9.96 9.84 11.61 11.80 n/a 7.97
1986 13.16 13.12 14 .36 11.87 9.30 6.62
1987 13.98 13.94 13.37 11.54 9.08 6.74
1988 8.20 8.20 9.01 11.00 9.93 7.58

(a) source : Division of Legislative Finance; De

partment of Administration, Division
of Retirement and Benefits.

(1) SBS - State Supplemental Benefit System
DCP - State Deferred Compensation Plan
CD - Certificates of Deposit

|
n/a - not available

The comparisons above are not an accurate measurement of
determining how PERS/TRS or PFC is performing in comparison
to other funds or instruments. While 1t does demonstrate
differing returns by different 1investing funds or instru—
ments, 1t does not 1indicate nor provide a basis for com—
paring how similarly designed funds 1invested 1in similar
securities are performing. Each of these funds or instru—
ments, with the exception of PERS/TRS, have different
objectives and goals and, therefore, have varying investment
strategies and policies.

Also, the schedule above presents a different picture than
the prior example. Here, annual realized (nominal) rates of
return are presented. Realized vrates of vreturn do not
include changes 1in market value and, therefore, are not
usually used for comparing performance. In this schedule,
PFC outperforms PERS/TRS in all but one annual period
presented. This ~compares to the previous time weighted
presentation that shows PERS/TRS outperforming PFC in all
but one period presented. This exemplifies how, depending
on a desired outcome, rate of returns can be used to make a
point. Since PERS/TRS are pensions funds, their return
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analyses should be based on a long-term view, not just how
the funds performed in any one annual period.

Another review of returns can be made between the retirement
funds and other market indices. Like the above, the returns
are not truly comparable. These market indices reflect
returns Tfor certain investments, whereas the PERS/TRS and
PFC Funds results reflect a total return on a balanced
portfolio of many types of investments. For example, the
Standard and Poor"s 500 (S&P 500) 1index reflects returns on
equities only; the 91 day Treasury Bill 1index (T-BILL)
reflects short-term Tfixed income investments; and, the
Shearson Lehman bond index (SL-BONDS) reflects returns on
bond investments.

PERS/TRS/PFC TIME-WEIGHTED TOTAL RATES OF RETURN
COMPARED TO MARKET INDICES ANNUALLY-COMPOUNDED
RATES OF RETURN (%)

AS OF DECEMBER 31, 1988 (a)

(unaudited)
1 Year 2 Years 3 Years 4 Years 5 Year
PERS t i1;6 6.5 "17577" “ATT7 (¢))
TRS 11.9 6.4 10.2 13.3 ¢@))
PFC 8.5 5.9 9.3 ) 12.9
S&P 500 16.8 10.9 13.4 17.8 15.3
T-BILL 6.7 6.0 6.0 6.5 7.1
SL-BONDS 7.6 4.9 8.4 11.5 12.2
(a) source: Department of Revenue, Division of
Treasury, and 1independent sources of

market indices. PFC data from 12/31/88
Large Plan Report.

(1) five-year data not available for PERS/TRS.

(2) four-year data not available for PFC on SEI
external reports.

The misleading nature of drawing conclusions solely from
this analysis must be emphasized. For example, for the
three years ending December 31, 1988 the Sé&P 500 had
achieved an annualized return of 13.4%; contrasted to PERS,

TRS, and PFC returns of 10.7%, 10.2%, and 9.3% respectively.

The S&P 500 1is an 1index that measures only equities traded
on the exchanges. The PERS/TRS and PFC portfolios not only
contain stocks but also bonds, other fixed 1income securi—
ties, and real estate. Additionally, PERS/TRS holds invest—
ments in foreign equities, whereas the S&P 500 reflects only
domestic equity.

PERS/TRS and PFC may have achieved a return on 1its equity

portfolio competitive to that of the S&P 500. However,
fluctuations 1in bond, other fixed 1income, and real estate

STATE OF ALASKA -12- OIVISION OF LEGISLATIVE AUOIT



investments may have affected the overall total portfolio
rate of return. Therein lies the danger of relying solely
on a comparison of fund performance to any one market index.

COST OF MANAGING AND INVESTING PERS/TRS AND PFC FUNDS

It has been alleged that the cost of administering the
PERS/TRS Funds are "out of control™ compared to the PFC. In
reviewing the cost of administering the retirement funds
versus the Permanent Fund the facts must again be kept in
perspective and vrequire closer scrutiny before drawing
conclusions, similar to the <closer analysis needed when
comparing PERS/TRS and PFC rates of return.

The Department of Revenue, Treasury Division 1s responsible
for, among other functions, the investment and management of
the State of Alaska general investment fund; AHFC pledged
fund; international airports construction fund; inter —
national airports revenue fund; state mortgage 1insurance

fund; public employees®™ retirement trust fund; teachers”

retirement trust fund; judicial retirement trust fund;

military retirement trust fund; public school trust fund;

and the University of Alaska trust fund. Also, the division
is responsible for state cash management, debt management,

and investment accounting.

By far the largest cost centers in the management of the
PERS/TRS Funds are personal services (salaries) and contrac—
tual fees.

It has been alleged that it takes between 25-to-27 positions
to manage the PERS/TRS Funds as compared to the PFC requir—
ing 16 positions to manage their portfolio.

The 25-to-27 positions referred to above represents the
total staffing of the Treasury Division. These positions do
many tasks, as discussed above. Not all of those positions
have duties related to the PERS/TRS Funds. We examined the
job descriptions of employees 1in the Treasury Division and
verified those descriptions with some employees through
personal interviews. We also identified salary and benefits
costs for each of the Treasury Division employees and for
the division in total.

We have <calculated that Treasury utilizes a full-time
equivalent (FTE) staffing of 11.3 positions to manage,
invest, and account for the PERS/TRS Funds 1in fiscal year
1988 at a cost of $655,273. These positions are responsible
for executive management, asset accounting, portfolio
management, real estate 1investments, and cash management as
it relates to the PERS/TRS Funds. This compares to the
fiscal year 1988 PFC staffing of 16 positions at a cost of
$863,000.
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Contractual fees comprise the largest cost of managing the
PERS/TRS and PFC Funds. These costs consist of payments

made for the services of professional money managers,

external performance analysis, external auditors, consul—
tants, and custody and safekeeping fees.

PERS/TRS fiscal year 1988 contractual payments amounted to
$4,841,564 compared to PFC expenditures of $3,428,000.

PERS/TRS incurs expenses that the PFC 1ioes not. PERS/TRS,

being two separate funds, has 1increased costs for services

such as 1investment processing, external auditors, and the
external performance analysis. The retirement funds also
incur additional costs due to PERS/TRS higher asset alloca—
tion to equities which, under an active investment strategy,

necessitates additional trade costs and because PERS/TRS

invests in foreign equities which require higher fees than
does a domestic equity. PFC does not invest in the foreign
markets, has a smaller asset allocation to domestic equity,

and utilizes an index equity portfolio resulting in reduced
management fees. As the PFC moves into the foreign markets

and reevaluates asset allocation, one would expect to see an
increase 1in their management fees.

The industry evaluates management and funds costs on a
Pasis point"™ systenm. A "basis point™ reflects the cost to
manage $1,000. We performed a "basis point"” cost evaluation
of the PERS/TRS and PFC Funds, as follows:

PERS/TRS PFC
Personal Services 1.90 .88
Travel .05 .15
Contractual 14.02 3.48
Other (capital outlay,
communications, rent,
depreciation) .°8 .67
Total "Basis Point"
cost per $1,000 16.05 5.10

As can be seen, the cost of PERS/TRS contractual is approxi—
mately four times that of the PFC. This reflects the
additional costs PERS/TRS incurs due to its higher
allocation to domestic -equities, investment in foreign
equities, the increased costs for identical services since
these are two separate funds, and the economies of scale
inherent in a large fund such as the PFC.

We do not feel a simple analysis with an allegation that
PERS/TRS costs three times more to manage than the PFC 1is
justified. A closer review shows valid reasons why PERS/TRS
Funds are more expensive to manage than the PFC fund.
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

A Board of Trustees concept or structure should be estab-—
lished that has broad powers and can exercise an active roTe
in the management and investment oversight of the PERS and
TRS Funds.

At present, the PERS and TRS boards (nor any other body)
have minimal, if any, 1investment and management oversight
responsibility over the nearly $3.5 billion of retirement
fund assets invested and managed by Treasury. (That little
investment oversight authority the boards may have had was
eliminated by amending legislation in 1987/1988.

Currently the PERS and TRS boards are mostly administrative
in nature, handling the administrative aspects of the
retirement systems. The boards have no authority to direct
or establish investment policy or guidance nor do they have
the ability to effectively object to a direction the funds
may be heading and enforce an alternative.

We believe the State and other governmental employers, fund
beneficiaries, and active participants would be better
served by a restructuring of the current PERS and TRS boards
and the process of reporting to those boards. = -
We conducted a survey of all states®™ public employees®™ and
teachers®™ retirement systems and discovered that Alaska PERS
and TRS Funds 1investment management oversight is severely
lacking when compared to other Jlarger, older, more experi—
enced funds. /

An overwhelming number of respondents to our survey have an
investment oversight function that rests with an independent
body apart from the 1investment activity itself. This
oversight authority 1is vesced 1in authoritative retirement
boards, boards of trustees (ranging from 3 to 4 and up to 16
members), 1investment committees and councils (usually a
subcommittee of a board of trustees), or a statewide invest—
ment commission or board. We believe a similar structure 1is
warranted for the PERS and TRS Funds.

The PERS and TRS statutes should be rewritten to allow, and
the boards should be restructured to accept, a new, stronger

investment management oversight responsibility. We recom—
mend that:
1. The current PERS and TRS boards be consolidated into

one overall board of trustees. The board of trustees
should be structured so that individuals with the
necessary and appropriate expertise are appointed, as
well as PERS and TRS beneficiaries and active partici—
pants. Additionally, Treasury officials and, barring
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constitutional prohibitions, members of the legislature
should be active participants on the board.

2. Subcommittees of the board of trustees could be estab-—
lished to handle the respective administrative duties
of the PERS and TRS Funds.

3. The board of trustees should be vested with the author—
ity to employ outside investment advisors to review
investment policies and make recommendations; to

establish investment policies; to engage the 1indepen—
dent certified public accountants for the funds 1 audits
and have results reported directly to the board; to
contract with external performance evaluators who would
report directly to the board; and to review Treasury
investment and asset allocation decisions.

A Board of Trustees with overlapping and staggering appoint—
ments will also provide continuity from one administration

to another. Retirement funds such as the PERS and TRS are

perpetual in nature. They are considered to exist forever.

As such, a continuity in management 1is required, one that
can provide the historical perspective of past actions and

effects. The nature of the political environment is quite

opposite. Administrations come and go, as do the political

appointees that make the decisions that affect the retire—
ment funds. Presently, the commissioner of Revenue, an

appointed position, is the fiduciary of the retirement

funds. A political appointment of two or four years pales

in comparison to the longevity of the retirement funds. A
"changing of the guard” -every two-to-four years does not

provide the needed continuity in fund administration. An

independent board of trustees, with oversight authority,

would provide the needed oversight and continuity over these

funds.

It has been argued that since the PERS and TRS Funds are
designated as trusts and the commissioner of Revenue Iis
designated fiduciary of the funds, that the boards cannot
and will not accept the fiduciary responsibility of managing
the funds.

In our discussions with PERS and TRS board chairpersons we
learned that the boards do want to assume more 1investment
oversight responsibility over the funds but at present do
not have the statutory ability to do so.

It has also been stated that the boards would not accept
the liability associated with acting as a fund fiduciary.

According to the Division of Risk Management of the Depart—
ment of Administration, the PERS and TRS boards are current—
ly covered by the Directors and Officials liability protec—
tion policy. This coverage, in the amount of $100 million
(with a $5 million self-insured clause), covers any board or
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commission that 1is <created by law and that the policy
coverage would extend to any actions taken by the boards or
commissions "hat are within its official duties. At
present, the commissioner of Revenue, as fiduciary, is
similarly covered by this policy. Additionally, the direc—
tor of Risk Management stated that if the funds incur a loss
due to a breach of fiduciary duty, the Directors and Offi—
cers liability insurance policy may make funds whole,

depending on the circumstances, if the payments are a legal

liability. Based on the above, it is our opinion that the
insurance coverage presently available to the commissioner
of Revenue is likewise available to the current PERS and TRS
boards and would be available to a duly created board of
trustees acting in the capacity of fund fiduciary.

Therefore, we recommend that the administration and the
legislature establish a board of trustees concept or struc—
ture to provide investment oversight on the Treasury invest—

ment operations, particularly the PERS and TRS Funds. Some
members of the board of trustees should have the necessary
professional skills. Other members should represent fund
beneficiaries, active fund members, the Treasury, and,
barring constitutional prohibitions, the legislature. The

board of trustees should have the authority to contract for
audits, external performance evaluations, and professional

advice. Additionally, the board of trustees should review
on an ongoing basis Treasury®s implementation of investment
policy and asset allocations. _ 1

kJ o 7i IC
RecommendatriotrifeT-Z S§ ~

The entire portfolio of the PERS and TRS Funds should be
subjected to an external performance review. Also, the
external performance reports should be presented directly to
the boards and should be in a complete, understandable, and
acceptable format according to industry patterns and
customs.

