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SENATE BILL 170 

- AN ACT RELATING TO THE INCOME OF TH r PERMANENT FUND -

Senate Bill 170 places into statute the concept of "real earnings" and 
applies that concept to the provisions for the uses of Permanent Fund 
earnings.

CONCEPT OF REAL EARNINGS:

There are several ways in which income of a fund can be calculated. 
When all cash receipts are counted without regard to the effects of inflation, 
the earnings are often referred to as "nominal earnings." In contrast, "real 
earnings" are the amount by which nominal earnings exceed inflation.

For any long-term preservation of a fund, and particularly in times of 
any significant inflation, the concept of real earnings is extremely important 
to the management of an endowment fund. Any endowment which is 
designed to last for a sustained period of time must be concerned about its 
purchasing power and earning power. Inflation tends to erode a fund; to 
offset this a fund must grow (in nominal terms) at the same rate as inflation 
just to preserve its purchasing or earning power. In this context, a fund can 
afford only to pay out earnings which are in excess of the rate of inflation — 
real earnings.

APPROPRIATENESS FOR THE PERMANENT FUND:

I believe that the voters, in establishing the Permanent Fund, intended 
for the Fund to be truly permanent in the sense that its purchasing power and 
earning power should not be eroded over time. In this context, a real 
earnings approach is most appropriate for the Permanent Fund. The only 
earnings which should be put on the table for use each year are the real 
earnings.
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In contrast, under present statutes all of the nominal earnings are put 
on the table for appropriation each year. The Legislature then allocates the 
earnings to dividends, inflation-proofing, and the earnings reserve account. 
With SB170 the inflation-proofing would be automatic and the Legislature 
would provide for the allocation of real earnings between the dividends and 
the earnings reserve account.

EFFECT ON PERMANENT FUND EARNINGS RESERVE:

Since there would be no further need to reserve earnings for inflation- 
proofing, the required size of the Permanent Fund Earnings Reserve (PFER) is 
not as great. There would, however, be a reason to retain some amount in 
the PFER to cover 5-year averaging provisions, such as the payout rule on 
dividends, regardless of whether the real earnings concept is used. SB 170 is 
silent on the issue of the PFER and does not require any change from present 
PFER policy.

EFFECT ON DIVIDENDS:

The bill leaves untouched the underlying formula for calculation of 
dividends. However, since the earnings on which dividends are based are 
real earnings rather than nominal earnings, there will be a slower rate of 
long-term growth in dividends, and there could be a temporary drop in the 
amount transferred to the dividend fund, depending on the Permanent 
Fund's actual performance in the next few years. These transfers are shown 
under a variety of earnings assumptions in the attached financial forecasts.

OTHER CHANGES:

One additional change, although minor, is that the effect of inflation 
on the fund will be calculated using the average annual balance of the Fund, 
rather than the Permanent Fund's present practice of using the balance as of 
the end of the year. *
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SUMMARY:

The overall effect of SB 170 will be that the Permanent Fund will be 
made more permanent, as the question of inflation-proofing will be 
removed from the annual process of allocating earnings. Earnings will be 
more realistic, as they are reflective of the actual economic earnings of the 
Fund. However, the effect of converting to a real earnings basis for the 
annual allocation process will also lower the amount put on the table for 
appropriation each year. The result will be better protection for the Fund, and 
a better representation to the State of the maximum amount which properly 
could be used each year.
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The attached projections from the Alaska Permanent Fund 
Corporation show the effect of different earnings assumptions on the size of 
the Permanent Fund, as well as the amount of each year's earnings and 
transfers to the dividend fund, through the Year 2000. It should be pointed 
out that these forecasts are still in a nominal-earnings format, even though 
they are correctly calculated as if SB 170 is in effect.

Most of the forecasts provided by the Permanent Fund Corporation are 
based on recent investment performance and long-standing assumptions 
which the Corporation has used regarding nominal earnings and inflation. 
The forecasts were also done under two different assumptions: in one case 
the amount of real earnings which are not paid out in dividends is invested 
in the PFER; in the other case the amount not paid out is transferred to the 
general fund.

At my request, the Permanent Fund Corporation also did three 
additional runs, which reflect the higher earnings assumptions suggested in 
the Ibbotson Associates' report (enclosed). The Ibbotson report was 
commissioned by the Legislative Budget & Audit Committee late last year 
and received in January 1994. This report shows the expected average annual 
return (9.33%) on the Permanent Fund once the Permanent Fund reaches its 
target portfolio, which is higher-yielding than its present portfolio because of 
a greater amount of assets invested in higher-yielding securities. The report 
also suggests two different asset allocations, which yield higher returns of 
10.31% and 11.33% respectively. It should be pointed out that these returns 
are from Ibbotson, and not necessarily agreed to by the Permanent Fund 
Corporation.

P E R M A N E N T  F U N D  P R O J E C T I O N S
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M E M O R A N D U M

DATE: January 20, 1994
TO: • Senator Steve Reiger

FROM: Jim Kelly
Research «  Liaison Officer

SUBJECT : Analysis o f Senate B ill No. 170

Per your request, the Alaska Permanent Fund Corporation has updated 
our previous analysis of Senate Bill No. 170. Please note, however, that 
there are eight financial projections attached as part of this analysis as 
well as a copy of the population projections used to calculate per capita 
dividends. Note: The model takes the July 1 population numbers (with a 
one-year lag to allow for the one-year residency requirement)^ then 
multiplies by 90 percent (based on 1992 actual experience) to arrive at an 
approximation of future eligible Permanent Fund dividend applicants.

The additional financial projections are included to provide a more 
complete perspective on the possible outcomes of passage of SB 170.

F ou r Variations on the Status Quo
Financial P ro jec tion  #1: This is the status quo case (with per capita 
dividends) as of November 30, 1993. It provides the benchmark against 
which to compare and contrast any changes to current law.

Financial P ro jection  #2: This is the same as the status quo case except 
this projection assumes for all years after fiscal 1994 that all income 
remaining after dividends and inflation-proofing is appropriated to the 
General Fund.



Financial Projection #3: This is the same as the status quo case
(Financial Projection #1) except the rate of return for all years after fiscal 
1994 is 8.37 percent and the inflation rate is 4 percent.

Financial Projection #4: This is the same as Financial Projection #3, 
th a t is, the ra te  of return  for all years after fiscal 1994 is 8.37 percent and 
the inflation rate is 4 percent, but it also assumes tha t all income 
rem aining after dividends and inflation-proofing is appropriated to the 
General Fund.

0
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Four Variations on Senate B ill No. 170
Financia l P ro jection  #5: This is the projection based on SB 170 as 
written (assuming an effective date of July 1, 1994), which makes the 
following changes to the status quo: (1) inflation-proofing is treated as a 
return of capital to Fund principal and is given first priority over any 
other use of what has historically been called net income; (2) a new 
accounting treatment for Fund income is established: "real income", which 
equals net income minus inflation-proofing; and (3) real income is used to 
compute each year's dividend distribution -  except during a transitional 
period in fiscal years 9-5-99 in which net income is used instead of real 
income for the years in which real income was not calculated.
F inancia l P ro jection  #6: This is the same as Financial Projection #5, 
except that like Financial Projection #2, this projection assumes for all 
years after fiscal 1994 that all income remaining after dividends and 
inflation-proofing is appropriated to the General Fund.
F inancia l P ro jec tion  #7: This is the same as Financial Projection #5, 
except that like Financial Projection #3, this projection assumes that the 
rate of return for all years after fiscal 1994 is 8.37 percent and the 
inflation rate is 4 percent.
F inancia l P ro jec tion  #8: This is the same as Financial Projection #6, 
that is, SB 170 with a rate of return for all years after fiscal 1994 of 8.37 
percent and an inflation rate of 4 percent, but it al§o assumes that all 
income remaining after dividends and inflation-proofing is appropriated to 
the General Fund.



For Your Information: These projections are based on a certain set of 
basic assumptions; the numbers shown on these sheets would change if 
different assumptions were used. The assumptions used in the 
preparation of each projection are listed at the bottom of each projection 
sheet, and explained herein.

It is the Corporation's policy to use conservative assumptions wherever 
possible. Thus, the Fund's long-term rate of return  is projected to average 
three percent per year after inflation; long-term inflation is projected to 
average six percent per year; and the assumptions for future dedicated 
State oil revenues are taken from the D epartm ent of Revenue's most 
recent '‘low-case" forecast. The population assumptions used in the 
computation of future per capita dividend payments are derived from the 
Middle Series of the D epartm ent of Labor's "Population Projections" dated 
November 1991.

S e n a t o r  R e ig e r
J a n u a r y  20 , 1 9 9 4
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PLEASE NOTE THAT THE CORPORATION NEITHER SUPPORTS 
NOR OPPOSES ANY PROPOSED CHANGES TO THE CURRENT USE 
OF FUND EARNINGS, EXCEPT AS THEY MAY RELATE TO THE 
PROPER EXERCISE OF THE TRUSTEES' FIDUCIARY 
RESPONSIBILITIES AS REQUIRED UNDER THE PRUDENT 
INVESTOR RULE.



