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U n i v e r s i t y  o f  A l a s k a

S t a t e w i d e  S y s t e m

H B  2 3 4  M a n a g e m e n t  o f  U A  E n d o w m e n t  T r u s t  F u n d s

SPONSORS: DAVIES, M artin, Phillips, Bunde, Ulmer

T h e  c o n g re s s io n a l ac ts  in  1915 a n d  1929 g ra n te d  th e  T e r r i to ry  o f  A la s k a  

a p p ro x im a te ly  113,000 a c re s  o f  l a n d  fo r th e  e x c lu s iv e  u s e  a n d  b e n e f i t  o f  

th e  U n iv e rs i ty  o f  A la s k a  as  th e  su c c e s so r  in s t i tu t io n  to  th e  A g r ic u l tu ra l  

C o lle g e  a n d  S ch o o l o f  M in e s . A ll e a rn in g s  fro m  th e  sa le , lea se , a n d  u se  o f  

th e s e  la n d s  h a s  b e e n  d e p o s i te d  in to  a  t ru s t  fu n d  e s ta b l is h e d  u n d e r  

A S  14.40.400. F ro m  1917 th r o u g h  J u n e  3 0 ,1 9 9 3 , th e  f u n d  h a s  g r o w n  to  

a p p ro x im a te ly  $20.3 m illio n . B ased  p r im a r i ly  o n  m o re  a c tiv e  m a n a g e m e n t  

o f  i ts  la n d s  b y  th e  U n iv e rs i ty , th e  f u n d  h a s  d o u b le d  in  s iz e  f ro m  $10.0 

m il l io n  in  1983 to  th e  c u r r e n t  $23.9 m illio n .

A ll in v e s tm e n t  e a rn in g s  fro m  th e  f u n d  a re  t ra n s fe r re d  to  th e  U n iv e r s i ty  o n  

a  q u a r te r ly  b as is . In  a c c o rd a n c e  w ith  th e  B o a rd  o f  R e g e n ts ' p o lic y , th e se  

e a rn in g s  a re  u t i l iz e d  to  in f la tio n -p ro o f  th e  p r in c ip a l  o f  th e  f u n d ,  to  p a y  th e  

c o s ts  a s so c ia te d  w ith  m a in te n a n c e  o f  th e  U n iv e rs i ty 's  la n d s ,  a n d  to  f u n d  

p ro je c ts  a n d  p ro g ra m s  p r im a r i ly  in  s u p p o r t  o f a g r ic u l tu re ,  f is h e r ie s , 

n a tu r a l  re s o u rc e  m a n a g e m e n t ,  m a rk e tin g , a n d  e d u c a t io n . T h e  f u n d s  a re  

in te n d e d  to  p ro v id e  a m a rg in  o f s u p p o r t  o v e r  a n d  a b o v e  th a t  w h ic h  

w o u ld  o th e rw is e  b e  p o s s ib le  th ro u g h  o th e r  s ta te  a n d  fe d e ra l  f u n d in g .

D u r in g  th e  p re v io u s  f iv e  y e a rs , th e  D e p a r tm e n t  o f  R e v e n u e  h a s  in v e s te d  

th e  f u n d s  w ith  m o d e ra te  to  g o o d  in v e s tm e n t  r e s u l ts ,  w i th  a n  a v e ra g e  ra te  

o f  r e tu r n  o f  a p p ro x im a te ly  11.5 p e rc e n t. In  FY 93, th e  D e p a r tm e n t  o f  

R e v e n u e  in it ia te d  a n  a s s e s s m e n t  a g a in s t  th e  e a rn in g  o f  th e  f u n d  fo r  t ru s te e  

s e rv ic e s  in  c o n n e c tio n  w i th  a d m in is t r a t io n  o f  th e  fu n d . D u r in g  th e  c u r r e n t  

y e a r , th is  a s s e s s m e n t  to ta ls  $50,000.

T h e  B o a rd  o f  R e g e n ts  a n d  th e  p r e s id e n t  o f  th e  U n iv e rs i ty  b e lie v e  th a t  

th e  U n iv e rs i ty  ca n  m a n a g e  th e se  fu n d s  a t  a c o m p a ra b le  o r  b e t te r  r e tu r n  

w i th o u t  in c u r r in g  th e  a n n u a l  a s s e s s m e n t  fo r t ru s te e  se rv ic e s . T h e

contact : W e n d y  R e d m a n
U n iv e rs i ty  R e la tio n s  
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U n iv e rs i ty  in te n d s  to  c o o rd in a te  m a n a g e m e n t o f th e  in v e s tm e n ts  w i th  th a t  o f  its  

o th e r  e n d o w m e n ts  to  lo w e r  th e  c o s t o f  a d m in is t r a t io n  o f  b o th  f u n d s  a n d  

m a x im iz e  th e  e a rn in g s  p o te n t ia l .