Presently,. tKe-pERS -aTTd~TRS "perfrrmaage”evaluation analyses
conducted by an independent evaluation servrce-de-rnTt review"
the entire retirement funds portfolios; are not in the usual
and customary format; do not contain the usual and customary
presentations; and do not compare the PERS and TRS Funds
with ar. acceptably large enough universe of other funds.

We found it difficult to glean information on the PERS and
TRS Funds operating results from the performance evaluation
reports prepared by the external fund performance contrac—
tors. To assist us in understanding those performance
reports, we contracted with the individual who had analyzed
PERS and TRS Fund performance in the past.

Our contractor had similar difficulty in understanding the

performance reports as presented. We subsequently discov—
ered that the difficulty 1in understanding the reports and
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determining fund performance lied not with the reader, but
with the unconventional format that the PERS and TRS Funds
results were presented.

According to representatives of SEl (Treasury®s performance
reporting contractor) the State®s chief investment officer
had instructed SEI to prepare the performance reports
according to his own design. This format per our contractor
causes confusion and difficulty in analyzing fund results.
It is interesting that even SEI, the firm who prepared the
reports according to Treasury®"s custom design, finds thenm
difficult to understand. IT people knowledgeable in this
area Tind the performance reports difficult to read and
analyze, we wonder how members of the PERS and TRS boards
and interested beneficiaries and active participants can
determine how their funds are performing.

Another area that our contractor found unique was the
abbreviated form of the performance reports. The reports do
not include a number of standard comparisons, analyses, and
graphic presentations. These presentations assist in
understanding the fund performance and how they compare to
other funds. For example, the performance reports have no
presentations of asset growth summaries; total plan rates
of return; cumulative rates of return for market cycles
(falling markets and rising markets) ; reward versus risk
analysis; equity and bond purchases and sales turnover
analysis; equity portfolio profiles (showing capitalization
of investees, dividend yields, price/earning ratios, return
on net worth, earnings growth rates, market/book ratios);
diversification and rate of return by industry sectors; and

other graphic and numerical presentations. It is argued
that this type of information is of little value in estab—
lishing 1investment policy and asset allocation. However,

all these analyses —combined assist in formulating an
informed judgement as to how the retirement funds are
performing by interested parties other than those
responsible for investment policy and asset allocation.
These analyses, and many others, are used by the Permanent
Fund Corporation Board of Trustees to review the performance
of the Permanent Fund. These types of analyses are not
report cards on a fund, but rather a presentation of how one
particular fund is performing compared to other funds
competing for a return on investment.

Other areas of the PERS and TRS performance reports identi—
fied as lacking are that a total plan analysis is not
performed on the entire portfolio and that the universe of
funds used for performance comparison is too limited.

The major benefit of an external performance evaluation 1is
the 1identification of how one particular fund is performing
and how it compares to other funds (known as the "fund
universe™). To have a thorough evaluation/comparison, the
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entire portfolio must be externally evaluated. Presently,
the PERS and TRS portfolio does not have an externally
generated total plan rate of return analysis because the
funds®™ real estate investments and foreign 1investments are

not taken into consideration. Most respondents to our
survey indicate their entire portfolios are externally
evaluated. Most of those funds also have investments 1in

equities, fixed income, some Tforeign investments, real
estate, mortgages, leveraged buyouts, and venture-capital.

The PERS 7ancT TRS Funds are compared to a fund unive”e
consisting” of only 28 other funds. This contrasts to the\
Permanent Fund®s evaluation which compares itself to a \
balanced fund population (where the funds have at least 57,
invested in equities and 5% in bonds) of 910 funds and a
Large Plan Report of 63 funds. We believe the PERS and TRS
Funds comparison 1is too restrictive and should be enlarged.
Comparing fund performance to a larger fund universe would
provide a better indication of how the PERS and TRS Retire—
ment Funds are performing compared to other funds.

Wa .recommend that the _.entire PERS and TRS Funds be™"
externally evilAraretl~fl~reby~"en”ra”inf a total plan rate of
return; that the evaluations be performed~and”..reported™™ in
the standard informative formats with all appropriate
graphic and numerical presentations; that these reports
should be presented directly to the boards; and that the
PERS and TRS Funds be compared against an acceptable fund
universe.

The boards and/or Treasury should provide as much informa—
tion as possible to the beneficiaries, active members,

executive and Legislative branches, and the public that 1is
clear and direct. By doing so, it would enhance public
accountability.

Recommendation No. 3

The Department of Revenue, Treasury Division (Treasury)
should tollow generally accepted accounting principles in
its accounting of 1investments for the Public Employeesl
Retirement System (PERS) and the Teachers “Retirement System
(TRS) Funds.

Treasury does not account for PERS and TRS foreign equity
investments in accordance with 1industry generally accepted
accounting principles.

The term "generally accepted accounting principles” (GAAP)
as used 1in reporting results of operations on the financial
statements refers to a body of theory and practice developed
by the accounting profession 1in association with 1industry
and other organizations that may be impacted by the adoption
of standards which include not only accounting principles
and practices but also the methods of applying them. GAAP
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is a technical accounting term encompassing a common set of
accounting concepts, standards, and procedures necessary 1in
order to render financial statements comparable between
enterprises and between accounting periods. Without adher—
ence to GAAP, wusers of financial statements would have no
uniform standard for judging the presentation of financial
position, results of operations, and changes in financial
position in those financial statements.

A user of financial statements expects those statements to
present fairly, clearly, and completely the economic facts
of the existence and operation of an enterprise on a consis—
tent and comparable basis. A departure from GAAP results in
financial statements that may not me”t the user®s criteria
and will generally result in a qualified auditor®s opinion
disclosing the departure and what effect that departure has

on the financial statements. Treasury realizes the 1impor—
tance of an unqualified audit opinion. Treasury, in Appen—
dix J of 1its General Investment Policies, requires an

applicant for commercial real estate loans to submit audited
financial statements that contain unqualified audit opin—
ions. The presentation of PERS and TRS financial statements
by Treasury are departures from GAAP.

Treasury does not properly account for and report investment
transactions occurring in the PERS and TRS foreign invest—
ment portfolio. Treasury did properly account for and
report on its foreign portfolio activities through fiscal
year 1987; however, 1in fiscal year 1988, a departure from
GAAP was made, with which we do not agree 1is appropriate or
justifiable.

An important element of a financial statement, and a frame—
work of modern accounting, is the presentation of the
historical cost of assets, including investments.

Treasury forwards funds to its London-based foreign manag—
ers. These managers then invest 1in Tforeign equities. The
amount of the funds transferred to the foreign managers 1is
recorded as the <cost of the PERS and TRS 1investment in
foreign equities. When the foreign equities are subsequent—
ly sold by the foreign managers, the amount received from
the sale, which may 1include a gain on the sale, 1is usually
reinvested 1in foreign equities. Contrary to GAAP, the
reinvestment of proceeds from the sale of the equities are
not recorded in the accounting records and the cost basis of
the foreign portfolio 1is not adjusted to properly reflect
the new cost basis of the retirement funds®™ 1investments.

This accounting treatment was implemented over the initial

written objections of the state comptroller. The sale,

gain, and reinvestment of funds should be accrued and
recorded in the accounting records at the date of the
transaction 1in accordance with generally accepted accounting
principles.
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This irregular accounting treatment causes a material
understatement of the cost basis that PERS and TRS has
invested in foreign equity holdings. The understated cost
as presented 1in the PERS and TRS financial statements is
misleading to the average reader who 1is not aware of the
non-GAAP accounting treatment accorded these transactions by
Treasury.

In their June 30, 1988 balance sheet, Treasury shows the
cost and market value of PERS and TRS foreign portfolio as
follows:

Cost Market Value
PERS $77,847,000 $138,421,000
TRS 51,756,000 91,246,000

At first glance, a reader of the financial statements would
think that PERS and TRS had generated a $60,574,000 and
$39,490,000 (respectively) market gain.

However, had GAAP been applied to the accounting of the
foreign portfolio, <cost and market Value would have been
presented as follows:

Cost Market Value
PERS $134,626,000 $138,421,00"-
88,711,000

Under GAAP, foreign portfolio market gains for the PERS and
TRS Funds would have been *3,795,000 and $2,535,000, respec—
tively. As reflected in tne financial statements, PERS and
TRS market gains are overstated by approximately 1,500
percent.

The Treasury~H7=%vur34en-"£hief investment officer has seated
that this accounting treatment 1is fie"cessaiy--because of
"investment accounting principles,” "fiduciary law,”™ and
"the IRS code.” None of those references, even if they do
address this 1issue, override GAAP and Alaska state law 1in
these circumstances.

Alaska Statute 37.05.150 states, 1in part, "The accounting
system must be 1in accordance with accepted principles of
governmental (fund) accounting . Generally accepted
governmental accounting principles are embodied in the
Governmental Accounting, Auditing, and Financial Reporting
publication prepared by the Government Finance Officers
Association. In this handbook of governmental accounting,
the jurisdiction of the Governmental Accounting Standards
Board (GASB) is defined as "The GASB will establish stan—
dards for activities and transactions of state and local
governmental entities . . . ." The handbook further defines
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the hierarchy of GAAP for Tfinancial statements 1issued by
state and local governmental units. This hierarchy is:

1. Pronouncements of the GASB are to be followed for
accounting and reporting by state and local governmen—
tal units.

2. In the absence of a GASB pronouncement regarding
accounting treatment, pronouncements of the Financial
Accounting Standards Board (FASB) are to be followed.

3. Pronouncements of bodies composed of expert accountants
that follow a due process procedure. This category
includes audit and accounting guides and statements of
position issued by the American Institute of Certified
Public Accountants.

4. Practices or pronouncements that are widely recognized
as being generally accepted because they represent
prevalent practice 1in a particular industry or the
knowledgeable application of pronouncements to specific
circumstances.

Since GASB is silent regarding the treatment of foreign
investments, pronouncements of the FASB must be followed.
In this case, generally accepted accounting principles
established by the FASB., and 1its predece"ssor-"the Accounting
Principles Board;"should be followed by the Treasury-Bivi-
sion.

We recommend that Treasury account for and report on the
PERS and TRS Funds, including its foreign portfolio
activity, 1in accordance with generally accepted accounting
principles.
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STEVE COWPER, GOVERNOR
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DEPARTMENT OF REVENUE ELEVENTH FLOOR
STATE OFFICE BUILDING
P.O. BOX SB
TREASURYDIVISION JUNEAU, ALASKA 99811-0400
August 22,1989
Randy S. Welker, CPA i .
Legislative Auditor 19
Division of Legislative Audit JIE23
P. 0. Box W
Juneau, Alaska 99811-3309 LEGISLATIVE
AUDIT

Dear Mr. Welker:

I have reviewed the Division of Legislative Audit’s preliminary report entitled "A Special
Report on the Department of Revenue Treasury Division Public Employees’ and Teachers’
Retirement Funds".

At your request, | offer the following comments:
%
i With regard to the discussion of realized returns on page eleven, | would like to
point out:

a. The Financial Analysts Federation has endorsed the enclosed
"Performance Presentation Standards". These standards are the first and
only such standards in the industry for guidance on how to calculate and
report investment performance. Section V.B. specifies that the use of total
return, including income and capital appreciation, is mandatory in the
presentation of investment perfonnance data. Realized rates-of-retum, as
pointed out in your report, do not include unrealized capital appreciation.

b. Realized returns axe relevant for a fund which has net cash flow
requirements during the period being measured; in the case of retirement
funds, a net cash flow from investments is not estimated by the funds’
actuary to be required generally before FY 2005. See the enclosed "PERS
and TRS Financial Projections”, February 21,1989, Mercer Meidinger
Hansen. Sensitivity analyses in the projections indicate there may be some
chance that a small portion of TRS investment earnings (no more than
one-tenth) will be needed as cash to cover benefit payments after FY 1991;

C. The timing of actual realization of unrealized gains is at a fund manager’s
discretion and may be affected by a fund’s cash flow requirements. Thus,
realized returns may reflect not only investment policy, as shaped by cash
flow requirements, and a portion of investment returns, but also asset
liquidation decisions prompted by cash flow needs.
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On page 12, as your report points out, there are difficulties in comparing total
fund returns to market indices for individual classes of investments. The most
appropriate comparison would be to an average of the relevant indices weighted
by the asset allocations of a fund. This would be similar to the approach
prescribed by the Financial Analysts Federation in section V.l.6.a. of their
"Performance Presentation Standards” (enclosed) for comparing results of
balanced accounts managed by investment advisors.

I am in basic agreement with Recommendation No. 1. There are obviously many
issues to be considered in trying to develop the best possible structure for
governance of PERS and TRS investment management. The Department of
Revenue would be happy to work with Legislative members or bodies in
developing legislation to reform the structure.

To address these same concerns, the Department has developed a proposal .0
create an independent trust company. The proposed structure would provide for
the investment management of other State retirement and endowment trust
funds, as well as PERS and TRS. It also would greatly improve State cash
management procedures by allowing direct access to certain Federal Reserve
System services, rather than through an intermediary custodian bank.

The Department’s proposal has been endorsed by resolutions of the PERS and
TRS boards and has been reviewed by the State’s fiduciary counsel, Willkie, Farr

& Gallagher.