Alaska Permanent Fund Corporation
FINANCIAL PRO JECTION S 

(in  m illio n s )

a s  of N ovem ber 30 ,1993

FY

GROWTH OF FUND PR IN C IPAL  
Dedicated

FY Begin Appro- State Inflation- FY End 
Balance oriations Revenues’ Proofing Balance

Inflation-
Proofing
Shortfall

I I I 0 54 54
! 79 54 84 139
i 30 139 344 483

31 483 900 385 1,769
32 1,769 800 400 2,969
33 2,969 400 421 231 4,021
34 4,021 300 366 151 4,838
35 4338 300 368 235 5,741
86 5741 323 216 6581
87 6,281 1564 " 170 148 7,864
aa 7,864 418 303 8585
39 8,585 228 360 9,173
90 9,173 267 454 9594
91 9,894 435 559 10538
92 10,888 338 477 11,703

I 93 11.703 5 — 315 362 12585

j 94 12,385 5 209 si-j '  :376 12,97F
95 12,975 5 209 528 13,717
96 13,717 5 214 557 14,493
97 14,493 5 221 589 15508
98 15508 6 230 622 16,166
99 16,166 4 222 984 17575
0 17,375 4 204 1,055 18,538
1 18,638 4 189 1,130 19561
2 19,961 4 177 1509 21551
3 21,351 5 165 1531 22512

; 4 22,812 5 153 1578 24548
5 24548 5 139 1,470 25562
S 25,962 5 126 1566 27558
7 27,658 5 115 1,667 29,445
8 29,445 5 106 1,783 31520 10
9 31520 5 98 1549 32572 336

10 32.972 6 90 1.629 34,698 355
Cumulative T o ta ls iP ro jec ts th c : -  *-i~  
ForFfit994̂ 2Q10*v-: 7 0 2 ^

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Real

USE OF FUND INCOME
D i s t r i b u t i o n s R e s e r v e s

Net Per Capita Inflation- General Add FY End
Income Dividends Dividends Proofing Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 108 $386.15 231 110 110 354 83
530 175 $33159 151 203 557 84
658 217 $404.00 235 206 763 85

1,021 303 $55656 216 501 1564 " 86
1,069 391 $708.19 148 529 529 87

789 424 $826.93 303 62 591 88
863 460 $673.16 360 4 44 635 89
916 487 $952.63 454 4 (30) 605 90

1,030 489 $93154 559 4 (24) 581 91
1,036 468 $91554 477 5 64 645 92
1526 532 $949.46 362 5 320 965 33

1,061 -.. 553-S964JXL - 376 — izr . 1,092.-- 94
1538 567 $1,00150 528 • 118 1511 95
1514 617 $1,02850 557 134 1545 96
1,393 654 $1,06550 589 145 1,489 37
1,478 681 $1,08450 622 169 1,659 98
1.6S0 747 $1,165.00 984 (44) 1,615 99
1,799 806 $153050 1,055 (66) 1549 0
1,912 869 $159750 1,130 (91) 1,458 1
2,027 935 $156850 1509 (121) 1,337 2
2,146 1,005 $1,44150 1591 (155) 1,182 3
2569 1,066 $1,49850 1578 (180) 1,002 4
2596 1,129 $155550 1,470 (207) 794 5
2528 1,193 $1,81450 1566 (236) 558 8
2,665 1560 $157550 1,667 (267) 291 7
2508 1530 $1,73650 1,763 (291) 8
2,956 1,402 $1,799.00 1549 9
3,112 1,477 $156650 1,629 10

34,792.̂ 1S312QS2338&' 19360* 4 •• **-»• *

IFY94:?/ 7.71^a 2.90^ 4,73%
lFY95'-98:.— 8.37% 4.00% 4.37%
i FY 99-20101; 9.00% 6.00% 3.00%

* Department o( Revenue Fall 1993 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by the legislature July t , 1937.

Translorrad to principal from earnings reserve account per AS 37.13.145(d).
*’"  Based on capital market assumptions adopted by the Trustees in Apnl 1993.

STATUS QUO WITH PER CAPITA DIVIO ENDS
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Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a s  of N ovem ber 30,1993

1j GROWTH OF FUND PR IN C IPA L
Dedicated Inflation-

[ _ FY Begin Appro- State Inflation- FY End Proofing
1 FY Balance □nations Revenues* Proofing Balance Shortfall

78 0 54 54
79 54 84 139
30 139 344 483
31 483 900 385 1,769
82 1,769 800 400 2469
33 2,969 400 421 231 4,021
34 4,021 300 366 151 4,838
85 4,838 300 368 235 5,741
88 5741 323 216 6481
87 6,281 1464 " 170 148 7464
88 7,864 418 303 8485
89 8485 228 360 9,173
90 9,173 267 454 9494
91 9,834 435 559 10,688
92 10,888 338 477 11,703
93 11.703 5 "* 315 362 12485

94 12£8£ 5- 20$T' 37B%£[2#Z5Z
95 12^75 5 209 523 13,717
96 13,717 5 214 557 14,493
97 14,493 5 221 589 15408
98 15408 6 230 622 16,166
?9 16,166 4 222 984 17475
0 17475 4 204 1,055 18,638
1 18,638 4 189 1,130 19461
2 19,961 4 177 1409 21451
3 21,351 S 185 1491 22412
4 22412 S 133 1478 24448
5 24448 5 133 1,433 25425 37
6 25425 5 128 1488 27444 275
7 27444 5 115 1456 28421 291
8 28421 5 108 1,427 30460 308
9 30460 5 98 14 0 2 31465 326

10 31465 6 90 1479 33,640 344
CumulaUvBTotalzProjectndl- ■ .v 
W cBBtfW 48aotfer: .'.~tf582I

REALIZED RATE OF RETURN ASSUMPTIONS:

USE OF FUND INCOME
D istribu tions Reserves

Net Per Caprta Inflation- General Add FY End
Income (Dividends Dividends Proofing Fund (Delete) Balance FY

2 1 78
S 7 1 9

32 12 12 80
150 28 28 59 59 81
366 71 $1,00040 71 185 244 32
471 108 $386.15 231 110 110 354 83
530 175 $33149 151 203 557 34
553 217 $404.00 235 206 763 85

1,021 303 $55648 216 501 1464 " 86
1,069 391 $708.19 148 529 529 87

789 424 $82193 303 62 591 S3
368 460 $873.16 360 4 44 635 89
916 487 $95243 454 4 (30) 605 90

1,030 489 $93144 559 4 (24) 581 91
1,036 488 $91544 477 5 64 645 92
1426 532 $949.46 362 5 320 965 S3

1,0611 . 553'S96«00£ ‘• •» • • 376“ — 127.:: 94
1438 587 $140140 528 118 1,092 95
1403 616 $1,02100 557 125 - 1,092 96
1471 651 $1,060.00 589 126 1,092 97
1,443 674 $1,072.00 622 142 1.092 98
1,637 734 $1,14440 984 (85) 1,006 99
1,742 737 $140040 1455 (104) 903 0
1,851 845 $146040 1,130 (128) 775 1
1,963 907 $142540 1409 (157) 618 2
2,078 974 $1494.00 1491 (191) 427 3
2,198 1,032 $1,44940 1478 (218) 210 4
2421 1,093 $140440 1,433 (210) 5
2,449 1,158 $146240 1488 6
2433 1421 $1,62140 1,356 7
2,721 1489 $1,68140 1,427 a
2466 1459 $1,74240 1402 9
3,017 1,432 $140740 1479 10

33̂843+- 15309SS22312L;,-18404̂ -511 l  . •• »’• — • ’ it. .  * i-vvT . . ** f

Nominal Inflation Real
F Y U r 7.71% 2.98% 4.73%
FY 95-91*“ " a.37% 4.00% 4,37%
FY 9 9 ^ 2 0 1 0 : : ' 9.00% 6.00% 3.00%

' Department o( Revenue Fall 1993 Low-Case Pavenue Forecast 
”  Earnings reseive appropriated to Fund principal by the Legislature July 1.1987.

Transferred to principal from earnings reseive account per AS 37.13.145(d).
■" Based on capital market assumptions adopted by the Trustees in Apnl 1993. 