A  c o m p a r is o n  o f  th e  in v e s tm e n t  r e s u l ts  fo r th e  U n iv e rs i ty  T r u s t  F u n d  h e ld  b y  th e  

D e p a r tm e n t  o f  R e v e n u e  a n d  e a rn in g s  o f  th e  U n iv e rs i ty  o f  A la s k a  F o u n d a t io n  

e n d o w m e n t  f u n d s  m a n a g e d  by  S ira c h  C a p ita l  M a n a g e m e n t  a n d  th e  C o m m o n  

F u n d  is  a t ta c h e d . A s s u m in g  c o n tin u e d  g r o w th  o f  th e  fu n d /  if e a rn in g s  o f  th e  

f u n d  c a n  b e  im p r o v e d  b y  a n  a d d it io n a l  2 p e rc e n t, a p p ro x im a te ly  $2.5 m il l io n  o f  

a d d i t io n a l  f u n d s  w ill b e  a v a ila b le  to  s u p p o r t  c ritic a l U n iv e rs i ty  p ro je c ts  o v e r  th e  

n e x t  fiv e  y e a rs .

In  s u m m a ry ,  th e  U n iv e rs i ty  is r e q u e s t in g  the  tra n s fe r  o f  th e  U n iv e rs i ty  T r u s t  

F u n d s  to  th e  U n iv e rs i ty  o f  A la sk a . T h e se  fu n d s  a re  a d e q u a te ly  p r o je c te d  b y  la w  

f ro m  a n y  e x p e n d i tu re  o f  p r in c ip a l  b y  th e  U n iv e rs ity . T h e  U n iv e rs i ty  h a s  

d e m o n s t r a te d  a s o u n d  in v e s tm e n t  h is to ry  in  re la tio n  to  th e  U n iv e rs i ty  o f  A la s k a  

F o u n d a t io n  e n d o w m e n t  fu n d s ,  a n d  th is  sa m e  e n te rp r is e  w ill b e  e x te n d e d  to  th e  

N a tu r a l  R e so u rc e  E n d o w m e n t.
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B IL L  NO. HB 234

Revision Date:
Title: "An Act relating to endowments and donations o f the 

University o f Alaska endowment trust fund..." 
Sponsor: Rep. Davies 
Requestor: Rep. Davies

Department Affected: University o f Alaska 
BRU:

Component:

COMPONENT SERIAL NO.

OPERATING FY95 FY96 FY97 FY98 FY99 FY00

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
e q u ip m e n t

LAND &  STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TO TAL OPERATING 0.0 0.0 0.0 o T 0.0 0.0

CAPITAL

REVENUE FD SOURCE

FUNDING: (Thousnnds o f Dollars)
GENERAL FUND
FEDERAL FUNDS •

OTHER
TO TAL FUNDING 0.0 0 .0 0 .0 0 .0 0 .0 0 .0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

■Estimate o f current year impact: None

ANALYSIS:(Attach a separate page i f  necessary Them Is no fiscal impact.
T h e  u n iv e r s i t y  c u r r e n t ly  h a a  ita  e n d o w m e n ts  a d m in is te re d  b y  fu n d  m a n a g e rs  s u c h  a s  th o se  w h ic h  thor D e p a r tm e n t  o f  R e v e n u e  h a s  m a n a g in g  

th e  la n d  g ra n t  t ru s t  fu n d . In v e s tm e n t  r e s u lt s  to  th e  u n iv e r s it y  a re  n e t  o f  m a n a g e m e n t fe e s , ju s t  a s  th e y  e re  u n d e r  th e  e x is t in g  v n t o g e m M t  w i t h  d ie  

D e p a r tm e n t  o f  R e v e n u e .  T h e  c o s t s  a re  a n t ic ip a te d  to  re m a in  th o  s a m e . T h e  in h e re n t  a d v a n ta g e  o f  u n iv e r s i t y  m a n a g e m e n t  o f  th e  la n d  g ra n t  t ru s t  

fu n d  in  a d d it io n  to  i t s  m a n a g e m e n t  o f  i t s  e n d o w m e n ts  la  th e  c o o rd in a t io n  o f  a s s e t  a l lo c a t io n  d e c is io n s  a n d  d e c is io n s  r e g a rd in g  in te re s t  ra t e  r i s k s .