There is one issue addressed in your report tr which | should respond. The
discussion of liability for fiduciary acts on pafa 17 does not take account of AS
37.10.071(d) and (e) which make fiduciaries personally liable and extends state
indemnification of their liability only insofar as their actions are prudent, even
though insurance would cover all fiduciary acts whether prudent or not. These
statutory provisions were adopted to assure the most careful adherence by
fiduciaries to the dictates of prudence. | do not concur with the suggestion that
board members be allowed to avail themselves of the State’s insurance coverage
of liability for fiduciary acts when those acts fail to meet the statutory standard of
professional prudence contained in AS 37.10.071(c).

I am in agreement with portions of Recommendation No. 2. My specific
comments are:

a | agree that performance reports should cover the total fund and include
cumulative rates-of-retum, a reward versus risk analysis, and relevant
graphics. The Department has awarded a new contract for outside
performance measurement services that includes such information. The
first reports under the new contract will be available following the end of
the first quarter of fiscal year 1990.
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I do not feel that other detailed analyses, mostly of individual manager
portfolios, recommended in your report are useful either in establishing
investment policy and asset allocations or evaluating manager or fund
performance. Performance measurement data needs to be confined to
comparative information that focuses on the bottom line -- rates-of-retum

~ and the critical policy variables -- asset allocation, bond maturity, and
bond quality - that contribute to it. The worst thing to do, if trying to
ensure accountability, is to inundate fiduciaries with so much data that they
can’t see the forest for the trees or have time to adequately review the
more critical information.

If there are particular problems with the format of the report, the audit
should identify them and | would be happy to consider changes. As part of
the new performance measurement contract the Department will obtain

any specific suggestions the contractor has for revising the format.
However, the Department will not relieve the contractor of the obligation
of supplying the reports in the format specified by the Department if
revisions to the format decrease the report’s intelligibility or appear to be
for the convenience of the contractor. There is no industry standard for
most of the presentations in these reports, the only possible exception being
certain basic information set out in Tables | and H of the enclosed
"Performance Presentation Standards" which no firm has yet adopted.
Various performance measurement firms have various formats. Each has
its own "standard" format and is reluctant to provide custom reports as
required by the Department due to the extra time and expense involved.

| agree that comparing performance to a larger universe is desirable,
provided that, as your report stresses in several other places, the
comparisons are meaningful. Under the circumstances it is not clear that
the contractor can provide any larger universe that would be meaningful.
The contractor, SEI Corporation, had the largest universes specified by the
Department of the two firms responding to the RFP for these services. As
part of the new contract, the Department will obtain the advice of the
contractor on whether the universes can be meaningfully expanded.

The PERS and TRS funds are compared to two universes consisting of
pension funds over $500 million —one State pension funds, the other
corporate. These universes were established to provide more meaningful
comparisons than a universe including many small pension plans. Small
plans for the most part operate under more restrictive constraints, have less
diversification into the various asset classes represented in PERS and TRS,
and are less likely to have professional management. As pointed out on
page 5 of your report, similarity in objectives, constraints, opportunities,
and resources are critical to achieving valid comparis ons.
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Not unexpectedly, larger plans generally seem to have superior investment
returns as indicated by the enclosed "EXHIBIT 7" prepared by SEI. The
segregation of corporate and state plans is useful because their significant
difference in asset allocations to equities, which results in significantly
higher returns for corporate plans, focuses attention on this critical policy
variable.

5. The Department will comply with Recommendation 3, beginning with its audited
financial statements for fiscal year 1989. However, | would like to make three
comments:

a.

HM/MBB/ph

encls.

The statements on page 19 and 20 that Treasury does not account for
foreign equity investments properly or in accordance with generally
accepted accounting principles are overly broad. Treasury does account foi
foreign equity investments in accordance with generally accepted
accounting principles, with the exception of its treatment of historical cost
and the point of realization of foreign gains or losses. Treasury’s statement
of market value and total investment income for foreign equities is in
accordance with generally accepted accounting principles. As stated by
Ernst & Whinney in their annual audit of Treasury investments, the
"differences would have no effect on total investment income".

The departure from GAAP and its effects are fully disclosed in Treasury’s
financial statements. Your report should acknowledge this. The statement
on page 20 that "A departure from GAAP...will generally result in a
qualified auditor’s opinion disclosing the departure and what effect that
departure has on the financial statements.” may leave the reader with the
impression that Treasury did not make this disclosure.

The departure from GAAP was based on consideration of a number of
issues. These issues were fully discussed by Treasury staff and its
independent auditors. The decision was personally reviewed by me. The
issues are summarized in the enclosed memo of November 1,1988. The
report’s failure to address the issues contained in the memo, which was
provided to Legislative Audit, and its failure to acknowledge the
Department’s review of the issue may leave the reader with the impression
that the departure was made arbitrarily or capriciously. In fact, the issues
involved are very "close" as to what is the best accounting treatment. This
is reflected in the fact that FASB-52, which is the accounting principle at
issue here, was highly controversial and was adopted by the Financial
Accounting Standards Board only by a 4-3 vote.

-26-
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/. The FAF has endorsed the following
standards for investment management per-
formance presentation. Up to now, this all-
important subject has been given insufficient
attention; as a result, investment advisers
(despite registration with the SEC) have been
left tofollow their own standards, which have
been varied, uneven, and, in some instances,
outright irresponsible and dishonest. If the
investing public is to be treatedfairly, and if
the investment management industry is to
represent the highest ethical and moral stan-
dards, afairand understandable policy should
befollowed. The standards recommended ear-
lier have been endorsed by i/e FAF Board of
Directors after consideration of comments
from its membership (which includes invest-
ment advisers, brokers, consultants, academi-
cians and other interested parties).

Il.  Theoverall philosophy underlying these
standards is the needfor full disclosure of in-
vestment performance data to clients and
client prospects. Certain statistics and pres-
entation data have been delineated as require-
ments; but the main theme is that investment
managers may present any reasonable statis-
tics provided that their derivation, and par-
ticularly any exclusions therefrom, are high-
lighted and made abundantly clear.

Il.  Parties affected by these standards.
These standards are directed to "invest-

ment managers,” which obviously includes
all registered investment advisers, but the

. 28.

standards also apply to other organizations
and individuals, such as:

A.  Stockbrokersactingas ‘portfolio
managers"for clients, particularly those
who clwrge separate (from normal com-
missions) fees for their management
services.

B. Mutualfunds, where certain regu-
latory presentation practices can be de-
ceptive (but which exist under different
jurisdictions).

C.  Consultants, where it is recom-
mended that similar standards be set by
a separate FAF Committee.

IV.  While clients and client prospects are
encouraged to make extensive qualitativejudg-
ments of investment managers, these FAF
guidelines concentrate on the quantitative—

on a complete, accurate andfair presentation
of investment performance data.

V. Performance Calculation.

A.  Time-weighted performance cal-
culation is the mandatory methodol-
ogy, since it represents the only prac-
tical methodfor comparing manager re-
sults over time.

B. Total return, including income
and capital appreciation, is also manda-
tory.

PPS - page 1



Performance Calculation (Continued)

C. To allow for the most efficient
judgment of manager efficiency and
clientinvestment returns, resultsshould
be presented before fees so long as the
manager's fee schedule is included with
performance presexxtation.

D. Managers and new clients should
agree in advance on the starting datefor
performance calculation.

1. This starting date should be
part of the Management Agree-
ment and calculations should
conform to such agreed-to date.

2. Since the precise starting date
for managedfunds is not always
definite (due to legal problems,
delay of receipt offunds, etc.), it
is recommended that a specified
period (i.e., 30 days after funds
have become availablefor invest-
ment) be set as inception for per-
formance calculation. Again, the
time period will vary from man-
ager to manager, depended on
manager style or client prefer-
ence-, but agreement in advance
between manager and new client
eliminates potential confusion and
sets a consistent standard.

-29-

E Computational Standards.

1. Portfolios should be valued
at least quarterly. Monthly valu-
ation (and linking) is the pre-
ferredfrequency where practical.

2. A time-weighted return for-
mula which minimizes the effect
cf contributions and untlidraw-
als must be utilized. Daily ac-
counting for contributions and
withdrawals is the preferred
method.

3. Whenacontribution (or with-
drawal) is significant (e.g., over
10%) in relation to the latest cal-
culation of market value, a port-
folio is best revalued on the date of
the contribution (or withdrawal)
in order to reduce possible distor-
tion.

4. Investment income should be
included on afull accrual basis
(as opposed to cash basis).

F. Performance results for any one
asset class (sucii as equities) should in-
clude cash equivalents and any other
securities (e.g., convertible securities
in an equity portfolio) held by the man-
ager in place of that asset.

PPS - page 2



V. Performance Calculation, Paragraph F.

(Continued)

G.

1. If managers present perform-
ance results for any particular
asset class excluding cash orother
securities used by the manager in
place of the asset class, perform-
ancewith cashand the other secu-
rities should likewise be presented
along with a statement that re-
sults sopresented conform to FAF
standards.

Compound annualized perform-

ance returns should be presaitedfor all
periods covered in presentation.

H.

Exclusionsfrom account perform-

ance calculations and presentation should
be clearly stated.

1 Complete information on in-
clusions and exclusions of data
should be presented, as per at-
tached Tables I and 1L

a. hlanagers should pro-
vide the percentages oftheir
inclusions and exclusions
to prospects. Thus, if the
presorted data constitutes
8570 ofthe asset class (e.g.,
equities) managed, with
1570 excluded, this should
be so stated. If the pre-
sided data constitutes 5070
of a particular type of in-

-30-

vesting within tlh\at asset
class (e.g., small-to-me-
dium capitalization equi-
ties), this should also be
stated.

b. Examples of such ex-
clusions might include:

Special category invest-
ments, such as assets not
carryingfull discretionary
power within a manager's
business in which otherac-
counts are normally dis-
cretionary.

Client assets not being
chargedafee, within aman-
ager's business which is
normally fee-based. j4s
indicated throughout Sect-
ion VIII., the performance
of all fee-based accounts
should be accountedfor in
manager measurement and
presentation.

Balanced accounts.

1. Balanced accounts, with both
equity and fixed income assets,
should be separated into tzco dis-
tinct equity andfixed income cate-
gories. Eachsuch category should
be assigned its own cash balances
so that the performance of each

PPS ¢ page 3



V.

Performance Calculation, Paragraph I.

Number 1. (Continued)

investment class will include re-
turns specifically reflecting the
use of cash equivalents and other
substitutions.  While managers
may be able to supply sufficient
risk and volatility information on
each investment class to allow
clients to make a reasonablejudg-
ment of results as if cash had been
included, the information content
mfrom the separation of balanced
portfolios into distinct asset "pots™
(each with its own cash equiva-
lent or substitute holdings) is too
valuable to leave to manager choice.

2. Assuming that the balanced
account manager's assignment
from the client is to periodically
change the asset mix, managers
altering the ratios between equi-
ties andfixed income should make
bookkeeping transfers ofcashfrom
one category to the other. Ac-
countingfor such transfersshould,
of course, be based on the specific
cash transfer dates.

3. Performance resultsfrom bal-
anced accounts should, therefore,
include the following:

a. Equities, including cash
or substitute securities des-
ignated for potential invest-
ment in equities.

b. Fixed income, including
cash or substitute securities
designated for potential in-
vestment in fixed income.

c. Total account.

4. 3.a. and3.b. results should be
compared against their respec-
tive, comparable indexes, as if
they were separate equity and
fixed income accounts.

5. While separating the parts of
a balanced account as recom-
mended provides valuable in-
sights into the capabilities of
managers in each distinct asset
class, the most significant per-
formance criterion is still the com-
bined, total account results.

6. Resultsfor the total account
are best compared against equity
andfixed income proportions that
reflect client objectives/guide-
lines; these proportions should
be agreed to in advance by client
and manager.

a Comparative perform-
ance should then be calcu-
lated by apportioning the re-
turns from each of the in-
dexes chosen to represent each
asset class to the agreed-to
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V.

Performance Calculation, Paragraph .

Number 6. (Continued)

VI
sons.

percentage bogeyfor that as-
set class. Assume, tlierefore,
that clientand manager have
agreed to a balanced account
risk posture of 60% equities
and 40% fixed income. The
comparative indexes usedfor
equities (assumethe S&P 500)
should be weighted at 60%,
while the appropriate fixed-
income indexes (assume the
Shearson/Lehmn Corporate]
Covt. Index) should be
iveighted at 40%, producing
a number against which the
total account performance
return should be compared.

J. In addition to actual results, per-
formance for accounts utilizing lever-
age should be calculated and presented
as ifthey had bee)i tnadefor all-cash (no
leverage).

Indexes used for performance compari-

A.  Managers should explain in ad-
vance any indexes usedfor performance
comparisons to cliaits and prospects.
These indexes should parallel the risk or
investment styles the client account is
expected to track.

-32-

VII.

MS

B. Comparisons with specific meas-
ures (e.g., real returns adjustedfor in-
flation, riskless returns from T-Bills,
etc.) may be used so long as FAF stan-
dards on other factors, as presented
herein, arefollowed.

Treatment of convertible securities.

A.  Convertible securities should nor-
mally be included in equity perform-
ance, unless manager and client agree
in advance to their inclusion in fixed
income. Ifconvertibles are subsequently
shifted from equity segments to fixed
income, or vice versa, clients should be
notified at the time of such shifting.

VIII. Formation and presentation of com-

posite performance results by managers.