STATUS QUO WITH PER CAPITA DIVIDENDS,
EXCEPT ALL REMAINING INCOME TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a s  of N ovem ber 30 ,1993

FY

GROWTH OF FUND PRINCIPAL 
Dedicated

FY Begin Appro* State Inflation- FY End 
Balance priations Revenues* Proofing Balance

Inflation-
Proofing
Shortfall

78 0 54 54
79 54 34 139
80 139 344 483
81 483 900 385 1,769

• 82 1,769 800 400 2,963
33 2,989 400 421 231 4,021

1 84 4,021 300 366 151 4,838
85 4,838 300 368 • 235 5,741
88 5741 323 216 6,281
87 6.281 1364 " 170 148 7,864
88 7,864 418 303 8,585
89 8,585 228 360 9,173
90 9,173 267 454 9,894

91 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 *** 315 362 11385

■94 12,385;- 5-. 209L. 37BSH 12#5£Hv,
95 12375 5 209 528 13,717
96 13,717 5 214 557 14,493
97 14,493 S 221 589 15,308
98 15,308 6 230 622 16,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17,950

1 17,950 6 189 726 18471
" 2 18371 7 177 762 19416
HI 19316 7 165 800 20,788

n 20,788 7 153 838 21,787

5 21,787 3 130 877 22411
6 21811 a 120 918 23483
7 23363 3 115 960 24446
8 24346 9 106 1,002 28,063

" 9 26,063 9 98 1,047 27417
Ho 27317 10 90 1.093 26,409

Cu
Foi

mulattve.TotalS’ Projected- 
f=ttt99C&rtd£lv--'= •&. Z T U ^ : .13,0335*-

REALIZED RATH OF RETURN ASSUMPTIONS:

Nominal Inflation Real
771% 198% 4755T
8.37% 4.00% 4.37%
8.37% 4,00% 4.37%

USE OF FUND INCOME
D istributions Reserves

Net Per Capita Inflation- General Add FY End
Income Dividends Dividends Proofing Fund (Delate) Balance FY

2 1 73
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 108 5366.15 231 110 110 354 83
530 175 533149 151 201 557 84
658 217 5404,00 235 206 763 85

1,021 303 555640 216 501 1464 ~ 86
1,069 391 5708.19 ■ 148 529 529 37

789 424 582643 303 62 591 68
366 460 5873.16 360 4 44 635 89
916 487 595163 454 4 (3(1) 605 90

1,030 489 593144 559 4 (24) 581 91
1,035 488 5915.84 477 5 64 645 92
1426 532 5949.46 362 5 320 965 93

1;06U 553:596430̂ 376̂ -5- 12217. 1,087- 94
1438 587 $140140 528 118 1405 95
1,313 617 $1,02840 557 134 1,339 96
1,393 654 51,06540 589 144 1,483 97
1,477 681 51,08440 622 169 1,652 98
1,567 734 51,14340 656 171 1,824 99
1,658 778 $1,18640 690 183 1007 0
1,752 324 $142740 728 196 2403 1
1,849 872 5147100 762 208 1411 2
1,949 921 $1417.00 300 221 1632 3
1053 972 $146100 838 235 1867 4
1160 1,025 $1,407.00 877 250 3,117 5
1271 1,080 $1,45540 918 265 3483 a
2486 1,136 $140440 960 282 3,564 7
1504 1,194 $145440 1,002 299 3463 8
1628 1455 $1,60440 1,047 317 4480 9
1756 1417 $1458.00 1.093 336 4,617 10

32,014 15,198.- S 2 1 3 3 &  i - -  1 3 , Q 3 S E £ ^ . •• ~T-' . '

' Depanment of Revenue FaH 1993 low-Case Revenue Forecast 
"  Earnings reseive appropnated to Fund pnnapal by the Legislature July 1,1987.

"* Transferred to prindpai from earnings reseive account per AS 37.13.145(d).
" "  Based on capital maricet assumptions adopted by the Trustees in Apnl 1993. 
STATUS a u o  BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION, 
FOR ALL YEARS AFTER FISCAL 1M4
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Alaska Permanent Fund Corporation
FINANCIAL PRO JECTIONS 

(in millions)

a s  of N ovem ber 3 0 ,1993

GROWTH OF FUND PR IN C IPAL

FY
FY Begin 
Balance

Appro­
priations

Dedicated
State

Revenues*
Inflation-
Proofing

FY End 
Balance

Inflation-
Proofing
Shortfall

78 0 54 54
79 54 84 139
80 139 344 483
31 483 900 385 1,769
82 1,769 800 400 2,969
33 2,969 400 421 231 4,021
84 4,021 300 366 151 4,838
as 4,338 300 368 235 5,741
36 5741 323 216 6,281
37 6,281 L264 " 170 148 7,864
88 7,864 418 303 8,585
39 8,585 228 3CJ 9,173
90 9,1/3 267 454 9,894
91 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 — 315 362 12X85

94 12,385.: 5 20S 37877 12,975
95 12,975 s 209 528 13,717
96 13.717 U 214 557 14,493
97 14,493 5 221 589 15,308
98 15,308 5 230 622 18,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17,950
1 17,950 6 189 728 18271

"  2 18,871 7 177 762 19,816
3 19,816 7 185 800 20,788
4 20,788 7 153 838 21,787
5 21,787 8 139 877 22211
6 22,811 8 126 918 23,303
7 23,863 8 115 960 24,946

a 24,946 9 106 1,002 26X63
9 25,063 9 98 1,047 27,217

10 27J217 10 90 1,093 28,409
CumulattvB-'Totais-Proiectedrr. 

i For F C 1 9 g ^ 2 0 1 (M l^ ^ S 2 .;ZZZ^?^1g

REALIZED RATE OF RETURN ASSUMPTIONS:

1 Nominal Inflation Real
M FY 94: '  “ 7.?1% 2.98% 4.73%
*1 FY'95-98:**** 8.371a 4.00% 4.37%‘■■J FY 995-201O S ,. 8.37% 4,00% 4.37%

U S E  O F  F U N D  I N C O M E

D i s t r i b u t i o n s R e s e r v e s
Net Per Capita Inflation* General Add FY End

Income □ividends Dividends Proofinq Fund Delete) Balance FY
2 1 78
3 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 108 3386.15 231 110 110 354 33
530 175 $331.29 151 203 557 34
658 217 3404.00 235 206 763 85

1,021 303 355626 216 501 1,264 ** 86
1,069 391 3708.19 148 529 529 87

789 424 3821x33 303 62 591 88
868 480 3873.16 360 4 44 635 89
916 487 3952.63 454 4 (30) 505 90

1,030 489 $931X4 559 4 (24) 581 91
1,038 488 5915.34 477 5 64 645 92
1.226 532 3949.48 362 5 320 965 33

1,061“'.■»!* 5531: $964100-,' 376 ■.St - 122. 1,087 94

1,238 587 $1,001X0 528 118 1,087 95
1J303 616 $1,026X0 557 124 1,087 96
1,371 651 $1,059.00 589 126 1,087 97
1,443 674 $1,072X0 622 141 1,087 “93
1217 722 $1,123X0 656 134 1,087 99
1,594 759 31,155X0 690 138 1,087 0
1,672 798 31,187.00 726 142 1,087 1
1,752 838 31220X0 762 145 1,087 2
1334 879 $1253X0 800 148 1,087 3
1218 921 $1287X0 838 152 1,087 4
2,005 964 $1220X0 877 156 1,087 5
2,094 1,008 $1256X0 918 160 1,087 6
2,185 1,054 $1291X0 960 164 1,087 7
2279 1,100 31,428X0 1,002 168 1,087 8
2J376 1,149 $1,464X0 1247 172 1,087 9
2,477 1,198 31203X0 1,093 178 1,037 10

30?B'6aS!-hmmtmarnmmxm : i 4 ,4 o 8 R 5 2 1 a 8 U B v 13238a

’ Depanment ol Revenue Fall 1993 Low-Case Revenue Forecast.
"  Earnings reserve appropriated to Fund principal by ttie Legislature July 1.1987.
"■ Transferred to principal Irom eammgs reseive accoait per AS 37.13.145(0).