Prepared by:

Statewide Budget Qffico: 
Approved by:
Agency:

Alison El gee, Director

A liso n  Elp.ee, D irecti

P r e s id e n t  l o r  F i n a n c e  /Brian Rogers, Vice President lor Finance 
University of Alaska

Phono: 474-7593

P a t e :  ^ A / ^ 4 -

D is t r ib u d o n  ( b y  p re p a r e r ) :  L e g i s l a t i v e  F in a n c e ,  L e g i s la t i v e  S p o n s o r ,  R e q u e s to r ,  O M B .  &  Im p a c te d  A g e n c y ( i c s ) .
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F I S C A L  N O T E

1994 L E G IS L A T IV E  S E S S IO N
Revision Date:

Title:

STATE OF ALASKA BELL NO. 234

An Act relating to endow m ents and  donations ol the university

Dept. Affected: R evenue

-BRU:
C om ponent: Treasury

R evenue O perations

Sponsor:

R equestor

R epresen tative  Davies

H H ESS

E x p en d itu re s /R e v en u e s :

COMPONENT SERIAL NO.

(T housands ol Dollars)

121

OPERATING FY95 FY96 FY97 FY98 FY99 FY00

la PERSONAL SERVICES 22.5 22.5 22.5 22.5 22.5 22.5

TRAVEL
CONTRACTUAL 0 0 0 0 0 0

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

H GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 22.5 22.5 22.5 22.5 22.5 22.5

CAPITAL I I Ijjjjjj
REVENUE FUND SO U R C E:

FUNDING: (T housands of Dollars)

1002 Federal R eceip ts |

1003 GF Match

1004 GF 22.5 22.5 22.5 22.5 22.5 22.5

1005 GF/Proaram  ReceiDts

1006 GF/MHTIA

O ther

TOTAL 22.5 22.5 22.5 22.5 22.5 22.5

POSITIONS:

FULL-TIME 1

PART-TIME 1
TEMPORARY 1

E stim ate  of c u rre n t y e a r  (FY94) im p ac t: S 0

ANALYSIS: (Attach a  sep ara te  page  if necessary .)

Currently, the investm ent and  m anagem en t of the  fund is a  function of the T reasury  an d  is shared  am ong various accountan ts and investm ent 
m anaaers. As a result of the fund shifting, S22.500 would have to be funded within the Treasury. Custodial fees of approxim ately $25,000 would 
be transferred with the  Fund. Total co sts to the  fund for FY93 w ere approxim ately S52.000. resulting in total charges to the Fund of approxim ately
0.02%.

Prepared  by: Laraine L. P e r r ( ~ J^ ^ Ĵ . <2x ^ r w  o f . / Q jtA y  „

Treasury

Phone: 465-4880

Approved by C om m issioner: Darrel J. R e x w i n k e l ^ ^ ^ ^ ^ .  

Agency: R evenue_________________
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U n i v e r s i t y  o f  A la s k a  T r u s t  F u n d  

P o s i t io n  P a p e r

T h e  c o n g r e s s io n a l  a c t s  i n  1 9 1 5  a n d  1 9 2 9  g r a n t e d  t h e  T e r r i t o r y  o f  A la s k a  a p p r o x i ­
m a t e l y  1 1 3 ,0 0 0  a c r e s  o f  l a n d  fo r  th e  e x c lu s iv e  u s e  a n d  b e n e f i t  o f  t h e  U n i v e r s i ty  o f  
A l a s k a  a s  t h e  s u c c e s s o r  i n s t i t u t i o n  to  th e  A g r i c u l t u r a l  C o l l e g e  a n d  S c h o o l  o f  
M in e s .  A ll e a r n i n g s  f r o m  t h e  s a le ,  l e a s e ,  a n d  u s e  o f  t h e s e  l a n d s  h a s  b e e n  
d e p o s i t e d  i n to  a  t r u s t  f u n d  e s t a b l i s h e d  u n d e r  A S  1 4 .4 0 .4 0 0 . F r o m  1917  t h r o u g h  
J u n e  3 0 , 1 9 9 3 , t h e  f u n d  h a s  g r o w n  to  a p p r o x i m a t e ly  $ 2 0 .3  m i l l io n .  B a s e d  p r i m a r ­
i ly  o n  m o re  a c t i v e  m a n a g e m e n t  o f  i ts  l a n d s  b y  th e  u n i v e r s i t y ,  t h e  f u n d  h a s  d o u b le d  
in  s iz e  f ro m  $ 1 0 .0  m il l io n  in  1 9 8 3  to  t h e  c u r r e n t  $ 2 0 .3  m il l io n .