A.  All managers should construct
and present accurate composites of in-
vestment performance. Rulesfor such
composites include:

L Managers should compile and
present such resultsfor asJong a
period of time as accurate ac-
counting can be accomplished,
no less than 10 years if possible
and up to 20 if practical.

2. Managementorganizations in
business for less than 20 years
should include results from the
veryfirstfull calendar year since
their inception.
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MIl.  Formation and presertation of conposite 8. Managers are encouraged to
performance resuits by managers, Paragraph A. construct separate composites

(Continued) wherevalid reasonsexistfor doing

3. Each and every year of such
results should bepresented to pro-
spective clients, unless specific
requests arefor different periods.

4. Resultspresentedto clientpros-
pects should beshown bothfor in-
dividual years and cumulative pe-
riods, as indicated in attached
Table I.

5. All client accounts should be
includedfor whatever period such
accounts were under managemnit;
portions of periods under man-
agement (i.e., managers choosing
inclusion of portions) is prohib-
ited.

6. Clients' accounts no longer
under management should be
included in composite(s). So-called
‘survivor™ performance results
are to be avoided.

7. Changes in a manager firm's
organization should not leadto an
altering of composite results.
Results achieved by an organiza-
tion are the organization's repon-
sibility; changes in personnel do
not constitute ajustifiable reason
to alter composite performance re-
sults.

-33-

so. A differentiation between
taxable versus nontaxable ac-
counts; fully discretionary ver-
sus not-fully-discretionary; and
other categories which entail
varied investment styles, con-
trols, or risks constitute valid
reasons for separate composites.
As indicated in Paragraph S.d.
below, however, managers should
list all of their composites, with
performance figures and other
pertinent information on each,
whenever performance resultsare
presented. Any and all exclu-
sions from any presentation of
performance results should be
clearly stated.

9. Composite performance cal-
culation and presentation should
be weighted by account sizes. A
median ofunweighted results may
also be presented, but this should
be accompanied by results
weighted by account size, along
with the statement that the latter
is the recommended procedure as
set by the FAF.

PPS - page 6



Formation and presentation of composite
performance results by managers, Paragraph A
Number 9. (Continued)

Managers should also clearly
delineate the following:

a. The number ofclient re-
lationships included in each
(and all) composite(s);

b. The total size ofthe com-
posite for the beginning
(January 1)and end ofeach
year;

c. The weighted average
size of accounts constitut-
ing the composite.

d. As indicated above, in-
formation on all excluded
assets from any composite
presentation should be
presented.

10.  Fixed income and equity
portions of balanced accounts
should be included in their re-
spective equity and fixed income
composites, provided they con-
form to Section V., Paragraph .
above on balanced account calcu-
lations.

11 Balanced account compos-
ites should include only those ac-
counts where the manager has

-34-

discretion over changesfrom one
asset to another. |f the client has
set balanced limits from which
the manager should not deviate,
the segregated assets (with their
respective cash positions) should
be included only with their like
asset composite. (Example: Client
gives Manager$6 millionfor bond
management and $4 million for
stock management, with no
changes in mix to be made by
Manager. Ti.. $6 million should
be added to the Manager's bond
composite and $4 million added
to Manager's stock composite-
nothing to be included in Man-
ager's balanced account compos-
ite.)

12 Since performance results
will be reported to clients along
vith either actual or average fee
information (SeeSection V., Para-
graph C.), composite figures
should likewise contain sufficient
information to enable clie.'ts and
prospects to compute performance
on hoth a pre- and post-fee hasis.

13 Managers should indicate
typical indexes against which any
and all composites are normally
judgedhy respective clients. Thus,
a manager's equity composite
which includes accounts with both
largeand small capitalization equi-
ties of comparable weighted size

PPS - page 7



VIII.  Formation and presentation of composite B. Table 11 provides a sample rec-
ommended format for composite per-
formance presentation to client pros-

performance results by managers, Paragraph A.

Number 13. (Continued)

to the S&P 500 should be com-
pared against the S&P 500, while
a small-to-medium capitalization
stock composite should be com-
pared against NASDAQ, Russell
3000, etc. An account with, for
example, sow ofits totalin small-
to-medium capitalization stocks
and 50% in large capitalization
stocks should becompared against
similar-weighted separate indexes,
rather than against either one of
the two.

14, Composites should follow
the same treatment ofreturns with
and without cash as indicated in
Section V., Paragraph F.

15, Presentation of risk meas-
urements suchasAlpha, Betaand
Standard deviation for individ-
ual account returns within any
composite is encouraged.

16.  Other pertinent informa-

pects and consultants. Table |1 should
accompany the specific performance re-
sults as presented in Table I.

Verification of composites.

A. Audited compositeand otherper-
formance figures are encouraged. At
the very least, managers presenting
performance data should make a posi-
tive written statement thatfull disclo-
sure of assets included and excluded
has been made and that calculations
conform to FAF standards. Any devia-
tionsfrom these FAF standards should
be specifically stated.

B.  The principles of these FAF per-
formance presentation standards should
apply to all individuals and organiza-
tions serving investment management
functions. Consultants are likewise
encouraged to adopt similar standards
and principles in reporting perform-
ance data.

tionfor usein performance analy- X.  Table lllisachecklistfor managers and
sis should be added to composite clients— to assure proper conformance to the
presentations. Forexample, man- standards presented above.

agers are encouraged to include

(for each period) average market

capitalization of stocks held, aver-

age quality and duration of bond

holdings, etc.

PPS - page 8
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*T7

76

75

74

73

72

71

Standard )

1.2%

3.0%

19%

3.0%

2.8%

6.8%

3.5%

4.4%

3.1%

2.4%

2.4%

2.5%

2.9%

3.0%

2.7%

3.2%

3.1%

Ihii perfiemanoe pieicnuiion of XY Z Capital Management conform* lo the I[UnJanli k | by Die financial Analyali federation (ilunlardi dated
In addition to Die mhemalion pirkcnleJ herein, ludi ilandanli include:

Ai'tnul
Return

10.72
5.24

17.99
18.67

3161
31.75

3.54
6.29

18.32
22.55

24.75
21.54

» 310
- 497

43.50
32.42

23.19
18.65

10.37
6,59

- 5.77
- 7.17

15.24
23.94

19.82
37.23

16.94
-26.46

*13.45
-14.69
21.62
B

20.37
14.30

XYZ Capital Management: Actual and Annualized Equity Performance Versus S&P 500
Category of Accounts: Tax-Exempt Client Portfolios
Annualized Percentage Returns for N Years Through Ycur X

2
Yrs.

14.30
11.75

24.62
25.04

16.73
18.34

10.68
14.13

21.49
22.05

9.94
7.47

17.92
12.18

32.96
25.35

16.60
12.46

1.98
» 0.53

4.21
7.26

17.51
30.42

- 0.24
040

*15.21
+20.80

5.10
0.75

23.94
16.62

3
Yrs.

19.80
18.05

17.15
18.45

17.26
19.72

15.18
16.55

12.67
12.28

20.15
1521

19.65
14.29

24.95
18.75

8.61
5.29

6.22
7.04

9.17
16.44

4.67
7.74

- 4.85
- 4.87

-2.83
- 90.28

9.96
5.08

4
Yrs.

1551
150X
17.44
19.46

19.09
20.18

10.31
10.75

19.69
17.01

20.90
16.07

17.26
12.32

16.44
11.66

10.23
9.83

9.47
13.90

1.96
3.80

+0.19
164

2.39
0.60

251
-3.89

5
Yrs.

16.07
16.47

18.87
19.87

14.28
14.66

16.27
14.78

20.38
17.34

18.72
1411

12.24
8.12

16.20
14.02

12.08
14.83

3.59
4.36

-1.33
41.19

4.84
4.89

5.76
321

6

Yrs.

17.47
17.30

14.89
15.33

18.70
17.45

17.40
15.42

18.66
15.48

14.24
10.25

12.74
1061

16.80
17.60

6.63
6.61

0.53
0.91

2.99
2.78

7.29
6.40

TABLE |

7
Yrs.

14.28
13.82

18.59
17.62

19.32
17.61

16.36
1411

14.80
11.92

14.27
12.10

13.72
14.06

1124
9.96

3.49
3.27

4.02
331

5.31
4.35

8
Yrs.

17.58
16.00

19.16
17.75

18.17
16.18

13.34
11.21

14.86
13.36

15.04
14.98

9.34
7.98

7.81
6.53

6.24
5.12

5.93
4.63

9
Yrs.

18.19
16.29

18.15
16.45

15.23
13.32

13.55
12.55

15.40
15.79

10.95
941

6.54
5.19

9.85
7.85

7.72
6.10

10
Yrs.

17.39
15.28

1551
13.84

15.24
14.34

14.17
1431

11.67
10.66

8.23
6.72

8.48
6.49

10.86
8.48

19)

1) Kclumi from all raih reurvci inJ eijuivjlem and/or borali uiej by lhe manager in place of erpulia we included in performance calculationr.
7) figure* include accocnii unler our manal(<men! from Dieir reipeclive inccprion dalei, including ll«»e clienli no longer wiili lhe finn.

3) Noieleclive periodi of perfinnance have been Uilired. Kcaulii from all aconmli have been conlinu.ua from lheir inception to Die preicnt or lolheceaulion of the client relalionahip with Die firm.

4) the crmfuritc calculation fui been appropriately wcigliled for Ihe lizc of each account.
5) Kciulu are preirnlcd before management and related ciatodial feci. XYZ Capital fee ichedule ii attach d

6) lonvcrlihle lecuriliei luve been included in there equity multi.

7) No alteration of com|>mlei aa pretenlcd here have occuircd due to changci in personnel or other rcaiuni at any lime.

8) llig'-'f

9) All
10) The

rj have been a.klitedai of 3/3/88 (ilalcmenl attached)

fitly two thiidi of all portfolio* bad rctiana equal to lhe compoiile "actual return* ¢/ i»ie itand.ird devf
|.clcriatic | meii arrgtruionof mmiger t.in|uutc pafurni.inre vervua S Irl1.StIKiver He full pcitirm.*.

Jlory (17 yean)

It
Yrs.

15.06
13.03

15.48
14.73

15.64
16.25

10.91
10.25

911
8.07

9.87
7.78

951
7.18

12
Yrs.

15.08
13.90

1584
16.45

12.50
11.90

8.64
7.92

10.55
8.94

10.70
8.31

13
Yrs.

15.44
15.55

12.01
1241

10.25
9.59

9.99
8.73

11.27
9.34

14

Is.
12.75
11.88

10.79
10.21

‘1141
10.24

10.70
9.12

15
Is.
10.78
9.88

11.84
10.78

11.99
10.50

16
IS.
13.25
10.42

12.35
11.00

XYz CAPITAL MANAGEMENT COMPOSITE

Churucterislic LIne™M0O*

Bela = .89

Annual Alpha = +2.6%
R2=90.3%

OF ALL CLIENTS (HOLD)
S&P 500 INDEX

17
Yrs.

12.25
10.65
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Year

1987
1986
198S
1984
1983
1982
1981
1980
1979
1978
1977
1976
1975
1974
1973
1972
1971

D>ii cumpo«ite preMMalian of XY Z Capital Mirugcmer* conformi to lhe ibrmiirdi mi by Ihe I;iiuncial Analyiti Ftderation (stamiIndi lined

XYZ Capital Management Equity Account Summary

rs

TABLE Il

Category': Tax-Exempt Client Portfolios

Composite Assets ($000)

llcg. Yr.

5,506,550
4,456,012
3,463,639
3,253,627
2,486,902
1,840,726
1,749,541
1,133,875
850,993
645,561
677,257
540,736
343,959
317,764
179,007
78,626
28,205

Yr. End

5,881,173
5,506,550
4,464,521
3,439,790
3,253,627
2,480,485
1,8-10,726
1,749,541
1,133,875
850,993
645,561
677,257
540,736
343,959
317,764
179,007
78,626

In uli iliun 10 ihe informjliun presented herein, inch iljm Ijnli include:
1) All cash reservca mid equivilenls mid/ur UnJi r»rd by Ihe manager in place uf ecpnlica arc inclidcd in cumpotilc presentations.
2) Figure* include accxxmu under on management hum llieir reipeclive in.-epliixi dales, inclufing llaue clients no longerwith llie film.

3) hoselective pcriuda for pretenialion have been utilized. Daia from all accounts have been cuinnmcu (rum llieir ince|Su>n |0 llie present or to lhe ccualion oflhe clicnf rcliliauhip with lhe firm.

% Equiv.
Equity
Assets N

100%
X
100
100
100
100

100

100
100
100
100

1

1
100

4) llie cunpumle calailalion hai bean apprmmalely weiglilcd for like lire ufeach account.

5) Kciulis are prtkenled Mixe rnanegemcnl ard rclaied autodial feet. Dir avenge fee charged for each period ap|*ar» in Ihe prcienlalion.
6) Convertible MCurinci have been irv.tideJ in Ukic cipuly cuni|Ukilci.