Based on caprtal martet assumptions adorned by the Trustees in Apnl 1993. 
STATUS QUO BUT ASSUMES AN 8X7% RATE OF RETURN AND 4% INFLATION, 
AND ALL REMAINING INCOME TO GENERAL FUND
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Alaska Permanent Fund Corporation
FINANCIAL PRO JECTIONS 

(in millions)

as of November 30,1993

GROWTH OF FUND PR IN C IPA L
Dedicated Inflation-

rY Begin Appro* State Inflation- FY End Proofing
I FY Balance pnatlons Revenues* Proofing 8alance Shortfall

I 78 0 54 54
79 54 84 139
80 139 344 483
31 483 900 385 1,769
82 1,769 300 * 400 2269
83 2269 400 421 231 4,021
84 4,021 300 366 151 4,838
85 4,338 300 368 235 5,741
86 5741 323 216 5281

_87l 6,281 1,264 " 170 148 7264

Iffl 7,364 1 418 303 8285
89 8 3 5 228 360 9,173
90 9,173 267 454 9234

111 9,894 435 559 10,888
92 10,888 338 477 11,703
93 11.703 5 — 315 362 12285

94 12,385. 5 20? s* 37ET. 12̂ 75-
95 12,975 5 209 528 13,717
96 13,717 5 214 557 14,493-
97 14,493 5 221 589 15208
98 15,308 6 230 622 16,166

_99j 16,166 4 222 984 17275
0 17,375 4 204 1.055 18233
1 18,638 4 1R9 1,130 19261
2 19,961 4 177 1,209 21251
3 21,351 5 165 1,291 22212
4 22212 5 153 1,378 242<0
5 24,348 5 138 1,470 25262
6 25,962 5 126 1,566 27,658
7 27,658 5 115 1,667 29,445
8 29,445 5 106 1,773 31230
9 31,330 5 98 1,886 33,319

10 33219 6 90 1005 35.420
CumulatlVBsTotalsProjaciBdJtnv • .
FoBEYit994^2an^L-.&^2:7ZZSS ^ ____

USE OF FUND INCOME
, D istribu tions Reserves

Net Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
ISO 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 231 108 S386.15 110 110 354 83
530 151 175 $33129 203 557 34
658 235 217 $404.00 206 763 85

1,021 216 303 $55626 501 1264 " 86
1,069 148 391 S708-19 529 529 87

789 303 424 $82623 62 591 88
868 3S0 460 $873.16 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 439 $931.34 4 (24) 581 91
1,036 477 488 $91524 5 64 645 92
1226 362 532 $949.46 5 320 965 93

1,061: 376'- 553:'$964.00 5~ 12Z. 1;Q8Z” 94
1,238 523 532 $902.00 173 1261 95
1218 557 503 $830.00 252 1213 96
1,408 583 481 $770.00 333 1,346 97
1,509 622 445 $692.00 436 ??fi? 98
1,749 984 414 $52420 348 2,630 99
1,895 1,055 428 $63020 408 3.038 0
2,052 1,130 445 $64020 473 3211 1
2,221 1209 465 $65520 543 4,054 2
2,402 1291 488 $574.00 618 4,672 3

2238 1273 536 $72820 679 5251 4
2206 1,470 588 $70620 743 6,094 5
3,027 1,566 645 $84820 812 5206 6
3263 1,667 706 $91520 885 7,791 7
3214 1,773 772 $986.00 963 8,754 a
3,782 1,386 843 $1,061.00 1,048 9,802 9
4.068 2.005 920 $1,141.00 1.138 10,940 10

.

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Reel
FY 94: 7.71% Z98% 4.73%
FY95~98i$***" 8.37% 4.00% 4.37%
FY 99^2010;- 9.00% 6.00% 3.00%

* Department of Rwenue Fall 1993 Low-Case Revenue Forecast 
"  Eammgs reserve appropriated to Fund pnnapaJ by tfie Legislature July 1,1987. 

*** Transferred to pnnapaJ from earnings reserve account per AS 37.13.145(a).
**" Based on capital marfait assumptions adopted by the Trustees in Apnl 1993.

SENATE BILL 170



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993
I
i GROWTH OF FUND PR IN C IPA L

Dedicated Inflation-

i FY Begin Appro­ ptate Inflation- FY End Proofing

jFY Balance priations Revenues’ Proofing Balance Shortfall

I 78 0 54 54
79 54 84 139
80 139 344 483
81 483 900 385 1,769
82 1,769 800 400 2859
83 2,969 400 421 231 4,021
34 4,021 300 366 151 4838
35 ,,838 300 368 235 5,741
86 5741 323 216 6881
87 6,281 1854 ~ 170 148 7,864

88 7,864 418 303 8855
89 8,535 228 360 9,173
90 9,173 257 454 9894
01 9,894 435 559 10888
92 10,888 338 477 11,703
S3 11.703 5 315 362 12885

94 12,335 5 209 ' 37KT-S.•12375:
95 12^75 5 209 528 13,717
96 13,717 S 214 557 14,483
97 14,493 5 221 589 15806
98 15.308 6 230 622 16,166
99 16,166 4 222 984 17875

1 0 17,375 4 204 1,055 18,638
1 10,638 4 189 1,130 19861
2 19,961 4 177 1809 21851

H j 21,351 5 163 1-291 22812
4 22J112 5 153 1,378 24846
5 24848 5 130 1,470 25862
6 25862 5 128 1,568 27858
7 27,658 5 115 1,667 29,445

8 29,445 5 106 1,773 31830
9 31830 5 98 1,886 33819

10 33819 6 90 2.005 35,420
C uraulattre.TotalsiB rcjectecfc;. 
F o rE f tt9 9 4 K 2 flt0 fc ; l iU J &

-«*« ■

USE OF FUND INCOME
D i s t r i b u t i o n s R e s e r v e s

Net Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance [FY

2 1 78
8 7 79

32 12 12 60
150 23 28 59 59 l i l
368 71

8SoK

71 185 244 82
471 231 108 S386.15 110 110 354 ‘83
530 151 175 S33189 203 557 84
658 235 217 $40480 206 763 65

1,021 216 303 $55686 501 1,264 - 86
. 1,069 148 391 $708.19 529 529 87

789 303 424 $82683 62 591 88
868 360 460 $873.16 4 44 635 89
916 454 487 $95283 4 (30) 605 90

1,030 559 489 $33184 4 (24) 581 91
1,036 477 488 $91584 5 64 645 92
1826 362 532 $949.46 5 320 965 93

1,061 375'-• - &53 $96£M!\ 5- 1 2 2 W ® 94

1838 528 532 $90280 173 1,087 95
1,303 557 502 $82780 238 1,087 96
1,371 589 475 $76080 302 1,007 97
1,443 622 433 $67180 382 1,087 I s
1837 984 390 $58480 259 1,087 99
1,750 1,055 388 $56780 302 1,087 0
1,863 1,130 387 $55180 346 1,087 1

1892 1809 388 $53880 392 1,087 2
2,123 1891 389 $52100 438 1,087 3
2860 1 J /8 413 $54980 464 1,087 t.
2,404 1,470 438 $57280 492 1,087 5
2855 1,566 464 $59680 520 1,087 6

2,715 1,667 492 $62280 551 1,087 7
2,863 1,773 521 $64880 583 1,087 8
3,060 1886 552 $87100 617 1,087 9
3847 2.005 584 $70580 652 1.087 10

34308Si.
V • 2

REALIZED RATE OF RETURN ASSUMPTIONS:

NominM Inflation Real
FY94:. 7.71% 296% 4.73%

F r g s c o a s r r i 8.37% 4.00% 4.37%

FY99F2flt(».: 9.00% 6.00% 3.00%

* Department oi Revenue Fall 1933 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by the legislature July 1,1987. 

*”  Transferred to principal from earnings reserve account per AS 37.13.145(d). 
Based on caprtal martet assumptions adopted by the Trustees in Apnl 1993.

SENATE BILL 170 EXCEPT ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993

G R O W T H  O F  F U N D  P R I N C I P A L

Dedicated Inflation-
FY Begin Appro­ State Inflation- F! End Proofing

FY Balance priations Revenues* Proofing Balance Shortfall
78 0 54 54
79 54 84 139
30 139 344 483
31 483 900 385 1,769
82 1,769 300 400 2369
83 2,969 400 421 231 4,021
84 4,021 3 CO 366 151 4,838
85 4,838 300 368 235 5,741
86 5741 323 2115 6,281
87 6,281 1264 - 170 148 7,864
88 7,364 418 :kb 8,585
89 8,585 228 360 9,173
90 9,173 267 ••154 9,894
91 9,894 435 559 10388
92 10,338 338 477 11,703

11.703 5 315 362 12385

94 12,385. 5 ; 2D9V- 37SF 1 2 ^ 7 5 “ '

95 11975 5 209 528 13,717
96 13,717 5 214 557 14393
97 14,493 5 221 589 15,308
93 15,308 6 230 622 16,166
99 16,166 6 222 656 17,049
0 17,049 6 204 690 17350
1 17,950 6 189 726 18371
2 18371 7 177 762 19316
3 19,816 7 165 800 20,788
4 20,788 7 153 838 21,787
5 21,787 8 139 877 22311
6 22311 8 128 918 23383
7 23,863 8 115 960 24346
8 24,946 9 106 1,002 26,063
9 26,063 9 98 1,047 27317

10 27217 10 90 1,093 28,409
C um uli^vfr-T oiala-firo lpcted-. #
For.FY ?1994- 2 0 1 0 5 t ^ ; '2 ; 7 7 Z T •v -1 3 £ 3 3 £ <

USE OF FUND INCOME
D istribu tion s R e s e r v e s .