A ll  i n v e s t m e n t  e a r n i n g s  f ro m  th e  f u n d  a r e  t r a n s f e r r e d  to  t h e  u n i v e r s i t y  o n  a  
q u a r t e r l y  b a s i s .  I n  a c c o r d a n c e  w i th  B o a r d  o f  R e g e n t s '  p o l ic y , t h e s e  e a r n i n g  a r e  
u t i l i z e d  to  i n f l a t i o n - p r o o f  t h e  p r in c ip a l  o f  th e  f u n d ,  to  p a y  th e  c o s t  a s s o c ia te d  w i th  
m a i n t e n a n c e  o f  t h e  u n i v e r s i t y 's  l a n d s ,  a n d  fo r  p r o j e c t s  a n d  p r o g r a m s  p r i m a r i l y  
i n  s u p p o r t  o f  a g r i c u l t u r e ,  f i s h e r i e s ,  n a t u r a l  r e s o u r c e  m a n a g e m e n t ,  m a r k e t i n g ,  
a n d  e d u c a t io n .  T h e  f u n d s  w e r e  in te n d e d  to  p r o v id e  a  m a r g in  o f  s u p p o r t  o v e r  a n d  
a b o v e  t h a t  w h i c h  w o u ld  o t h e r w i s e  b e  p o s s ib le  t h r o u g h  o t h e r  s t a t e  a n d  f e d e r a l  
f u n d i n g .

D u r i n g  th e  p r e v i o u s  f iv e  y e a r s ,  th e  D e p a r tm e n t  o f  R e v e n u e  h a s  in v e s te d  t h e  f u n d s  
w i t h  m o d e r a t e  to  g o o d  i n v e s t m e n t  r e s u l t s ,  w i t h  a n  a v e r a g e  r a t e  o f  r e t u r n  o f  
a p p r o x i m a t e l y  1 0 .7  p e r c e n t .  I n  F Y 9 3 , t h e  D e p a r t m e n t  o f  R e v e n u e  i n i t i a t e d  
a s s e s s m e n t  a g a i n s t  t h e  e a r n i n g s  o f  th e  f u n d  in  t h e  a m o u n t  o f  $ 1 0 3 ,2 9 1  fo r  t r u s t e e  
s e r v i c e s  fo r  F Y 9 1  a n d  F Y 9 2  in  c o n n e c t io n  w i th  a d m i n i s t r a t i o n  o f  t h e  t r u s t  fu n d .

T h e  B o a r d  o f  R e g e n t s  a n d  t h e  p r e s i d e n t  o f  th e  u n i v e r s i t y  b e l ie v e  t h a t  th e  u n i v e r s i t y  
c a n  m a n a g e  t h e s e  f u n d  a t  a  c o m p a r a b le  o r  b e t t e r  r e t u r n  w i t h o u t  i n c u r r i n g  th e  
a n n u a l  a s s e s s m e n t  f o r  t r u s t e e  s e r v ic e s .  T h e  u n i v e r s i t y  i n t e n d s  to  c o o r d i n a t e  
m a n a g e m e n t  o f  t h e  i n v e s t m e n t s  w i th  t h a t  o f  i t s  o t h e r  e n d o w m e n t s  to  l o w e r  t h e  
c o s t  o f  a d m i n i s t r a t i o n  o f  b o t h  f u n d s  a n d  m a x i m i z e  e a r n i n g s  fo r  th e  U n i v e r s i t y  
T r u s t  F u n d .

A  c o m p a r i s o n  o f  t h e  i n v e s t m e n t  r e s u l t s  fo r  th e  U n i v e r s i t y  T r u s t  F u n d  h e ld  b y  t h e  
D e p a r t m e n t  o f  R e v e n u e  a n d  e a r n i n g s  o f  t h e  U n i v e r s i t y  o f  A l a s k a  F o u n d a t i o n  
e n d o w m e n t  f u n d s  m a n a g e d  b y  S i r a c h  C a p i t a l  M a n a g e m e n t  is  a t t a c h e d .  
A s s u m in g  c o n t i n u e d  g r o w t h  o f  th e  f u n d ,  i f  e a r n i n g s  o f  t h e  f u n d  c a n  be im p r o v e d  
b y  a n  a d d i t i o n a l  2  p e r c e n t ,  a p p r o x im a te ly  $ 2 .5  m i l l i o n  o f  a d d i t i o n a l  f u n d s  w ill  b e  
a v a i l a b l e  to  s u p p o r t  c r i t i c a l  u n i v e r s i t y  p r o je c ts .