% XYZ’s Total
Equities
Managed

96%
90

92

93

91

89

90 ,
91

92

90

85

87

88

90

98

98

98

7) ho allcralnau uf co<n|»mici as presented here have occurred doc lo cfungci in penormel ur Ulier rcaiuns ai any lime.
8) lie iLila have leen aichled as uf 3/3’HB(aijicmeiu allJilxdj

ftof
Clients

191

65
62
57
55
56
52
51
45
42
41
42
44
43
40
33
21
14

Average
Account
Size ($000)

80,580
77,557
65,655
52,118
48,562
42,042
31,737
35,705
23,622
18,500
14,345
13,822
11,265

8,000

8,362

7,459

4,914

Median
Account
Size ($000))

40,813
28,726
38,975
25,926
20,608
20,933
19,262
26,285
12,882
11,268
7,510
7,588
6,058
4,801
6,795
1,997
927



Table 111

FAF Investment Manager Performance
Presentation Standards Checklist

Following is a checklistfor investment man-
agers, their clients and prospects, andfor con-
sultants—to assure proper conformance to
the Financial Analyst Federation "Perform-
ance Presentation Standards of January 12,
1989."

l. Performance calculations.

1 A. Performance results have
been calculated on a time-weighted basis.

[0 B. Returns combine income
and current market valuations (thus,
presenting so-called total returns).

[0 C. Manager fee levels have
been disclosed along with performance
records so that after-fee results can be
measured.

1 D. Performance results of
broad seairity classes such as equities
or fixed income have been calculated
with cash or substitute securities in-
cluded. Ifcash has been excluded in the
calculations,returns with cash havealso
been presented, along with the state-
ment that FAF standards consider
performance with cash as most repre-
sentative of managerial results and most
representativefor comparisonswith otlxr
managers.

-38-

0 E. All exclusions from per-
formance calculations and presentation
by manager have been disclosed.

O F. The method of linking in-
terim performance results (daily,
monthly, quarterly) has been explained.
(FAF standard isfor monthly linking.)

1 G. Balancedaccountperform-
ance.

O L Manager has as-
signed cash and substitute secu-
rities to the specific asset cate-
gory to which it belongs, thereby
allowing a clear division of the
performance recordfor each asset
managed.

O 2 If cash and substi-
tute securities are not assigned to
a separate asset, comparisons
should not be made against other
managers’ performance figures
forassets where cash returns have
been included.

3. Manager has sup-
plied information on risk, volatil-
ity and/or other measures which
allowfor reasonable performance
evaluation.

Table Il - page 1



1 H. Convertible securities have
been consistently assigned to either equi-
ties orfixed income, and have not been
shifted without notice being given to
clients concurrent or prior to such shift.

— J Managers have providedthe

indexes against which their submitted
performance records have normally been
compared.

1 K. If managers' assets have
been leveraged, and performance re-
turns calculated on this basis, results
on an all-cash (unleveraged) basis have
been provided.

Investment manager composites of

performance results.

1 A. Manager has submitted a
composite of all accounts managed for
each period submitted; the composite
includes results from any and all ac-
counts no longer clients of the firm.

1 B. If a manager has separate
composites, all have been submitted. A
prospect should be able to account for
the performance ofall of the manager's
assets managed.

1 C. Composites are not "sur-
vivors only" compilations; they include
results of all accounts ever managed,
including those of clients no longer
with the firm.

1 D. Allperformanceresultscon-
tained in the composite include cash
and substitutable securities, as per ID.
above.

1 E. All individual years and
cumulative performance results for all
periods have been supplied. The com-
posite covers every year of the past
10 years, along ivith longer term re-
sults if the manager Ims been in busi-
ness this long.

1 F.  Compound annualized re-
turns have also been providedfor all pe-
riods.

1 C. A clearstatementfrom man-
ager indicates that no selectivity of ac-
count resultsfor partial periods exists.

1 H. Compositeorotherdata have
not been alteredfor reasons ofpersonnel
cluinges or any other reasons.

O Composite results are:

o 1 Weightedfor the dol-
lars under management (the FAF
standard). . *

o 2 Presented on a me-
dian (unv.eighted) basis (recom-
mended only as additional infor-
mation, not as the primary disclo-
sure).



—_  J Data includes:

O I Number of client re-
lationships in the composite.

0 2V Assets under man-
agementfor each period.

1 3- Averageand median
size ofaccounts in the composite
have been presented.

0 4. Assetsincludedinthe
composite presented are shown as
apercentage ofthe manager'stotal
accounts which share very com-
parable investmentguidelinesand
risks; and as a percentage of the
manager's totalfunds under man-
agement. All clients and related
performance data for this asset'
type can be accounted for.

O K Fee information is clear, so
that vre- and post-fee results can be de-
termined.

1 L. Composites include typical
indexes against which manager has been
judged.

1 M. Alpha, Beta, Standard
Deviation of Returns and other meas-
ures of risk, quality, variability, etc.
within the compositefor each year have
been indicated.

-40-

1 N. Other information pro-
vided:

Verification of performance data.

O  A. Results have been audited
by reputable auditors.

O B Results arenot audited, but
include statements tImt calculations and
presentation ofindividual accounts and
composites conform to FAF perform-
ance presentation standards.

O C. Neither of A. or B. above.

Table Il - page 3
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WILLIAM M.

MERCER ME1DINGER HANSEN

INCOHPOR.MID

February 21, 1989

Mr. James R. Wilson
Statement Investment Officer
State of Alaska

Department of Revenue
Treasury Division

P.0. Box SB

Juneau, AK 99811

Re: PERS and TRS Financial Projections
Dear Jim:

Enclosed you will find our actuarial projections of financial results
for both PERS and TRS for the next 15 years. As always, care should
be exercised in using these long-term financial projections.

For both PERS and TRS, we provide projections based upon four
different sets of actuarial assumptions. The first table for each
retirement system is based upon the current actuarial assumption
which assumes an investment return rate of 9% per year and salary
increases of 6.5% for the first five years of employment and 5.5% for
later years of employment. Then, for each retirement system, we
provide three additional projections. The first one assumes a 1%
higher investment return with no change in the salary increase
assumption; the second one assumes no change in the investment
assumption but a 1% lower rate of salary increase assumption; the
last one, which provides the most optimistic scenario, bases its
projections upon a 1% higher rate of investment return with the 1%
lower salary increase assumption.

For both PERS and TRS, there were actuarial losses during FY88.

These losses led to lower funding ratios and increases in employer
contribution rates. There were three major deviations from actuarial
assumptions during the year. Of greatest importance was the
substantial increase in the monthly premiums for retiree medical
insurance. The monthly rate is currently $250 per month per benefit
recipient. After a few years of declining retiree medical insurance
premiums, the rates have once again shot skyward.

There were actuarial losses from less-than-anticipated investment
return rates during the year. Even with the three-year smoothing
approach used on valuation assets, the dramatic drop in equity values
on October 19, 1987 still had an affect on the total investment
performance for the year. Base Zupon valuation assets, both PERS and
TRS had investment performance rates during the year which were about
3% less than our 9% interest assumption.

-44-
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\ 5. Mclennan Cnirp.ms
One Union Square « 600 University Street, Suite 3200 < Seattle.




William M. Mercer Meidinger Hansen, Incorporated

Mr. James R. Wilson
February 21, 1989
Page Two

Partially dampening the affects of these two actuarial losses were
the less-than-anticipated salary increases during the year. Both
PERS and TRS experienced actuarial gains in this area.

The projections this year, when compared with last year"s
projections, all show slightly lower funding ratios and slightly
higher employer contributions at all durations. More than anything
else, this reflects the impact of the higher cost of post-retirement
medical 1insurance. Also, this year®s projections include additional
employer contributions for the Retirement Incentive Program.

Summary

Despite actuarial gains from less-than-anticipated salary increases
during FY88, actuarial losses from a dramatic rise in retiree medical
insurance premiums, as well as less-than-anticipated investment
performance, led to a decrease in funding ratios for both PERS and
TRS. Nevertheless, both plans are still extremely well funded and
are projected to remain so in the ensuring years.

Sincerely,

Robert F. Richardson, ASA, EA, MAAA
Principal

RFR:js

-45-



00

As of
June 30
19Ub
1909
1990
1991
1992
1993
1994
1995
1996
1997
199S
1999
2000
2001
2002
2003

As of

June 30

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

*

*

Invest

Valuation
Total
Assets

1.331.905
1.*475.967
1.631,182
1.793,142
1,963,887
2,150.872
2,355.692
2,580.089
2,827,177
3,093,880
3,383,130
3,708,810
4,039,735
4,447,302
4,875,962
5,345,017

Surpluses
D e ficits

Funding
R atio

98.
99.
100
100.
100.
. 100.
100.
100
101
101.
101.
101.
101
101.
101.
101

OV BPWNN OO D®NOONOD ®

S tair of Alasta IHfi
Financial Protections 1'liuO omitted)

ment Return 9.00% (nominal) tialarv Incruases
Amounts on July |- - -— -Flaw Amounts Durimi
Accrued Surplus* Total rmnlaver Employee Total
L lability (D eficit) Salories Contribs Conti ibs Contrlb-i
1.340.677 (16,7/2) 413.556 59,004 37,085 9/.,839
482 ] (6,395) 438,535 5V,519 39,723 99,242
1,628.457 2,725 465.022 57.897 30,667 96.564
1,784.918 8,224 493,110 57.715 3/.723 95,438
1,932.792 11.094 522.893 60.979 *.9,897 100.8/6
2.136.494 14,3/8 554,4/6 64,410 *)-m. 196 106.614
2,337.571 18.121 587.967 68,040 44,627 112,667
2,357,711 22,378 623,480 1,ess +17,197 119,052
2,799,971 27,206 661,138 75,870 40,916 125,706
3,061,206 32,675 701,071 80,095 52,791 132,686
3.349,291 30.039 743,415 04,542 55.830 140,372
3,663,024 45,786 768,318 B9,21B 59,124 14b 342
4,006,144 53,591 835,932 94,136 62.695 156,031
4,384,959 62,343 886,422 99,307 66.482 165,789
4,e03,004 72,158 939,962 104,740 70,497 175,237
5,261,848B 83,169 996,736 110,445 74,755 185,200

reduce emplover contributions over S years

increase employer contributions over 25 years

PERCENTAGE

A= V. of
Employer
Contrlbs

14.27V.
13.57V.
12.45V.
11.70'/.
11.66'/.
11.62'/.
11.577.
11.52V.
11.48V.
11.42'/.
11.37'.
11.327.
11.267.
11.20'.
11.1 47.
11.00'.

S alaries

Fol lowlno

0.04V.

tii/nofit
Payments

78,902
C3.54B
811.385
93,429
98.692
104,192
109,945
114,812
125.013
129,756
138,434
146,321
151,330
155,1144
165,218
172,835

<6.5/5.3

12 fonths-— -

Net
Ocntrlba

17,987
15,694
0,179
2,009
2,183
2,421
2.722
4,240
773
3,130
1,938
2,021
5,501
9,944
10,019
12,366

assumed)

Investment
Earninns

176,0/5
139,521
153,701
168,735
184.802
202,398
271,675
242,048
265,931
291,120
318,741
348,904
382,066
418,716
459,035
503,255

RATID RELATIONSHIPS OF ADOVE DATA

Employee
Cuntnbs

. 167.
.06'/.
.32'.
.652
.63V.
.61'/.
.59'.
57 V.
.551.
.532
512
.502
.502
.502
.50'7.
.50V.

N N0 © o

~

N NN NN NN NN~

Total
Contribs

23.432
22.632
20.772
19.352

19.29'.

19.232
19.162

19.09'.

19.032
10.952
18.882
IB .822
IB .
18.702
1U.642
1B.5B2

761.

8enetit
Payments

19.082
19.052
19.012
18.95'/.
10.072
18.792
18.702
18.412
18.912
10.51'/.
18.622
18.562
10.102

17.582

17.58'/.
17.342

— As V. of Assets—
Net Investment
Contribs Earnings
1.282 9.007.
1.012 9.007.
0.482 9.007.
0.112 9.007.
0.117. 9.007.
0. 117. 9.00"'/.
O. 117. 9.002
0.167. 9.007.
0.032 9.007.
0.102 9.007.
0.052 9.007.
0.057. 9.00"'/.
0. 137. 9.002
0.217. 9.007.
0. 207. 9.007
0.22'/. 9.002

Endlinn
Asset
Valuation

1,475,967

1,631,187
1,793,142
1,963,8B7
2,150,072
2,355,692
2.5H0.089
2.827,11/7

3,093,880
3,3BB,130
3,708,810
4,059,735
4,447,502
4,875,962
5,345,017
5,860,638



As of
lune 30

1900
1909
1990
1991
1992
1993
1994
1995
1996
1997
1990
1999
2000
2001
2002
2003

As of

June 30

19B8
1989
1990
1991

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Investment

—Valuation

Total
Assets

1.331.90S8
1,490,641
1,661,242
1,041,313
2,032.036
2.241,009
2,470.010
2,721,016
2,997,353
3,296,199
3,625,746
3,905,102
4.370,646
4,012,905
5.292,040
5.818,235

* Surpluses
* D eficits

Funding
R atio

98.
100.
102.
103.
104.

. 104.
105.
106.
107.
107.
108
10B
109
1009.
110.
110.

ONOWDOWNORNORPNOO®

Amounts
Accrued
Liability

1.348.677
1,402,362
1,628,457
1,704.918
1,932.792
2,176.494
2,337.5/1

2,357.711

2,799,771
3,061,206
3.349.291
3,663.0214
4,006.144
4,384.759
4,803,004
5,261,048

reduce
increase

Return

on

employer
employer

10.00%*/.