Net irrtlation- Per Capita General Add FY End
Income Frootlng Dividends Dividends Fund (D'lete) Balance FY

2 1 7.''
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 $1,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $33139 203 557 84
658 235 217 $404.00 206 763 85

1,021 216 303 $55636 501 1364 - 86
1,069 118 391 $708.19 529 529 87

789 303 424 $82633 62 591 88
868 360 460 $87116 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 439 $93134 4 (24) 581 91
1,036 477 488 $91534 5 64 645 92
1.226 362 532 $949.46 5 320 965 33
1,06*5 376 ■5-

-  ® 1108731. 94
1338 528 532 $90230 173 1361 95
1,318 557 503 $83030 * 252 1313 S3
1,408 589 481 $770.00 333 1,846 97
1309 622 445 $692.00 436 2382 98
1,622 656 435 $658.00 525 2307 99
1,744 690 471 S699.00 576 3383 0
1,872 725 512 $74100 628 4,012 1
2,007 762 556 $79330 682 4,633 2
2,149 800 605 $847.00 737 5,430 3
2397 838 657 $90100 796 6326 4
2,454 877 711 $961.00 857 7,083 5
2,617 918 770 £1,023.00 922 8,005 6
2,789 960 831 $1,08630 990 3,995 7
2,970 1,002 896 $1,15100 1,063 10,058 a
3,160 1,047 965 $1321.00 1,140 11,198 9
3360 1,093 1.037 $139430 1321 11419 To

355Z«?. 134R^Albi958aS1553aR” : .N :£~ . w AtSp! V  •

REALIZED RATE OF RETURN ASSUMPTIONS:

NomlneJ Inflation Real
FY 94: 7.71% 198% 4.73%
FY 35V 98t$tr:. 8.37% 4.00% 4.37%
FY 95*25107- 3.37% 4.00% 4.37%

' Department of Revenue Fall 1993 Low-Case Revenue Forecast 
"  Earnings reserve appropriated to Fund principal by tfie Legislature July 1,1987. 
■** Transferred to pnnapal from earnings reserve account per AS 37.13.145(d), 
" "  Based on capital martlet assumptions adopted by the Trustees in Apnl 1993. 
SENATE BILL 170, BUT ASSUMES AN 837% RATE OF RETURN AND 
A 4% RATE OF INFLATION FOR ALL FISCAL YEAR S AFTER FY 1994



Alaska Permanent Fund Corporation

30,116

FINANCIAL PROJECTIONS 
(in millions)

a s  of N ov 8 m D er3 0 ,1993

GROWTH OF FUND PR IN C IPAL
f

Dedicated '  Inflation-
rY Begin Appro­ State Inflation- FY End Proofing

"FY Balance priations Revenues* Proofing Balance Shortfall
7a 0 54 54
79 54 64 139

T ff 139 144 483

J i 483 900 385 1,769
! 32 1,769 800 400 2,909
183 2,969 400 421 231 4,021

84 4,021 300 366 151 4,838
35 4,838 300 368 235 5,741
36 5741 323 216 6,281
87 6,281 U 6 4  " 170 148 7,864
88 7,854 418 303 8,585
89 3385 228 360 9,173
90 9,173 267 454 9,894
91 9394 435 559 10,888
92 10,888 338 477 11,703
33 11.703 5 **• 315 362 12.385

94 12,385—’V . . 5 209 376 12,975
95 12,975 5 209 528 13,717
96 13,717 s • 214 557 14.4S3
97 14,493 5 221 589 15,308
38 15308 6 230 622 16,166

1 9 16,166 6 222 655 17,049
“ ol 17,049 6 204 690 17,950

1 17,950 6 189 726 18^71
2 18,871 7 177 762 19,816
3 19,816 7 165 800 20,788

Li 20,788 7 153 ' 838 21,787

L i 21,787 8 139 877 22,811
5 22311 8 126 918 23,863
7 23,863 8 115 960 24,946

3 24,946 9 106 1,002 26,063
, 9 26,063 0 98 1,047 27,217

io 27317 10 90 1.093 28,409

USE OF FUND INCOME
D istribu tions Reserves

Not Inflation- Per Capita Genera* Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance FY

2 1 78
8 7 79

32 12 12 80
150 28 28 59 59 81
368 71 51,000.00 71 185 244 82
471 231 108 5336.15 110 110 354 83
530 151 17S 533129 203 557 84
658 235 217 5404.00 20G 763 85

1,021 216 303 S55626 501 1,264 " v
1,069 148 391 $708.19 529- 529 87

789 303 424 $82623 62 591 88
868 360 460 $373.16 4 44 635 89
916 454 487 $952.53 4 (30) 605 90

1,030 559 489 $93124 4 (24) 581 91
1,036 477 488 $91524 5 64 645 92
1226 362 £32 .5949.46 5 320 965 33

1,061 376 553 $964JK) 5~ 122 1,087 94

1238 528 532 $902.00 173 1,087 95
1,303 557 502 $327.00 238 1,087 96
1,371 589 475 5760.00 302 1,087 97
1,443 622 433 $671.00 382 1,087 98
1,517 656 412 5620.00 444 1,087 99
1,594 690 432 $63620 465 1,087 0
1,672 726 453 $853.00 486 1,087 1
1,752 762 475 $670.00 508 1,087 2
1,834 800 497 5687.00 530 1,087 3
1,918 838 520 $705.00 553 1,087 4
2,005 * 877 544 $72220 576 1,087 5
2,094 918 568 $74120 600 1,087 6
2,185 960 593 $76020 625 1,087 7
2279 1,002 618 $779.00 650 1,087 8
2276 1,047 644 5798.00 676 1,087 9
2.477 1,093 671 $818.00 704 1.087 10

Cumulative.-Total*iProi«ct»d-
For FViT994>P2(HB3»v>. -C 2,7777̂  13m

'  Department of Revenue FaM 1993 Low-Case Revenue Forecast 
~  Earnings reserve appropriated to Fund principal by the Legislature July 1.1987.
*" Transferred to principal from earnings reserve account per AS 37.13.145(d).

Based on capital market assumptions adopted try the Trustees in Apnl 1993.
SENATE BILL 170, BUT ASSUMES AN 827% RATE OF RETURN AND 4% INFLATION 
AFTER FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND

REALIZED RATE OF RETURN ASSUMPTIONS: 

Nominal Inflation

8.37% 4.00% 4.37%
8.37% 4.00% 4.37%



Alaska Permanent Fund Corporation
f i n a n c i a l  p r o j e c t i o n s

(in millions)

as of November 30,1993
1
J

I

7 ?

GROWTH OF FUND PRINCIPAL 

Dedicated
FY Begin Appro* State inflation- FY End 
Saiar.M prlatlons Revenues' Proollm; Balance

Inflation-
Proofing
Snortlall

78 0 - 54 54

pZE
60

54
139

84
344

139
483

i l l 483 900 385 1,769

82 1,769 800 400 2,965

183 2.969 400 421 231 4,021

84 4,021 300 368 151 4,338
85 4,838 300 368 235 5,741

86 5741 313 216 6,281
87 6J281 1.264 - 170 143 7,664

88 7,064 413 303 8,585

189 8,585 228 380 9,173

£0 9,173 26? 454 9,8?4
91 9,894 435 559 10,883 »

92 10,868 338 477 11,703

S3 11,703 5 315 302 12.385

94 12,355 c*7 209 376 12,975

95 12,975 7 209 526 13,718

96 13,718 7 2I4 558 14,497 1|
'97 14,497 8 221 sea 15,314 1
JBl 15,314 8 230 622 16,175 1

1
; 9? 16,175 8 222 656 17.060 1

[ j 17,060 8 204 691 17303

Q 17,963 9 189 726 18,887

[ 2 18,887 9 177 763 15,338 |

G 19,836 9 165 800 20,811
20,811 10 153 m 21,813

5 21,813 11 139 879 '• '  22,341
5 22,841 11 126 919 23,898

7 23,698 12 115 961 24,985

L i 24,985 12 106 1,004 26,106
9 26,108 13 98 1,040 27.257

10 27267 14 9(1 1.095 28,466

Cu
Fo

mulatlvo Totals Projected 
r FY 1994 *2010: 2.777 13.954

USE OF FUND INCOME

D i s t r i b u t i o n s R ese rv es

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Ir.tlatior, f*eai
IFY 94: 7.71'o 2 ,ii% 1.73%
IFY 95-93: *— ?.93V, 4 00% 5.92$.
iFY 99* 2010: = :2? i 4,03ii 5.22';

• r̂ panme:;'. cl Revenue Fafe 1993 Low-Case Revenue Forer.asl.
"  Earnings reserve appropriated lo Fund principal by We Legislature July 1, 1987 

Transierrea .o pdr.cipa,' 7o:n earnings reserve account per AS 3/ 13 NS|d)
Eased cr. cairiiji meir.ei assumptions adopred by the Trustees in April 1?92 

SrNATE BH.L 17C, BUT ASSUMES A ^ 9 3 *  RATE OF RETURN AMO 4% INFLATION 
AFTER =>■ '9 9 f  AND ALL REMAINING EARNINGS TO GENERAL FUND