I n  s u m m a r y ,  t h e  u n i v e r s i t y  is  r e q u e s t i n g  th e  t r a n s f e r  o f  t h e  U n i v e r s i t y  T r u s t  
F u n d s  to  t h e  U n i v e r s i t y  o f  A la s k a .  T h e s e  f u n d s  a r e  a d e q u a t e l y  p r o te c te d  b y  l a w  
f ro m  a n y  e x p e n d i t u r e  o f  p r in c i p a l  by  th e  u n iv e r s i t y .

UNIVERSITY OF ALASKA TRUST FUND POSITION PAPER



U n i v e r s i t y  o f  A l a s k a  T r u s t  F u n d

C o m p a r i s o n  o f  E a r n i n g s  R a t e s

D  D epa rtm en t o f R evenue

0  UA F ound a tion 0.0%

S . 0 %

5 . 0 %

D ept, o f UA
Re.w aufi F o u n d a tio n

A n n u a liz e d  r e tu rn s ;

O ne y e a r  7.2% 6.7%

T w o y e a rs  12.0% 19.3%

T h re e  y ea rs  10.7% 14.3%

F o u r  y ea rs  11.2%  17.0%

Five years 10.5% 15.5%

■10.0% 

h5 , 0 %

F Y 8 8 F Y 8 9 F Y 9 0 F Y 9 2



LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

(007) 405-3867 o r 465-2450 
IV IX  (007) 465-2020 
M a il Stop 3101

D I V I S I O N  O F  L E G A L  S E R V I C E S

M E M O R A N D U M  M arch  22, 1993

S U B JE C T : S ec tiona l S um m ary  o f H B  234

T O : R e p re se n ta tiv e  Jo h n  D avies

F R O M : M ichael F. F o rd
L egisla tive  C ounse l

Y o u  h av e  re q u e s te d  a  sec tio n a l su m m ary  o f the  ab o v e -d esc rib ed  bill.

A s a  p re lim in ary  m a tte r , n o te  th a t  a  sectional sum m ary  o f  a bill sh o u ld  n o t be 
c o n s id e re d  an  a u th o rita tiv e  in te rp re ta tio n  o f th e  bill an d  th e  bill itse lf  is the  best 
s ta te m e n t  o f  its co n ten ts . If  you  w ould  like an  in te rp re ta tio n  o f  th e  bill as it m ay 
a p p ly  to  a p a rtic u la r  se t o f  c ircu m stan ces , p lea se  advise.

S ec tio n  1. F ind ings.

S ec tio n  2. P ro v id es  th a t en d o w m e n ts  a n d  d o n a tio n s  m ad e  to  th e  U n ivers ity  o f A lask a  
sh a ll be  h e id  a n d  m an a g e d  by the  university .

S ec tio n  3 . R e q u ire s  th e  U n iversity  o f  A laska  to  estab lish  an  e n d o w m e n t tru s t fund  
in w h ich  c e rta in  incom e from  land  sa les  a n d  in w hich  en d o w m en ts , d o n a tio n s  o r  gifts 
a re  he ld .

S ec tio n  4. P ro v id es  th a t  the  P re s id e n t o f  the U n iversity  o f A laska  is th e  fiduc iary  o f 
th e  t ru s t  fu n d  es tab lish ed  u n d e r  A S 14.40.400(a).

S ec tio n  5. R e p e a ls  a p rov ision  req u irin g  th e  com m issioner o f  rev en u e  to  r e p o r t  to  the  
leg is la tu re .

S e c tio n  6. A  tra n s itio n  sec tion  p rov id ing  th a t c o n trac ts , liabilities, o r  o b lig a tio n s  a re  
n o t a ffe c te d  by ch an g es m ad e  in secs. 2 - 5 o f the  A ct. A lso  req u ire s  th e  D e p a r tm e n t  
o f  R e v e n u e  to  tra n sfe r  asse ts  an d  liab ilities to  th e  university.

M F F :g c
93-250.glc

Section 7. Effective date.