Juiv 1-
Surplus*
(D e ficit)

(16.772)
8,279
72,785
56.394
79,244
104.515
132,448
163,306
197,304
234,994
276.455
322,139
372,501
427,946
409,044
556,006

Table

2

Slut 1L OF Atribld [1ikf

Financial

(nominal)

Protections

ee-—F 1 OH Amounts

tum

Salary Increase*

Total Employer Employee
Salarjes Cnntrltn» Cuntribs
413,556 59,004 37,805
438,535 57,237 39,723
465.022 55.090 33,667
493.110 53,216 37.723
522,093 54,614 39,897
554,476 56,000 42,196
587.967 57, 3e>3 4*1,627
623,480 58,692 47,197
661,138 59,976 49.916
701.071 61,199 *-..2.791
743.415 62.349 55,830
700.318 | At*» 59,124
835,932 64,331 62,695
006,422 65,161 66,482
939,962 65,804 70.497
996,736 66,248 74.755

contributions over 3 vears
contributions over 25 years

PERCENTAGE

— As % of

Employer Emp)oyee
Contribs Contribs
14.277. 9.167.
13.057. 9.067.
11.857. 8.327.
10.797. 7.657.
10.447. 7.637.
10. 107. 7.617.
9.767. 7.597.
9.4)7. 7.577.
9.077. 7.557.
8.737. 7.537.
8.397. 7.517.
8.047. 7.507.
7.707. 7.507.
7.357. 7.507.
7.007. 7.507.

6. 657. 7.507.

itted)

S.047. 16.5/5.5 assumed)
NDurino Follauing 12 tlonths— — =
Total Benefit Not Investment
Contrl0Os Payments Contrlbs Earninos
96,809 7B,9f»2 17,987 140,749
96.960 83,548 13,413 157,188
93,757 88,385 5,372 174,699
90,939 93,429 (2,490) 193,213
94,511 98,692 (4,181) 213,155
90.195 104,192 (5,997) 235,006
101,909 109.945 (7,956) 258,954
105,890 114,812 (8.922) 285,261
109,092 125,013 (15,122) 313,966
113.990 129,756 (15,766) 345,313
118.180 138,434 (20,254) 379.691
122,530 146,321 (23,791) 417,255
127,046 151,330 (24,284) 458.544
131,643 155,044 (24,202) 504,145
136,302 165,218 (28,917) 554,303
141,003 172,835 (31,831) 609,323
RATIO RELATIONSHIPS OF ABOVE DATA
ISalaries— - — As % of Assets-—
Total B enefit Net Investment
Contribs Payments Contribs Earnings
23.41% 19.08% 1.287. 10.00%
22.117. 19.05% 0.857. 10.00%
20. 167. 19.017. 0.317. 10.00%
18.447. 18.957. -0. 137. 10.00%
18.07% IB.877. -0.20% 10.00%
17.717. 18.797. -0.26% 10.00%
17.35% IB.707. -0.317. 10.00%
16.98% 18.41% -0.31% 10.00%
16.62% 18.917. -0.487. 10.007.
16.267. 18.517. -0.46% 10.00%
15.90% 18.627. -0. 537. 10.007.
15.54% 18.56% -0.57% 10.00%
15.20% 18.10% -0.53% 10.00%
14.857. 17.587. -0.48% 10.007.
14.507. 17.507. -0.52% 10.007.
14. 157. 17.34% -0.52% 10.00%

Cndinq
Asset
V aluation

1,490,641
1.661,242

1,841,313
2,032,036
2,241,009
2,470,010
2,721.016
2,997,355
3,296,199
3,625,746
3,985,182
4,378,646
4.812,905
5,292.8411
5,818,235
6,395,726
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As of
June 30

1903
1909
1990
1991
1992
1993
1994
1995
1996
1997
1990
1999
2000
2001
2002
2003

As of

June 30

1983

1989

1990
1991

1992
1993
1994
1993
1996
1997
1998
1999
2000
2001
2002
2003

Investment Return

9.00%*;

— Valuation Amounts on Julv 1-

Total
Assets

1,331,905
1*,475.495
1,628.251
1,787,295
1,953,594
2.134,360
2.330,944
2.544,767
2,778,619
3,029,054
3,303,589
3,600,647
3,923,522
4,278,026
4,667,971
5,091,944

Accrued
Liabillty

1,348,677
1,476,121
1,614,564
1,761,762
1,918,539
2,0B9,059
2,274.591
2,470,514
2,697,541
2,<34,142
3,193,767
3,474,741
3,780,270
4,116,064
4,485,009
4,087,949

Surplus*
(Deficit)

(16,772>

(626)
13,607
25,532
35,056
45,309
56,353
68,252
81,078
94,912
109,022
125,906
143,252
161,962
182,162
203,995

Table 3

Stall* uf AlaKt.a TRS
Pro lections {000 omitted)

Financial

(5.5/4.5

Net
Contribs

1/.576
13,383
5,653
(1,718)
(2,834)
(3,982)
(5,169)
(5,247)
(10,425)
(9.901)
(13,057)
(15,0B7)
.(13,879)
(11,869)
(14,402)

(nominal) Salary Increases 5.04v.
Flow Amounts During Following 12 Months--—
Total r.mplover Employee Total Penef it
Salaries Cootrjbs Contribs Contribs Payments
409,656 50.541 37,504 96.126 73,590
4-i) ,w03 57.181 39,070 76,272 82,889
451,990 55.323 37, 92,975 87.743
474,770 53,923 36,320 90,243 91,961
498,699 55,872 38,051 93,922 96.757
523,833 57,895 39,064 97,759. 101,741
550,234 59,995 41,763 101,757 106,927
577,966 62,172 43,752 105,924 111,171
607,096 64,429 45,836 110.265 120,690
637,693 66,766 48,018 114,704 124,686
667,833 69,105 50.304 119.490 132,547
703,592 71,687 52,769 124,456 139,543
739.053 74.272 55,429 129,701 143,530
776,302 76,943 58,223 135,165 147,035
815,427 79,696 61,157 140,853 155.255
856,525 82,531 64,239 146,771 161,618

* Surpluses reduce employer contributions over 5 years
increase employer contributions over 25 years

<«

Deficits

Funding
Ratio

98.8
100.0
100.8
101.4
101.6
102.2
102.5
102.8
103.0
103.2
103.4
103.6
103.8
103.9
104. 1
104.2

PERCENTAGE RATIO RELATIONSHIPS

Cmplover
Contribs

14.297.
13.297.
12.247.
11.367.
11.207.
11.057.
10.907.
10.767.
10.617.
10.477.
10.337.
10.197.
10.05*1

9.917.

9.777.

9.647.

— As 7. of Balaries—

Cmpl
Cont

ovee
ribs

.087.

. 337.

9.

9

0
7.657.
7.637.
7.617.
7.597.
7.577.
7.557.
7.537.
7.517.
7.507.
7.507.
7.507.
7.503
7.503

Total
Contribs

23.
22.
.573

20

19.
18.
18.
18.
.337.

18

18.
18.
.843
17.
17.
17.
17.
17.

17

463
373

013
833
667.
493

167
003

693
557.
413
277.
143

tvnefit
Payments

19.183
19.263
19.723
19.373
19.403
19.427.
19.433
19.237.
19.887.
19.557.
19.797.
19.033
19.433
1B. 947.
19.043
1B.873

(14,847)

OF ABOVE

— As 3 o
Net
Contribs

1.253
0.867
0.337.

-0.097.

-0.143

-0.183

-0.213

-0.203

-0.363

-0.313

-0.387.

-0.403

-0.347.

-0.277.

-0.303

-0.203

assumed)

Investment
Earninns

126.055
139,373
153,391
168,018
183.608
200,558
218,993
239,079
260,860
284,437
310,115
337,962
368,303
401,814
438,375
478,229

DATA

f Assets—
Investment
Earnings

9.007.
9.003
9.003
9.007.
9.003
9.003
9.003
9.003
9.003
9.003
9.00*/.
9.003
9.003
9.003
9.003
9.003

Ending
Asset
Valuation

1.475.495
1,628,251
1.787,295
1,953,594
2.134,369
2,330,944
2,544.767
2,778,6)9
3,029,054
3,303,589
3,600,647
3,923,522
4,278B,02b
4,667,971
5.091.944
5,555,026

ss



As of
June 30

1988
19B9
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

As of

June 30

1988
1989
1990
1991

1992
1993
1994
1995
1996
1997
1990
1999
2000
2001

2002
2003

Investment Return

10.007.

— Valuati on Amounts on Julv 1-

Total
Assets

1.,331,905
1.490.167
1,659,155
1,836,270
2,022,472
2,225,101
2,445.657
2.605,773
2,948,442
3,230,428
3,539,479
3,874,281
4.238,405
4,637,985
5,077.211
5,555,063

Accrued
Liability

1,348.677
1,476,121
1,614,564
1,761.762
1,918.539
2,009,059
2,274,591
2,476,514
2,697,541
2,934,142
3,193,767
3,474,741
3,780,270
4,116,064
4,485,809
4,887,949

Surplus*
(Deficit)

(16.772)
14,046
44,590
74,508

103,933

136,042

171,066

209,259

250,901

296,206

345,711

399,540

458.135

521,921

591.402

667,114

Stale of Ali-la
Prolectioiv.,

Financial

(nominal)

Total
Salaries

409.656
430,203
451.990
474,770
>498,699
523.833
550,234
577.966
607,096
637,693
669,833
703,592
739,053
776,302
815,427
B56.S25

Table 4

fmol oyei
Contrib,,

58,541
55,722
52,441
49,349
49,439
49.421
49,281
49,003
48,568
47,958
47,154
46,130
44 ,86" .
43,324
41,47V.
39.277

IRS
(7000 om

Salarv

Employee
Contri bs

37,5B4
39,090
37,668
36.320
38,051
39,864
41,763
43,752
45 P36
4B,vI18
50.304
52,.69
55,429
58,223
61,157
64.239

* Surpluses reduce employer contributions over 5 years
increase employer contributions over 25 vears

* Deficits

Funding
Rati o

98.8
101.0
102.0
104.2
105.4
106.S
107.
10B.
109.
110.
110.
111.
112. 1
112.7
113.2
113.6

WO WA w

PERCENTAGE

— As 7. of

Emplover Employee

Contribs Contribs
14.297. 9.177.
12.957. 9.087.
11.607. 8.337.
10.397. 7.657.
9.917. 7.637.
9.437. 7.617.
8.967. 7.597.
0.407. 7.572
8.007. 7.557.
7.527. 7.337.
7.047. 7.517.
6.567. 7.507.
6.077. 7.507.
5.51)7. 7.507.
3.097. 7.507.
4.597. 7.50V.

itted)

Increases

Total
Contribs

96,126
94,812
90.109
85,669
87,489
89.204
91,044
92,755
94,404
95,976
97,458
98,900
100.292
101,546
102,632
103,517

5.047.

Benef it
Pavinents

78.590
82,889
87,343
91,961
96,757
101.741
106,927
111,171
120,690
124.686
132,547
139,543
143,580
147,035
155,255
161,618

RATIO RELATIONSHIPS

FBalaries—
Total
Contribs

23.467.
22.037.
19.947.
ie.04X
17.547.
17.047.
16.537.
16.057.
15.557.
15.057.
14.557.
14.067.
13.577.
13.087.
12.597.
12.097.

Benef it
Payments

19. 187.
19.267.
19.327.
19.377.
19.407.
19.427.
19.437.
19.237.
19.087.
19.557.
19.797.
19.837.
19.437.
10.947.
19.047.
10.877.

(5.5/4.5 assumed)

~—— ~— ----FIUM Amounts Durinn Following 12 Months-—

Net
Contribs

17,536
11,923
2,766
(6,293)
(9,267)
(12,456)
(15,883)
(1B,417)
(26,286)
(28,709)
(35,089)
(40,643)
(43,288)
(45,408)
(52,624)
(58,101)

OF ABOVE

Investment.
Earnings

140.727
157,064
174,350
192,494
211,896
233,013
256,000
281,085
308,272
337,760
369,891
404,767
442,868
484,714
530,476
580,377

DATA

— As 7. of Assets-—

Net

Contri b«

1.257.

0.767.

0. 16X
-0.337.
-0.447.
-0.537.
-0.62X
-0.667.
-0.857.
-0.857.
-0.95X
-1. 007.
-0.987.
-0.947.
-0.997.
-1.007.

Investment
Earni ngs

10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.00X
10.007.
10.007.
10.00%/.
10.007.
10.007.

10.007.

10.007.

10.007.

Endina
Asvet
Valuation

1,490,167
1,659,155
1,836,270
2,022,472"
2,225,101
2,445.657
2.685,7V3
2,940,442
3,230,428
3,539.479
3,874.281
4,238,405
4,637,985
5,077,211
5,555,063
6,077,339



As of
June 30

19BS
19B9
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

As of

June 30

19B8
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Investment Return

9.00%.