Nel Inflation- Per Capita General Add FY End
Income Proofing Dividends Dividends Fund (Delete) Balance T*

2 1 7B
8 7 79

32 12 12 80

150 28 28 59 59 81
368 71 S1.GOO.OO 71 185 244 82
471 231 108 5386.15 110 110 354 83
530 151 175 $331.29 203 557 84

658 235 217 $404.00 206 763 85

1,021 216 303 $55626 501 1,264 " 86

1,069 148 391 $708.19 529 529 JJ7

789 303 424 $826.93 62 591 88

863 360 460 $073.16 4 44 635 99

916 454 487 $652.63 4 (30) 60S 90

1,030 559 489 $931.34 4 (24) 581 91

1.036 477 488 $915.84 5 64 645 92

1.225 362 532 S949.45 eV 320 955 93

1,061 376 553 $964.00 5 122 1,087 94

1,481 528 557 S948.Q0 389 1,087 95

1,559 553 554 $919.00 440 1,087 96

1,540 589 556 $897.00 488 1,087 97

1,726 622 543 $855.00 553 1,087 58

1,701 6S6 541 $830.00 496 1,087 99

1,786 691 556 $83X00 531 1,087 _ 0
1,374 • 726 572 $836.00 568 1,087 t

1,964 733 587 $640.00 605 1,087 1

2,056 800 603 $845.00 643 1,087 3

2.151 639 031 $966.00 671 1.087 4

2,249 875 660 $888.00 69S 1,087 _ 5

2.349 919 690 $911.00 729 1,087 S

2.451 9G1 720 $934.00 759 1,087 7

2,557 1,004 751 $958.00 790 1,087 a
2,667 1,049 783 $982.00 822 1,087 9

2.760 1.095 817 $1,007,00 855 1,087 10

34.052 13,054 10,675 $15,314 10.041



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

as of November 30,1993

FY

GROWTH OF FUND PRINCIPAL 

Dedicated
FY 3egln Appro- State Inflation- FY End 
Balance prlatlans Revenues’ Proofing Saience

Inflation*
Proofing
Shortfall

78 0 54 54
79 54 84 139
80 139 344 483
81 483 900 385 1,769
62 1,789 800 - - 400 2,969
83 2,969 400 421 231 4,021
M 4,321 300 366 151 4,838

[ 1 4,838 300 368 235 5,741
S6 5741 323 216 6,281
87 6,281 1,264 M 170 148 7,364
88 7,884 418 303 8,535
89 3iS5 228 360 5,173
90 9,173 267 454 8,894
9V 9,894 435 559 10,888

Ha 10,888 338 477 11,703
|=3 11.703 5 315 362 12.385

94 12,385 c*0 209 375 12,975
95 12.975 7 209 528 13,719

U6 13,719 B 214 558 14,498
_97i 14,498 6 221 589 15,316
rial 15,316 9 230 622 16,177

99 16,177 9 222 655 17,064
0 17,064 10 204 691 . 17,969
1 17,963 10 189 • 727 18,895
2 18,395 11 '77 763 19,846 I
3 19,546 12 165 801 20,824
4 20,824 13 153 84^ 21.830
5 21,830 13 139 879 22,862
6 22,862 14 126 9 2 0 -“ 23522

LZI 23,922 15 115 962 23514
8 25,014 16 106 1,005 26,142

"9 26,142 1? 98 1JJ50 27,307
10 27.307 18 SO 1,097 28,512
Cumulative Totals Projected 
For FY 1994 -2010: 2.777 13.064 -

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Inflation Real

U S E  O F  F U N D  I N C O M E

D is tr ib u tio n s R e s e r v e s
Net Inflation- Per Capita General Add FY End

Income Proofing Dividends Dividends Fund (Delete! Balance FY

2 1 78
8 7 J l

32 12 12 Bpj
ISO 28 28 59 59 bT
388 71 51,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $331.29 203 557 84
658 235 ' 217 $404.00 206 753 es

1,021 216 303 $556.26 501 1,264 ” 86
1,069 148 391 $708.19 529 329 37

789 303 424 5826.S3 62 391 88
868 360 460 5873.16 4 44 635 S3
918 454 487 $952.63 4- (30) 60S 90

1,030 559 489 $931.34 4 (24) 581 91
1.038 477 488 $915.34 5 54 645 92
1.226 362 532 $949.46 5 320 965 82

1,061 376 553 $964.00 5 122 1,0fl7 94

1,540 528 564 $959.00 442 1,067 95
1,522 558 567 $941.00 489 1,037 96
1,707 589 576 $931.00 534 1,087 97
1,795 622 570 $900.00 595 1,087 58,
1,889 656 588 $907.00 636 1,087 99
1,995 691 610 $931.00 666 1.087 0
2,082 727 648 $955.00 697 1,087 1
2,162 763 680 $981.00 723 1,087 2
2,285 601 713 $1,007.00 760 1,087 n
2,381 BOO 746 $1,033.00 793 1,087 t i

2,500 879 780 $1,059.00 827 1,087 5

2,511 920 315 $1,087.00 861 1,087 6
2,726 962 852 $1,115.00 897 1,087 7
2,844 1,005 889 $1,143.00 934 1,087 8
2,966 1,050 927 $1,172.00 972 1,087 9
3.092 1.097 967 $1,202.00 1,011 1,087 10

37,280 13.064 12.051 S17.2B7 11.946

iFY 94: 7.71% 2.95% 4.72%
iFY 95 - 38....... 10.31% 4.00% c.2:%
iFY S 9 -2010: 4 co% £31%

* Department of Revenue Foil 1933 Law-C2se Revenue Forecast 
“  Earnings reserve appropriated lo Fund principal by.lhe Legislature July 1, '.957.

*" Translnrret! Ic principal Irom earnings reserve account per AS 37 13.U£(-)
Sased or.csr.-tjO iT.afViet MVcTpi'ons Copied Dy the Trustees in Aprii 19S2 

SENATE BILL 170. BUT ASSUMES A 10 31% RATE OF RETURN AND 4% INFLATION 
AFTER FY IS?:, AMO ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS 

(in millions)

a t  of November 30,1993

FY

GROWTH OF FUND PRINCIPAL 

Dedicated
FY Begin Appro- Stale Inflation- FY End 
Balance priationa Revenues' Prooflnn Balance

Inflation*
Proofing
Snortfall

2 h 0 54 54
79 54 84 139
60 139 —  344 483

~8V 453 900 385 1,769
S2 1,769 800 400 2.959

1 83 2,969 400 421 231 4,021
64 4.021 300 36S 151 4,838
85 4,838 300 358 236 5,741
86 5741 323 216 6,201
87 6,281 1,264 " 170 148 7.864
88 7,864 418 303 8,585
89 6,585 228 360 9,173
90 9,173 267 454 9,894
91 0,654 435 SS9 10,888
82 10.S58 338 477 11,703

j 93 11,703 5 ” • 315 362 12,385

94 12,385 5

S
’

CM 376 12,975
95 12,975 8 209 528 13,720
96 13,720 9 214 558 14,500
97 14,500 10 221 589 15,320 i

Ji] 15,320 10 230 622 16,183
j  99 16,153 11 222 657 17,073.

0 17,073 12 204 692 17,980
1 17,980 13 189 727 18,909
2 18,905 14 177 764 18,864
3 19,664 15 165 602 20,846
4 20.846 16 153 641 21,855
5 21.655 17 139 881 22,892
6 22.892 18 126 922 23,958
>1 25,956 20 115 964 25,056

__8i 25,056 21 106. 1.007 26,191
9 26,191 23 96 1,052 27,363

‘iff 27.363 24 90 1.099 23.577
Cumulative Totals Projected 
For FV 1994-2010: 2,777r - a .- ;* .- ,------------- ---- --  i . - r a s

13,079

Nit
income

U S E  O F  F U N D  I N C O M E  

D i s t r i b u t i o n s R e s e r v e s
Inflation*
Proofing Dividends

Par Capita 
Dividends

Ganstnl Add 
Fund (Delete)

FY End 
Salaneo FY

2 1 78
8 7 79

32 12 12 60
150 28 28 59 59 i i i
368 71 SI,000.00 71 185 244 82
471 231 108 $386.15 110 110 354 83
530 151 175 $331.29 203 557 84
658 235 217 $404.00 206 763 85

1,021 210 303 $556.26 501 1,264 - 86
1.009 148 391 $708.19 529 529 87

789 303 424 $826.93 62 591 Ml
868 360 460 $873.16 4 44 635 89
916 454 487 $952.63 4 (30) 605 90

1,030 559 489 $931.34 4 (24) 581 91
1,036 477 488 $915.84 S 64 645 92
1.226 362 532 $949.46 5 320 965 93

1,061 376 553 5964,00 5 122 1,037 94

1,702 528 581 $989.00 565 1,087 95
1,792 558 602 $1,002.00 623 1,087 96
1,886 589 629 $1,022.00 658 1,087 97
1,585 622 644 $1,022.00 709 1.087 98
2.088 657 683 $1,060.00 738 1,087 99
2,194 692 717 $1,089.00 774 1,087 0
2,302 727 753 $1,117.00 809 1,087 1
2.413 764 790 $1,147.00 846 1,087 2
2,527 8C2 828 $1,178,00 683 1,087 3
2,644 841 857 $1,208.00 921 1,087 4
2,765 881 907 $1,239.00 960 1,087 6
2,889 922 948 $1,272.00 1,001 1,087 8
3,016 964 991 $1,305.00 1,042 1,087 7
3,148 1,007 1.034 $1,338.00 1,065 1,087 8
3,283 1,052 1,079 $1,372.00 1,129 1,087 9
3.424 1,059 1.125 $1,408.00 1.175 1,087 10

41,120 13,079 13.729 $19,732 J3JK4 .