130 Seward Street. Suite 400
Juneau. Alaska 90801-2105

SECTIONAL SUMMARY



J e ro m e  fa. K o rm sa r

U n i v e r s i t y  o f  A l a s k a  S t a t e w i d e  S y s t e m

202 BL'^rv'CW 9k_0G 
Fa.obanks 99775 5 5 6 0

P*-OKC 474-7311
March 25, 1993 r«

The Honorable Walter J. Hickel 
Governor, State of Alaska 
Third Floor Capitol Build ing 
P. 0. Box 110001 
Juneau, AK 99811-0001

D e a r  G o v e r n o r  H ic k e l :

The University of Alaska Board of Regents, at its February 26, 1993 regular 
meeting, unanimously adopted a resolution requesting tha t the Alaska 
legislature pass, and you sign, legislation transferring management of the 
University of Alaska T rust Fund assets from the Alaska Department of 
Revenue to the University of Alaska.

The University of Alaska Trust Fund was established pursuant to the 
congressional act of 1929 est'.blishing the then Alaska Agricu ltu ra l College 
and School of Mines as Alaska's land-grant institu tion. This fund contains 
the net income from sale or lease of university trus t lands. The Board of 
Regents believes that because University of Alaska Trust Fund assets are 
shown on the balance sheet of the University of Alaska, and since the 
income from the University of Alaska Trust Fund is used to support 
university programs and services, i t would be more efficient to have the 
University of Alaska manage these trus t assets. Further efficiency and 
reduction in investment management fees can also be gained by 
management of these endowment assets with other endowment assets of 
he University of Alaska.

Over the past five years, the university's endowment assets managed by the 
University of Alaska Foundation have achieved a rate of re tu rn which was 
on average approximately 5 percent'higher than the rate of re tu rn achieved 
by the Alaska Department of Revenue on the University of Alaska Trust 
Fund. With the current fund balance of the University of Alaska Trust 
Fund, a 4 percent difference translates into roughly $800,000 per year, or $4 
million over the past five years. The university believes that the land-based 
revenues to the university w ill be of growing importance to the univers ity as 
state revenues decline and is thus keenly interested in opportunities for 
greater return on the fund.

UNIVERSITY CORRESPONDENCE SUPPORTING HB 234



U n iv e r s i t y  o f  A la s k a

T h e  H o n o r a b l e  W a l t e r  J. Hickel

P a g e  2

M a r c h  25, 1993

M e m b e r s  o f  th e  H o u s e  F in a n c e  S u b c o m m i t t e e  o n  t h e  u n i v e r s i t y  -- 
R e p r e s e n t a t i v e s  D a v ie s ,  M a r t in ,  P h i l l i p s ,  B u n d e ,  a n d  U l m e r  -- h a v e  
i n t r o d u c e d  H o u s e  B ill # 2 3 4  to  a c h ie v e  th e  t r a n s f e r  o f  a s s e t s  r e q u e s t e d  b y  th e  
B o a r d  o f  R e g e n ts .  T h e  u n i v e r s i t y  u r g e s  th e  a d m i n i s t r a t i o n 's  s u p p o r t  o f  t h i s  
l e g i s l a t i o n  a n d  u r g e s  y o u r  s i g n a t u r e  w h e n  a n d  i f  t h e  b ill  r e a c h e s  y o u r  d e s k .

T h a n k  y o u  fo r y o u r  c o n t i n u in g  s u p p o r t  o f  th e  U n i v e r s i ty  o f  A la s k a .

S i n c e r e l y ,

c c :  R e p r e s e n t a t i v e s  B u n d e / T ) a v i e s , f M a r t in ,  P h i l l i p s ,  U l m e r
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, ’ 'ALTER J. HICKEL GOVERNOR

D E P A R T M E N T  O F  R E V E N U E P .O . B O X  110400

O FF ICE  OF THE COM M ISSIONER
JUNEAU, ALASKA 39811-0400 
TELl PHONE: (907) 465-2300 
FACSIMILE: (907)465-2389

April 9, 1993

T h e  H o n o rab le  W alte r J. H ickel 
°  o f  A lask a  

T h ird  F lo o r C ap ito l B u ild ing  
P .O . box  110001 
Juneau , A K  99811-0001

D e a r  G o v ern o r H ickel:

H o u se  B ill N o. 2 3 4  p rov ides  for transfer o f fiduciary  responsib ility  o f  the U niversity  o f A laska  
E n d o w m e n t T ru s t F u n d  fro m  the C om m issioner o f the D epartm en t o f  R evenue (DOR) to the 
U n iv e rs ity  o f  A la sk a  (U A ). T he a ttached  le tte r  from  Jerom e K o m isa r  a n d  the U niversity  o f  
A la s k a T ru s t  F u n d  p o sitio n  paper subm itted  to yo u r office p resen ts a r g u m e r s  in  support o f the