— Valuation Amounts on July 1-

Assets

2,088,428
2,384,364
2,700,764
3,038,378
3,401,411
3,795,378
4,222,172
4,685,224
5,186,899
5,730,253
6,319,122
6,958,102
7,653,758
8,408,676
9,227,292
10,115,290

* Surpluses
* Deficits

Funding
Ratio

93.0
94.9
96.4
97 .4
98.2
98.7
99.2
99.5
99.8
100.0
100.2
100.4
100.5
100.7
100.8

Accrued
Liability

2,246,383
2,511,963
2,B01,B04
3,11B,259
3,464,631
3,843,567
4,256,607
4,706,881
5,196,490
5,728,236
6,305,512
6,931,281
7,611,981
B,349,906
9,149,673
10,016,415

Surplus>*
(Deficit)

(158,155)
(127,599)
(101,039)
(79,881)
(63,221)
(4B, 189)
(34,433)
(21,658)
(9,591)
1,997
13,610
26,820
41,776
58,650
77,619
98,874

Financial

(nominal)

Total
Salaries

945,136
1,002,222
1,062,756
1,126,946
1,195,014
1,267,193
1,347,731
1,424,893
1,310,956
1,602,218
1,690,992
1,801,611
1,910,428
2,025,818
2,14B,178
2,277,928

Table 5
State of Alaska PERS

Flaw Amounts During Following 12 Months

Salary

Employer Employee
Contribs Contribs

128,539
126,601
123,924
122,838
125,211
128,328
132,148
136,626
141,724
147,698
153,546
163,784
172,431
181,505
191,027
201,018

reduce employer contributions aver 5 years

64,553
68,452
72,586
76,970
81,619
06,549
91,777
97,320
103,198
109,431
116,041
123,030
130,482
138,363
146,721
155,582

increase employer contributions over 25 years

Increases

Total
Contribs

193,092
195,053
196,510
199,829
206,831
214,877
223,925
233,946
244,922
257,130
271 ,5B7
286,834
302,913
319,869
337,748
356,601

Projections (000 omitted)

6.047.

Benefit
Payments

97,859
106,870
116,504
125,BB3
135,955
148,046
160,809
175,544
191,787
209,342
228,844
247,363
269,379
293,243
318,446
344,013

<6.5/5.3 assumed)

Net

Investment

Contribs. Earnings

95,233
88,183
B0,006
73,946
70,875
66,B32
63,116
58,402
53,135
47 ,78B
42,743
39,471
33,534
26,625
19,302
12,587

200,702
228,218
257,607
289,087
323,092
359,963
399,936
443,273
490,219
541,081
596,237
656,186
721,345
792,030
86B,695
951,909

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As Z of

Employer Employee
Contribs Contribs

13.607.
12.637.
11.667.
10.907.
10.487.
10. 137.
9.837.
9.597.
9.387.
9.227.

9. 167.

9.097.
9.037.
8.967.
B. 897.

6.837.
6.837.
6.837.
6.H37.
6.837.
6.837.
6.837.
6.837.
6.837.
6.037.
6.837.
6.837.
6.837.
6.837.
6.837.

Salaries——m———

Total
Contribs

20.437.
19.467.
18.497.
17.737.
17.317.
16.967.
16.667.
16.427.
16.217.
16.057.
15.997.
15.927.
15.867.
15.797.
15.727.

Benefit
Payments

10.357.
10.667.
10.967.
11.177.
11.387.
11.687.
11.977.
12.327.
12.697.
13.077.
13. 477.
13.737.
14. 107.
14.487.
14.827.

As 7. of Assets-—

Net
Contribs

4.277.
3.487.
2.807.
2.307.
1.977.
1.677.
1. 427.
1. 197.
0.987.
0.797.
0.657.
0.547.
0. 427.
0.307.
0. 207.

Investment
Earnings

9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.
9.007.

Ending
Asset
Valuation

2,384,364
2,700,764
3,038,378
3,401,411
3,795,378
4,222,172
4,685,224
5,186,899
5,730,253
6,319,122
6,938,102
7,633,758
8,408,636
9,227,292
10,115,290
11,079,787



As of
June 30

19GB
1989
1990
1991
1992
1993
1994
1995
1996
1997
199B
1999
2000
2001
2002
2003

As of

June 30

1988
1989
1990
1991

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

Investment Return

10.007.

— Valuation Amounts on July 1-

Assets

2,088,428
2,407,708
2,747,328
3,108,273
3,494,974
3,917,733
4,380,060
4,885,604
5,437,024
6,037,739
6,691,723
7,402,696
8,177,824
9,020,312
9,935,417
10,929,439

* Surpluses
* Deficits

Fundi nq
Rati o

93.

Accrued
Liability

2,246,583
2,511,963
2,801,804
3,118,259
3,464,631
3,843,567
4,256,607
4,706,881
5,196,490
5,728,236
6,305,512
6,931,281
7,611,981
B,349,986
9,149,673
10,016,415

Surplus#
(Deficit)

(158,135)
(104,255)
(54,475)
(9,987)
30,343
74,166
123,453
170,722
240,533
309,483
386,213
471,415
565,842
670,326
785,743
913,044

Financial

(nominal)

Total
Salaries

945,136
1,002,222
1,062,756
1,126,946
1,195,014
1,267,193
1,343,731
1,424,893
1,510,956
1,602,218
1,698,992
1,801,611
1,910,428
2,025,818
2,148,178
2,277,928

Tabl

e 6

State of Alaska PERS

Project

ion*

Salary

Employer Employee
Contribs Contribs

128,539
121,095
112,941
106,373
107,466
110,035
112,496
114,826
116,996
118,980
120,746
122,260
123,485
124,377
124,891
124,977

reduce employer contributions over 5 years

64,553
68,432
72,586
76,970
81,619
86,549
91,777
97,320
103,198
109,431
116,041
123,050
130,482
138,363
146,721
155,582

increase employer contributions over 25 years

Increases

Total
Contribs

193,092
189,547
185,527
183,343
189,085
196,584
204,273
212,146
220,193
228,411
236,787
245,310
253,967
262,740
271,611
280,560

("000 omitted)

6.047.

Benefit
Payments

97,859
106,870
116,504
125,883
135,953
148,046
160,809
175,544
191,787
209,342
228,844
247,363
269,379
293,243
318,446
344,013

(6.5/5.5

Net
Contribs

95,233
82,677
69,024
57,460
53,130
48,539
43,464
36,602
28,408
19,070
7,943
(2.053)
(15,412)
(30,303)
(46,834)
(63,454)

assumed)

Flow Amounts During Following 12 Months-- -;——————-

~lnvestment
(Burnings

224,047
256,943
291,921
329,242
369,629
413,789
462,080
314,818
572,308
634,916
703,028
777,180
857,901
945,608
1,040,877
1,144,421

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

Employer
Contribs

13.607.
12.087.
10.637.
9.447.
8.997.
8.687.
8.377.
8.067.
7.747.
7.4 3.
7. 117.
6.797.
6.467.
6. 147.
5.817.

-As 7. of
Employee
Contribs

6.837.
6.837.
6.837.
6.837.
6.837.
6.837.
6.837.
6.837.
6.837.
6.U37.
6.837.
6.837.
6.837.
6.037.
6.837.

Salaries——m—m- —

Total
Contrlbs

20.437.
18.917.
17.467.
16.277.
15.827.
13.517.
15.207.
14.B97.
14.577.
14.267.
13.947.
13.627.
13.297.
12.977.
12.647.

Beneflt
Payments

10.357.
10.667.
10.967.
11.177.
11. 387.
11.687.
11 .977.
12.327.
12.6 ">/
13.077.
13.4 71.
13.737.
14. 107.
14.407.
14.827.

As 7. 0
Net
Contribs

4.257.
3.22X
i 2.367.
1.707.
1.447.

1. 177.

0.947.
0.717.
0.507.
0.307.
0. 117.
-0.037.
-0. 187.
-0.327.
-0.437.

f Assets-—
Investment
Earnings

10.007.
10.007.
lo.ooy.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.
10.007.

Ending
Asset
Valuation

2,407,708
2,747,328
3,108,273
3,494,974
3,917,733
4,380,060
4,BBS, 604
5,437,024
6,037,739
6,691,723
7,402,696
8,177,824
9,020,312
9,935,417
10,929,459
12,010,426



As of
June 30

19BQ
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

As of

June 30

1980

19B9
1990
1991

1992
1993
1994
1993
1996
1997

Investment

Return

9.00%

— Valuation Amounts on July 1-

Assets

2,08B,42B
2,3B3,240
2,693,977
3,021,221
3,368,942
3,742,347
4,143,915
4,578,975
5,049,148
5,556,726
6,104,462
6,694,743
7,333,285
8,021,712
8,763,570
9,363,325

* Surpluses
* Deficits

Fundingq
Ratio

93.0
95.4
97.3
98.6
99.5
100.2
100.7
101.2
101.6
102.0
102.4
102.7
103.0
103.3
103.5

mAccrued
Liability

2,246,583
2,497,668
2,770,007
3,065,357
3,386,586
3.735.B67
4,114,220
4,524,205
4,967,303
5,445,658
5,961,862
6,518,135
7,120,015
7,760,923
8,468,197
9,222,083

reduce employer contributions over-
increase employer contributions over 25 years

Surplus™*
(Defici t)

(150, 155)
(114,428)
(76,030)
(44,136)
(17,645)
6,4B0
29,696
54,770
81,845
111,069
142,600
176,608
213,2/0
252,7B9
295,372
341,242

Financial

(nominal)

Table 7
State of Alaska PERS

Total
Salaries

936,223

903,408
1,032,972
1,085,034
1,139,719
1,197,161
1,257,498
1,320,876
1,387,448
1,457,376
1,530,-827
1,607,981
1,689,023
1,774,150
1,863,567
1,957,491

Projections

Salary

Employer Employee
Contribs Contribs

127,717
121,758
115,276
110,559
109,358
109,893
113,294
116,802
120,417
124,142
127,977
131,922
135,970
140,144
144,420
148,806

5 years

63,944
67,167
70,552
74,108
77,843
81,766
85,887
90,216
94,763
99,539
104,556
109,B25
115,360
121,174
127,282
133,697

( D00 omitted)

Increases

Total

S.04%

Benefit

Contribs Payments

191,661
188,925
185,828
1B4,666
187,201
191,659
199,181
207,017
215,180
223,681
232,532
241,747
251,338
261,319
271,702
202,502

97,502
106,061
115,134
123,B29
133,080
144,194
155,808
169,199
183,882
199,637
217,073
233,228
252,553
273,361
295,108
316,776

(5.5/74.5 assumed)

Flow Amounts During Following 12 Months-

Net
Contribs

94,159
82,864
70,694
60,837
54,121
47,465
43,373
37,818
31,298
24,044
15,460
8,519
(1,214)
(12,043)
(23,406)
(34,274)

*

Investment
Esrnings

200,654
227,873
256,550
286 ,BB4
319, 2B4
354,104
391,687
432,354
476,281
523,692
574,820
630,024
689,641
753,900
823,160
897,888

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

— As %

Employer Employee
Contribs Contribs Contribs Payments

13.64%
12.38%
11.16%
10.19%
9.60%
9. 18%
9.01%
8.84%
8.68%
B.57%
8.36%
8.20%
8.05%
7.90%
7. 75%

6.83%
6.83%
6.83%
6.83%
6.83%
6.83%
6.03%
6.83%
6.83%
6.83%
6.83%
6.03%
6.03%
6.03%
6.83%

Total

20.47%
19.21%
17.99%
17.02%
16.43%
16.01%
15.84%
15.67%
15.51%
15.35%
15.19%
15.03%
14 .BB%
14.73%
14.50%

of Salaries-————————

Benefit

10.41%
10.79%
11.15%
11.41%
11.68%
12.04%
12.39%
12.81%
13.23%
13.70%
14.10%
14.50%
14.93%
15.41%
13.04%

As %
Net
Contribs

4.22X
3.27X
"2.48%
"Ji1.91%
1.33%
1.21%
1.00%
0.79%
0.39%
0.41%
0.24%
0.12%
-0.02%
-0.14%
-0.26%

of Assets-—

Investment
Earnings

9.00%
9.00%
9.00%
9.00%
-00%
.00%
.00%
.00%
.00%
.00%
.00%
9. 00%
9.00%
9.00%
9.00%

© © O O O O ©

Ending
Asset
Valuation

2,383,240
2,693,977
3,021,221
3,368,942
3,742,347
4,143,915
4,578,975
5,049,148
5,556,726
6,104,462
6,694,743
7,333,285
8,021,712
8,763,570
9,563,325
10,426,939



=)

As of
Juno 30

198B
19B9
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

As of?
June 30

1988
1989
1990
1991
1992
1993
1994
1993
1996
1997
1998
1999
2000
il
2002

*

*

Investment Return

10.007.

— Valuation Amounts on July 1-

Assets

2,088,420
2,406,579
2,740,497
3,090,957
3,465,946
3,874,544
4,318,246
4,800,107
5,322,142
5,BB7,05B
6,498,050
7,157,981
7,873,085
B,645,548
9,479,508
10,380,071

Surpluses
Deficits

Fundi nqg
Ratio,,

?3.0
1 9674
98.9
100.8
102.3
103.7
105.0
106. 1
107. 1
10B. 1
109.0
109. B

111.9

Accrued
Liability

2,246,583
2,497,668
2,770,007
3,065,357
3,306,586
3,735,867
4,114,220
4,524,205
4,967,303
5,445,658
5,961,862
6,518,135
7,120,015
7,768,923
8,468,197

Surplua*
(Deficit)

(158,155)
(91,089)
(29,509)

25,601
79,360
138,678
204,026
275,902
354,838
441,400
536,188
639,846
753,070
876,625
1,011,311

9,222,0B3 1,157,988

Financial

(nominal)

Tabl

e 8

State of Alaska PERS

Projecti

Total

Employer E

ons

Salary

mployee

Salaries Contribs Contribs

936,223

983,408
1,032,972
1,085,034
1,139,719
1,197,161
1,257,498
1,320,B76
1,387,448
1,457,376
1,530,827
1,607,981
1,6(39,023
1,774,150
1,B63,567
1,957,491

127,717
116,253
104,304
97,758
97,784
97,546
97,012
96,149
94,921
93,290
91,217
80,657
85,562
81,080
77,554
72,524

redifce employer contributions over 5 years

u v,

t<'e>y- My,

63,944
67,167
70,552
74,108
77,843
81,766
85,807
90,216
94,763
99,539
104,556
109.D25
115,360
121,174
127,202
133,697

increase employer contributions over 25 years

Increases

Total
Contrlbs

191,661
183,420
174,856
171,865
175,627
179,312
182,899
186,364
1B9.683
192,829
193,773
198,482
200,923
203,035
204,836
206,221

("000 omitted)

5.047.