REAJZED RATE OF RETURN ASSUMPTIONS

Nominal Inflation Reh«
FY 34. *7*% 98% ■173%
FY 95 • 98: " " 11 3L% j :  m
FY 99 *2010: < *

i • . 7 ■1.00% • 3.t*c

' Sepjt'iten! c ' fievenuv Fal1i?33 Lov.-Case Revenue Forecas'.
"  Esin,r, jr. reserve appropriated <c F jr.i principal by ttu Legislature July 1 195*

' "  ’■'.A.'ii'er'eJ *c p'mc.pji I crr earnings -eifrve acucunl per AS 37 13 I4~id;
Safe'.' ar cajMS< rr.d’Het jftumpl.cas aoopie:. oy !lw Trustees in Apni 1993 

SENATE E L . 170, BUT ASSUMES A 11.33% RATE OF RETURN AND 4% INFLAT'ON 
AH£R FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
P.O. Box 25500 Ju n ea u , A laska 99802-5500 

1907) 465-2047

January 13, 1994

S e n a t o r  R a n d y  P h i l l i p s
L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e ,  C h a i r m a n  

S t a t e  C a p i t o l  B u i l d i n g ,  R o o m  1 0 3  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S e n a t o r  P h i l l i p s :

T h a n k  y o u  f o r  p r o v i d i n g  u s  w i t h  I b b o t s o n ' s  r e p o r t  o n  t h e  a s s e t  a l l o c a t i o n  o f  t h e  A l a s k a  
P e r m a n e n t  F u n d  C o r p o r a t i o n  ( A P F C ) ,  W e  a r e  p l e a s e d  t o  p r o v i d e  t h i s  i n i t i a l  r e s p o n s e  
t o  t h e  r e p o r t .  C o m m u n i c a t i o n  o n  t h i s  i s s u e  w i l l  c o n t i n u e  a s  t h e  b o a r d  c o m m e n c e s  i t s  
a n n u a l  r e v i e w  o f  A P F C ’ s  a s s e t  a l l o c a t i o n  a t  t h e  F e b r u a r y  3  m e e t i n g  i n  J u n e a u .

S i n c e  A p r i l  1 9 9 3 ,  t h e  A P F C  h a s  b e e n  i n v o l v e d  w i t h  a  s i g n i f i c a n t  p o r t f o l i o  r e s t r u c t u r i n g  
p r o g r a m  u n d e r  t h e  d i r e c t i o n  o f  t h e  B o a r d  o f  T r u s t e e s .  U p o n  c o m p l e t i o n ,  t h e  A P F C  w i l l  
p l a c e  s i g n i f i c a n t l y  l e s s  e m p h a s i s  o n  p a s s i v e  i n v e s t m e n t  a n d  m o r e  o n  a c t i v e  
m a n a g e m e n t  o f  t h e  e q u i t y  s e c u r i t i e s  p o r t f o l i o .  T h i s  p r o g r a m  h a s  b e e n  u n d e r t a k e n  w i t h  
o u r  i n v e s t m e n t  c o n s u l t a n t ,  C a l l a n  A s s o c i a t e s ,  I n c .  ( C a l l a n ) ,  p r o v i d i n g  
r e c o m m e n d a t i o n s  a n d  a d v i c e  a t  e a c h  s t e p  o f  t h e  p r o g r a m .  O n c e  c o m p l e t e d ,  a  n u m b e r  
o f  t h e  i s s u e s  m e n t i o n e d  i n  t h e  I b b o t s o n  A s s o c i a t e s  A s s e t  A l l o c a t i o n  s t u d y  w i l l  h a v e  

b e e n  a d d r e s s e d .

A f t e r  r e a d i n g  t h e  I b b o t s o n  r e p o r t ,  C a l l a n  m a d e  t h e  f o l l o w i n g  o b s e r v a t i o n s :

1 .  R e c e n t  p e r f o r m a n c e  h a s  b e e n  g o o d  b e c a u s e  t h e  b o a r d  a n d  s t a f f  h a v e  d o n e  a  g o o d  
j o b  o f  a d o p t i n g  s o u n d  s t r a t e g i c  a l l o c a t i o n  p o l i c i e s  a n d  e m p l o y i n g  g o o d  m a n a g e r s .

2 .  M o v e m e n t  t o w a r d  c u r r e n t  s t r a t e g i c  t a r g e t s  a t  a n  a c c e l e r a t e d  p a c e  m a y  b e  
p a r t i c u l a r l y  i m p o r t a n t  s i n c e  m u c h  o f  t h e  s t r o n g  p e r f o r m a n c e  o v e r  t h e  p a s t  s e v e r a l  
y e a r s  i s  a t t r i b u t a b l e  t o  e x t r a o r d i n a r y  b o n d  r e t u r n s  w h i c h  a r e  u n l i k e l y  t o  c o n t i n u e  
g i v e n  t h e  c u r r e n t  l o w  l e v e l  o f  i n t e r e s t  r a t e s .  O b v i o u s l y ,  w e  a l l  a g r e e  w i t h  t h i s
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a s s e s s m e n t  a n d  y o u ,  t h r o u g h  s i g n i f i c a n t  f u n d i n g  o f  g l o b a l  p o r t f o l i o s  i n  r e c e n t  
m o n t h s ,  h a v e  a l r e a d y  e s s e n t i a l l y  r e a c h e d  d i e  s t r a t e g i c  t a r g e t  a l l o c a t i o n s .

3 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  d o m e s t i c  e q u i t y  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  a  
g r e a t e r  c o m m i t m e n t  t o  t h e  s m a l l  a n d  m i d - c a p  s e c t o r .  C a l l a n  s h a r e s  t h i s  v i e w  a n d  
y o u r  s t a f f  r e c o g n i z e s  d i e  u n d e r - r e p r e s e n t a t i o n  i n  t h i s  a r e a  a n d  p l a n s  t o  a d d r e s s  i t  
t h r o u g h  t h e  h i r i n g  o f  t w o  s m a l l / m i d - c a p  d o m e s d c  e q u i t y  m a n a g e r s  i n  t h e  f i r s t  h a l f  

o f  1 9 9 4 .

4 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  f i x e d - i n c o m e  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  e x p l i c i t  
a l l o c a t i o n s  t o  m a j o r  s e g m e n t s  s u c h  a s  m o r t g a g e s .  A s  d i s c u s s e d  a t  l e n g t h  a t  o u r  
r e c e n t  m e e t i n g ,  t h e  e f f e c t s  o f  s t a t u t o r y  l i m i t a d o n s  o n  f i x e d - i n c o m e  m a n a g e m e n t  
m u s t  b e  c a r e f u l l y  c o n s i d e r e d .  T h e  u s e  o f  d e r i v a d v e  s e c u r i t i e s ,  l o w e r - r a t e d  b o n d s  
a n d  n o n - U S $  d e n o m i n a t e d  b o n d s  a r e  a l l  i n f l u e n c e d  b y  c u r r e n t  ( s t a t u t o r y )  
r e s t r i c t i o n s .  I n  a d d i t i o n ,  m a n a g i n g  l i q u i d i t y  t o  m e e t  a n n u a l  d i v i d e n d  r e q u i r e m e n t s  
i s  i n c r e a s i n g l y  a f f e c t i n g  t h e  f i x e d - i n c o m e  p o r t f o l i o .  N o n e t h e l e s s ,  b r o a d e r  
d i v e r s i f i c a t i o n  o f  t h e  f i x e d - i n c o m e  e f f o r t  w a r r a n t s  f u r t h e r  d i s c u s s i o n  a n d  a l r e a d y  
h a s  b e e n  s c h e d u l e d  f o r  t h e  u p c o m i n g  b o a r d  m e e t i n g .  A s  a n  a s i d e ,  I  w a s  p l e a s e d  t o  
s e e  t h a t  I b b o t s o n  r e c o g n i z e d  t h e  f e e  s a v i n g s  a n d  g o o d  p e r f o r m a n c e  t h a t  h a s  b e e n  
a c h i e v e d  t o  d a t e .  I t  a l s o  i s  i m p o r t a n t  t o  n o t e  t h a t  a t  l e a s t  o v e r  t h e  p a s t  s e v e r a l  y e a r s  
a n  a l l o c a t i o n  t o  m o r t g a g e s  w o u l d  h a v e  h i n d e r e d  p e r f o r m a n c e .