T h e  key  p o in t a t issu e  is the investm ent p o licy  adopted  by D O R  in D ecem ber, 1990, fo r  the 
a sse ts  o f  the T ru s t F und , pub lished  in G eneral Investm en t Policies, S ta te  o f A laska, D epartm en t 
o f  R ev en u e , T re asu ry  D iv ision . U ntil June  9, 1988, the sta tu tes res tric ted  the T rust F u n d ’s 
in v es tm en ts  to  in te rest-b ea rin g  securities. A t th a t  tim e, the p ru d en t in stitu tio n a l investo r ru le  took  
e ffec t. W ith  the constra in ts  im posed  by the fo rm er in terest-bearing  sta tu to ry  lim itation, the T ru st 
F u n d ’s in v es tm e n t po licy  had  been to m ax im ize  the incom e flow  fro m  the investm ents over one 
o r m ore in te res t ra te  cycles.

W e have g rad u a lly  in creased  equity  investm en ts  o f  the fund  in an e ffo rt to increase  furore incom e 
p o ten tia l o f the fund . S ince D ecem ber, 1990, the equity a llocation  has increased  from  16% to 
20% . It appears from  the U A  letter tha t the  U niversiry adm in istra tion  w ants a m uch h ig h er 
a llocation  to e a u itie s  than was an tic ipa ted  by D O R . Tnis is because the D O R  achieved re tu rn  
appears to have  been  com pared  to a fund, m anaged  by an ex te rnal m oney  m anager w hich  is 
heav ily  w e ig h ted  tow ard  equities.

O v e r tim e eq u itie s  have p rov ided  a g rea ter ra te  o f ren u n  than f ix ed  incom e investm ents. T h e  
g rea te r ra te  o f  re tu rn  in equ ities  is ach ieved  by  accepting  g rea ter vo la tility , lo n g er holding p eriod , 
a n d  red u ced  sh o rt-te rm  incom e flow . V o la tility  (the fluctuation o f  m ark e t va lue  o r rate o f re tu rn ) 
is m easu red  as a  s tandard  dev iation  from  the m ean rate of return. B ased  on statistics from  1926 
to 1990. co m m o n  stocks p rov ided  a rate o f  re tu rn  of 10.1% w ith a standard  deviation (volatility ) 
o f  20 .8% , w h ereas  in term ediate  governm en t bonds p rov ided  a rate  o f retu rn  of 5% w ith  a 
s tan d ard  d ev ia tio n  o f  5 .5% .

b ill.

CW-Q2LH LETTER FROM DEPARTMENT OF REVENUE
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In  fac t, a  com parison  on an equ ivalen t * asis can n o t-b e  draw n b e tw een  D O R ’s investm en t 
p e rfo rm a n c e  and  tha t of the UA F oundation . I t is inappropria te  to com pare  the perform ance o f 
a  c o n cen tra ted  fix ed  incom e portfo lio  ag a in st a ba lanced  portfo lio  w ith  a  g rea ter w eigh ting  
to w ard s equ ities (an apples to oranges com parison). A ccord ing  to the  Ju n e  30, 1992 Investm ent 
P e rfo rm an ce  R eview  and A nalysis for the U n iversity  o f A laska E n d o w m en t T ru s t Fund prepared  
by S E I C ap ita l R esources, the E ndow m ent Fund, under D O R  m anagem en t, ach ieved  an 11.4%  
re tu rn  fo r  the fou r years end ing  June 30, 1992 (four years is as fa r  back  as the report w ent). 
T h is  re su lte d  in  a rank ing  o f  6 w ith  1 being  the best and 100 the w orst. T h e  m edian endow m ent 
fu n d  on ly  rea lized  a  9.5%  return  fo r tha t tim e period .

A n o th e r po ten tia l reason  fo r the d isparity  in  perfo rm ance m ay  be the p e rio d  o f tim e being 
m easu red . F ive fiscal years o f perfo rm ance  da ta  for D O R ’s perfo rm ance  starts  on July 1, 1987 
a n d  conc ludes on June 30, 1992. This is im portan t because the firs t six  m on ths o f da ta  w ould  
in c lu d e  the stock  m arket crash  o f 1987. T he  Perform ance o f  the equ ity  m ark e t for that five year 
p e rio d  w as 9.73%  (as defined  by the S& P 500 Index).