Flow Amounts ; During Following

Benefit
Payments

97,502
106,061
115,134
123,829
133,080
144,194
153,008
169,199
183,882
199,637
217,073
233,228
232,553
273,361
293,108
316,776

<5.5/4.5 assumed)

12 Months-—
Net
Contribn

94,139
77,359
59,722
48,036
42,347
35,118
27,091
17,165
5,801
(6,80U)
(21,300)
(34,746)
(51,630)
(70,307)
(90,272)

Investment
Earnings

223,993
236,539
290,73B
326,952
366,052
408,583
454,770
504,869
539,113
617,801
6B1,230
749,851
824,092
904,267
990,835

(110,536)1,084,380

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As ~ of Assets—

Einployer E

13.6417.
Uu.B27x
10. 107.
9.017.
13.587.
U. 157.
717,
.207.
.047.
. 407.
.967.
M 7.
u <7
4.627.
4. 167.

7
7
6
6
5
5

As /. of Salaries-

mployee

6.637. 20.477.

. 6.037. 18.657.
'« 6.837. r: 16.937.
6.857. 15.847.
6.037.*6 15.417.
6.037.< 14.987.
6.837." 14.547.
6.037..." 14. 117.
6.037 13.677.
6.037. 13.237.
6.857,~ (12.797.
6.037. *-J,2.347.
.6.07.7, . .11.907.
6.8.7. 11.457.
6.037. 10.997.

Total

... 1Montribs~Cotvt Tibs Contribs Payments tContribs

Ending
Asset
Valuation

2,406,379
2,740,497
3,090,957
3,465,946
3,874,544
4,318,246
4,800,107
3,322,142
5,887,058
6,498,050
7,157,981
7,873,083
8,645,548
9,479,508

10,380,071
11,353,895

Benefit NEt [nvestment o

Earning*

10; 417. 4.20% 007.
10.797. .o > 10. 00%
11, 157. 2.057. .007.
11. 417. 1.477. 10. 007.
11.687. 1. 167. 10. oo7.
12. o047. 0.867. 10 x007.
.397. 0.607. .007.
12.B17. 0.347. 10. oo7.
13.257. 0. 107. 10 x007.
15. 707. -0. 117. 10. oo7.
14.107. -0.317. 10 %007.
14.507. -0.467. 10 1007.
4-4-BN., -O.637frt *v.40. 007.
15.417. -0. 7B7. 10. 007.
15.047. -0.917. 10. oo7.
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UNDER (10 MILLION
$10 TO $50 ML'JON
OVER $50 MILLION

UNDER $10 MILLION
$10 TO $50 MUJON
OVER $50 MILLION

AITrRESTAL

(XU
U1
(0]

117
129
125

1979-88

129
136
137

175
196
185

1950-B6

131
137
138

TOTAL FUND: RATES OF RETURN BY ASSET SIZE

30
17
28

1381-88

125
130
133

FOR PERIODS ENCHNG DECEMBER 31

ANNUAL MEDIAN RETURNS

244 149 66 251 150
250 151 73 256 152
252 149 8.3 258 161

ANNUALIZED LINKED MEDIAN RETURNS

198r.-as  1983-88 1984-88 1985-88  1986-88

140 123 118 132 94

147 131 127 141 105

148 132 129 140 104
FXHIRIT 7

32
46
37

1987-86

66
82
76

10.5
120
117

1988

105
120
117



MEMORANDUM STATE OF ALASKA

DEPARTVENT OF REVENUE

TO: The Honorable Hugh Malone DATE: November 1, 1988
Commissioner of Revenue
FROM Milton B. Barker MS SUBJECT: Foreign Equity
Deputy Commissioner Investment

Accounting

End-of-period valuation reports in investment accounting are computed based on
reported market values for marketable securities. If the investments and the
domicile of the investor are in the same country (and, therefore, denominated
in the same currency), then the books of account are probably kept in the
country's currency. However, if the investments are located in another
country and are denominated and traded in a foreign currency, then the market
valuation at the end of a period is denominated in the foreign currency. In
order to provide a valuation report in terms of the investor’s domestic
currency and books of account, the foreign denominated value is converted to
domestic value by applying the momentary foreign exchange rate prevailing at
the end of the period between the domestic currency and the foreign currency.
This is an entirely appropriate methodology for valuation reports, but it is
not appropriate for reporting foreign investment activity or for recording
foreign investment transactions on the investor's domestic books of account.

If investments are made in different countries having different currencies,
then purchases, sales, gains, losses, and income transactions should not be
converted into U.S. dollar books of account. The value is not fixed in terms
of U.S. dollars and will not become fixed until the foreign currency is sold
and the proceeds are used to buy U.S. dollars which are repatriated. When the
U.S. dollars are repatriated, that is when events should be recognized on the
U.S. dollar books of account.

Over the last five years the retirement funds have been investing in foreign
markets through our two contract managers, Citibank and Morgan Guaranty, both
of London, England. The funds' domestic book values should reflect the amount
of U.S. dollars we advanced to the managers for investment purposes and not
foreign transactions which are arbitrarily valued at a presumably appropriate
exchange rate somewhere near that point in time. By attempting to convert all
foreign investment activity into recordable U.S. dollar equivalents, we are
essentially marking up the funds' book values to market values (albeit on a
lagging basis). Such actions destroy the historical nature of book value in
keeping track of the net U.S. dollar amount which was invested in the
securities, creates a book value which is inconsistent with the other book
values on the domestic books of account, and misleads users of the data.

The foreign investing through managers is analogous to buying stock in a
single foreign company or a mutual fund. The book value is the U.S. dollars
used to acquire the stock. [If the company or mutual fund buys or sells some
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of its assets, it does not affect book value. [If the company or mutual fund
retains income for investment in the business or fund or uses it to buy other
assets, it does not change book value. The only things which could change
book value would be investing more U.S. dollars to buy more of the stock or
selling some of the stock for foreign currency and then exchanging the foreign
currency for U.S. dollars. The fact that the book value of the company's
assets are increasing or decreasing does not change the book value of the
retirement funds’ investment. 1t does, however, change the market values.

Even dividend or interest income earned in foreign currencies should not be
ascribed as U.S. dollar income. As long as the income remains in foreign
currency investments, its amount in U.S. dollar terms is not fixed and varies
with each transitory change in the exchange rates. |If the income is remitted
in U.S. dollars, then its amount is fixed and then we can recognize it as U.S.
dollar income on accounting reports.

Attached is Chapter 16 of the Hiller Comprehensive GAAP Guide 1988 which
discusses FASB-52, the statement of the Financial Accounting Standards Board
that establishes generally accepted accounting principles for foreign
operations and exchange. FASB-52 requires recognition in U.S. dollars of the
book value of the income, gains, and losses realized in foreign currencies but
not converted into U.S. dollars.

There are several aspects of FASB-52 that suggest this is aless than
satisfactory treatment of the accounting problem.

1. For one thing, FASB-52 was highly controversial and was adopted by only a
4-3 vote.

2. Significantly, any foreign currency exchange gain or loss that results
from translating (but not converting) income,gains, and losses realized
in foreign currencies into U.S. dollars is not recorded as income on the
U.S. dollar books of account, but is instead to be posted directly to a
separate component of shareholder equity and realized as income only on
partial or complete liquidation of the foreign investment. This seems
rather arbitrary since not only the gain or loss component but alsothe
original book value of the investment is just as much at risk to
fluctuations in foreign exchange rates.

3. Along these lines, it is interesting to note that on page 22 Miller
suggests that if it is not possible to compute meaningful exchange rates

(in his examples, owing to foreign strife or exchange restrictions), "it
is best to include earnings of a foreign operation only to the extent that
cash has been received in unrestricted funds.” Similarly, on page 24
Miller states "disclosure of exchange rate changes. . .that occur

subsequent to the balance sheet date should be disclosed, if the effects
are material.” Given that the retirement funds investments are of a
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long-term nature., the exchange rate as of the balance sheet date is not
meaningful. Partial or complete liquidations of these foreign investments
are highly infrequent.

Perhaps the basic problem is that FASB-52 is oriented toward business
activities in foreign countries that generate liabilities in foreign
currencies. (The second model which FASB-52 addresses (page 4), a business
which conducts operations in U.S. dollars, is certainly not relevant.) The
retirement systems are a misfit in that they operate in foreign currencies yet
all their liabilities are in U.S. dollars. Indeed, this would be true of any
foreign investment, as opposed to business, activity. The examples and
language of FASB-52 do not explicitly address investment activities.

MBB/gb

Attachments



ANNUAL RATES OF RETURN (a)
ON EXTERNALLY MANAGED EQUITIES
OF ALASKA RETIREMENT FUNDS

03-31-89 06-30-88 Inception
to to to
06-30-89 06-30-89 06-30-89
MANAGER AND INCEPTION DATE MANAGER MANAGER MANAGER
R.E. Equity Managers: R of R Ror R R of R
Aetna (09-30-80) N/A 4.77% (b) 6.19% (t
Hancock (09-30-80) N/A -0.42 (b) 3.24 (b
Equitable (12-31-80) 8.67 8.00 8.39
Sentinel (03-05-84) N/A 6.54 (b) 7.02 (t
JVB (04-12-84) 3.49 11.57 8.92
Morgan (06-01-84) 10.50 9.27 12.08
Karsten (12-26-84) N/A 4.82 (b) 6.74 (t
Group Average 7.64% 7.54%
Domestic Equity Managers:
Alger (06-14-84) 47.58% 10.12% 10.81%
Invesco (06-14-84) 33.64 1.90 13.88
Lehman (06-14-84) 32.09 18.99 17.27
IDS (01-12-89) 37.24 28.21 28.21
Loomis, sayles (01-12-89) 31.37 31.31 31.31
Miller Anderson (01-12-89) 26.20 27.74 27.74
United Capital (01-12-89) 27.35 22.13 22.13
Active Group Average* 32.51% 17.69% 15.06%
State Street (07-13-88) 29.21 17.40 17.40
Treasury (11-02-87) 11.22 8.56 7.98
Domestic Group Average 32.24% 17.59% 15.15%
International Equity Managers:
Citicorp (11-01-83) -18.59 7.77 24.83
Morgan Guaranty (11-01-83) -7.71 10.74 25.56
Group Average -13.27% 9.26% 25.20%
ALL EQUITY MANAGER AVERAGE 14.55% 15.08%

*

- Not net of fees of approximately .31%.
- Pure internal rate of return weighted by amount and date of deposits,
Used 03-31-89 value because 06-30-89 was not available.

o o
1

Portfolio Management, Treasury Division
August 16, 1989

-58-



Fiscal Year 1989

Rates of Return at

Cost (c) Market

R. E. Mortgages 9.08%

Bonds and Reserves (b) 9.08

Total Fixed Income 9.62%

Total Equities 14.55%

TOTAL FUND 11.58%

a

b - Net of gains, losses, and amortizations.
c - Cost returns for fixed income

returns.

11

15.

14

14

14

.81%

04

.72%

.55%

.65%

Portfolio Management, Treasury Division

August 18, 1989

ANNUAL RATES OF RETURN (a)
ON INTERNALLY MANAGE!} FIXED INCOME INVESTMENTS
AND ON THE TOTAL FUNDS OF ALASKA RETIREMENT FUNDS
Piscal Years 1985 through June 30, 1989

Fiscal Year 1988 Fiscal Year 1987 Fiscal Year 1986
Rates of Return at Rates of Return at Rates of Return at
Cost (c) Market Cost (c) Market Cost (c) Market
10.63% 8.60% 13.38% 4.05% 11.74%  17.96%
9.48 7.67 10.43 4.87 11.61 23.24
9.63% 7.79% 10.98% 4.71% 11.64% 21.67%
-5.12% -5.12% 20.39% 20.39% 37.80% 37.80%
2.73% 1.93% 14.94%  10.90% 19.74% 26.59%

Fiscal Year 1985

Rates of Return at

Cost (c) Market

13.05%

9.75

10.83%

21.54%

13.27%

- Internal rates of return under simplifying assumption of mid-month flows for fixed income investments,

26.61%

29.65

28.62%

21.54%

26.84%

Fiscal Year
Through
June 30,

1985

1989

Rates of Return at
Cost (c) Market

12.07%

10.14

10.55%

15.08%

12.14%

16.45%

15.18

15.44%

15.08%

15.31%

investments; but market returns on equities. The returns for total fund approximate actuary"s calculation of