I f  U A  uses a  ca lendar y e a r  or, m ore im portan tly , i f  the perfo rm ance  d a ta  fo r Sirach C apital 
M a n ag e m en t as p ro v id ed  by U A  is based  on  a ca lendar year, the re tu rns on the  S& P 500 Index  
fo r  the  five  y e a r  period  w ould  increase fro m  9.73%  to 15.89% . U A ’s com parisons m ay be for 
the sam e tim e period  but that p o in t shou ld  be clarified.

T h e  in v estm en t po lic ies  adop ted  fo r the T ru s t F und  have res tric ted  D O R ’s ab ility  to d iversify  the 
p o rtfo lio  into h igher r isk  equity  investm en t categories. In o rder to p ro v id e  g rea ter re tu rns w ith 
less  v o la tility , an asset allocation  shou ld  be structu red  betw een equ ities an d  f ix ed  incom e w hich 
w ill genera te  the resu lts desired  by the B o a rd  o f R egen ts. D O R  uses an asse t allocation strategy 
w ith  the m ajo rity  o f its portfo lios to ba lance  the risks and rew ards o f  equ ities  and fixed  incom e 
secu rities . T he  equities portions o f the portfo lios are fu rther app o rtio n ed  betw een d ifferen t 
m an ag ers , each  having a specific d irective (i.e. sm all cap, large cap , g row th , value, etc). A 
d iv erse  asse t allocation strategy offers g rea ter returns with low er vo la tility  ov er time. If  this is 
w h a t the U A  w ould  like to achieve, we w ou ld  be m ore than happy  to accom m odate this at 
m an ag em en t fee  leveis w hich are very a ttractive.

T n e  P osition  Paper of the U A  reports that the trustee serv ices assessed  aga in st the trust fund  w ere 
5 1 0 3 ,291  fo r FY  91 and  FY  92. B y itse lf, th is figure appears to be sign ifican t. H ow ever, when 
p re se n te d  in an industry  standard  m anner, it is low . FY 91 expenses w ere 28 basis points (.0028) 
o f  av erag e  asse t value and  for FY  92 expenses w ere 32 basis po in ts  (.0032). A recen t study  o f 
in v es tm e n t m anagem en t expenses fo r pub lic  funds shows that the T reasu ry  D ivision provides 
m an a g e m e n t w ith low er expenses than the m ajority  of com parab le  funds. W hen a benchm ark  
is c a lcu la ted  for the T rust Fund  using a form ula p ub lished  in N ovem ber, 1992, in the 
A m b acn tsh eer Letter, the result is that T reasu ry  saved over S82.000 in  FY  92. Should  the UA 
c o n tra c t w ith  an ex ternal m anager for the sam e services curren tly  p ro v id ed  by D O R, we estim ate 
tha t th e ir  expenses w ou ld  run betw een 50 to 80 basis po in ts. I f  the funds w ere p laced  w ith a 
p riva te  m oney m anager, it is reasonab le  to expect the fees to the F und  w ou ld  cost at least tw ice
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as m uch as u nder D O R ’s m anagem en t. A dditionally , the F u n d  w ould  n o t be able to achieve the 
lev e l o f  po rtfo lio  d iversifica tion  tha t can be p ro v id ed  by  DO R- Portfo lio  d iversification, 
includ ing  m anager d iversifica tion , is an in tegral p a rt o f  p ru d en t m an ag em en t

D O R  does recogn ize , how ever, th a t there is an  im p o rtan t need  to increase  the level o f 
com m un ica tion  and understand ing  betw een the two o rgan izations. D O R  w ill h"; contacting 
rep resen ta tives fro m  the U niversity  o f A laska to rev iew  the cu rren t m andate  and to w ork  w ith 
the U n iversity  to ach ieve  the appropriate asse t m ix.

D O R  cou ld  p rov ide  increased  investm ent perfo rm ance w ith  lo w e r  vo latility  over tim e to the UA 
T ru s t F u n d  i f  a m andaie  fo r a m ore d iversified  po rtfo lio  w as ag reed  upon. W e w ould w ork  w ith 
the U A  to ach ieve  their desired  goals w hile balancing  b udget concerns v e rsu s  en larging the T rust 
Fund . W e can  also  p ro v id e  investm ent m anagem en t serv ices a t less co sl

I w elcom e any questions you  have on D O R ’s investm en t p o lic ie s  o r H B  234.

S incere ly ,

D arre l J. R exw inkel 
C om m issioner

E nclosu res