5 .  I b b o t s o n ' s  e x p e c t e d  e q u i t y  r e t u r n s  a r e  e x t r a o r d i n a r i l y  h i g h  r e l a t i v e  t o  d i e  f i r m ' s  
e x p e c t e d  b o n d  r e t u r n s .  M u l e  I  s i n c e r e l y  h o p e  t h a t  t h e y  a r e  c o r r e c t ,  t h e  v e r y  l a r g e  
p r e m i u m s  a n d  t h e  h i g h  a b s o l u t e  l e v e l s  m a y  r e s u l t  i n  a n  u n d e r e s t i m a t i o n  o f  n e a r -  
t e r m  r i s k  a s s o c i a t e d  w i t h  m o r e  a g g r e s s i v e  s t r a t e g i e s .  R e l a t e d l y ,  w e ,  s t a f f  a n d  t h e  
b o a r d  h a v e  a l l  a c k n o w l e d g e d  t h a t  h e a v i e r  e q u i t y  c o m m i t m e n t  w o u l d  r e s u l t  i n  
g r e a t e r  e x p e c t e d  r e t u r n s  o v e r  t h e  l o n g  r u n  b u t  w e  a l l  a l s o  r e c o g n i z e  t h a t  s h o r t e r -  
t e r m  c o n s i s t e n c y  i n  r e t u r n s  i s  p a r t i c u l a r l y  i m p o r t a n t  t o  t h e  F u n d  s i n c e  t h e  a n n u a l  
d i v i d e n d  i s  p o t e n t i a l l y  a t  i s s u e .  F i n a l l y ,  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  t h e  " a g g r e s s i v e "  
a l t e r n a t i v e  s u g g e s t e d  r e s u l t s  i n  f u l l  u t i l i z a t i o n  o f  t h e  s t a t u t o r y  e q u i t y  m a x i m u m  o f  

5 0 % .

6 .  I b b o t s o n  v e r y  c l e a r l y  a d v i s e s  t h a t  t h e  b o a r d  c o n t r o l  a s s e t  a l l o c a t i o n  a t  a  m o r e  m i c r o  
l e v e l  t h a n  i t  h a s  i n  t h e  p a s t .  S p e c i a l l y ,  t h e  s t u d y  a d v i s e s  t h a t  t h e  b o a r d  s e t  s p e c i f i c  
a l l o c a t i o n s  w i t h i n  t h e  f i x e d - i n c o m e  a n d  d o m e s t i c  e q u i t y  a r e a s  a n d  m a k e  e x t e n s i v e  
u s e  o f  s p e c i a l i s t s  i n  t h e  i n t e r n a t i o n a l  a r e a .  T h e  d i r e c t i o n s  s u g g e s t e d  a r e  c o n t r a r y  t o  
t h e  b o a r d ' s  m o v e m e n t  t o w a r d  p r o v i d i n g  l e s s  r e s t r i c t i v e  g u i d e l i n e s  t o  i t s  m a n a g e r s ,  
p a i  t i c u l a r l y  t h e  g l o b a l  m a n a g e r s .  I  t h i n k  t h a t  t h i s  i s  a n  i m p o r t a n t  i s s u e  t h a t  a l r e a d y  
h a s  b e e n  d i s c u s s e d  a t  l e n g t h  d u r i n g  1 9 9 3  a n d  w a r r a n t s  c o n t i n u e d  c l o s e  m o n i t o r i n g
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a n d  r e v i e w  a s  w e  g a i n  e x p e r i e n c e  w i t h  t h e  c u r r e n t  s t r u c t u r e .  M y  c u r r e n t  v i e w  i s  
t h a t  t h e  b o a r d ' s  b a s i c  a s s e t  a l l o c a t i o n  p l a n ,  w h i l e  t h e o r e t i c a l l y  v u l n e r a b l e  t o  t h e  
a c t i o n s  o f  t h e  m a n a g e r s ,  w i l l  n o t  b e  a d v e r s e l y  a f f e c t e d .  E a c h  m a n a g e r  h a s  i n d i c a t e d  
t h a t  i t  i s  h i g h l y  u n l i k e l y  t h a t  t h e y  w o u l d  m a k e  s u d d e n  d r a m a t i c  s h i f t s  f r o m  d o m e s t i c  
t o  i n t e r n a t i o n a l  p o r t f o l i o s .  W e ,  t h e r e f o r e ,  w i l l  b e  a b l e  t o  i d e n t i f y  a n y  p o t e n t i a l  
p r o b l e m  b e f o r e  i t  u n d e r m i n e s  t h e  p r o g r a m .  Y o u  a r e  c o n t i n u i n g  t o  u s e  s o m e  
s p e c i a l i s t s  i n t e r n a t i o n a l l y  a n d  a r e  p l a n n i n g  t o  a d d  s p e c i a l i s t s  i n  d o m e s t i c  m i d - c a p  
s e c u r i t i e s .  I n  s u m ,  I b b o t s o n ' s  m a n a g e m e n t  s t r u c t u r e  c o m m e n t s  a r e  i m p o r t a n t  a n d  I  
a g r e e  t h a t  t h e  s t r u c t u r e ,  p a r t i c u l a r l y  t h e  d o m e s t i c  s t r u c t u r e ,  s h o u l d  b e  o n  t h e  b o a r d ’ s  

a g e n d a  f o r  1 9 9 4 .

T h e  s t a f f  o f  t h e  A P F C  a g r e e  w i t h  C a l l a n ' s  r e m a r k s .  S h o u l d  t h e  L e g i s l a t i v e  B u d g e t  &  
A u d i t  C o m m i t t e e  ( L B & A )  l i k e  t o  d i s c u s s  i n  g r e a t e r  d e t a i l  t h e s e  c o n c l u s i o n s ,  w e  
r e c o m m e n d  t h a t  m y s e l f  a n d  a  r e p r e s e n t a t i v e  o f  C a l l a n  A s s o c i a t e s ,  I n c .  b e  i n v i t e d  t o  
a p p e a r  b e f o r e  t h e  C o m m i t t e e .  T h e  A P F C  w o u l d  b e  p l e a s e d  t o  m a k e  t h e  n e c e s s a r y  

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

W e  w o u l d  l i k e  t o  e x p r e s s  o u r  a p p r e c i a t i o n  f o r  L B & A ' s  e f f o r t s  a n d  t h o s e  o f  I b b o t s o n  i n  
c o n d u c t i n g  t h i s  r e v i e w .  I t  i s  a l w a y s  h e l p f u l  t o  r e c e i v e  m o r e  t h a n  o n e  i n d e p e n d e n t  v i e w  
o f  t h i s  m o s t  i m p o r t a n t  s u b j e c t  o f  a s s e t  a l l o c a t i o n .  I n  a d d i t i o n ,  w e  w o u l d  b e  p l e a s e d  t o  
h a v e  I b b o t s o n  p r e s e n t  t h e i r  r e p o r t  t o  t h e  B o a r d  o f  T r u s t e e s  a t  i t s  m e e t i n g  o n  F e b r u a r y  3 ,  
1 9 9 4  a t  t h e  A P F C  o f f i c e s  i n  J u n e a u .

S i n c e r e l y ,

W i l l i a m  H .  S c o t t  
E x e c u t i v e  D i r e c t o r
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S e n a t o r  R a n d y  P h i l l i p s
L e g i s l a t i v e  B u d g e t  &  A u d i t  C o m m i t t e e ,  C h a i r m a n  
S t a t e  C a p i t o l  B u i l d i n g ,  R o o m  1 0 3  
J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S e n a t o r  P h i l l i p s :

T h a n k  y o u  f o r  p r o v i d i n g  u s  w i t h  I b b o t s o n ' s  r e p o r t  o n  t h e  a s s e t  a l l o c a t i o n  o f  t h e  A l a s k a  
P e r m a n e n t  F u n d  C o r p o r a t i o n  ( A P F C ) .  W e  a r e  p l e a s e d  t o  p r o v i d e  t h i s  i n i t i a l  r e s p o n s e  
t o  t h e  r e p o r t .  C o m m u n i c a t i o n  o n  t h i s  i s s u e  w i l l  c o n t i n u e  a s  t h e  b o a r d  c o m m e n c e s  i t s  
a n n u a l  r e v i e w  o f  A P F C ' s  a s s e t  a l l o c a t i o n  a :  t h e  F e b r u a r y  3  m e e t i n g  i n  J u n e a u .

S i n c e  A p r i l  1 9 9 3 ,  t h e  A P F C  h a s  b e e n  i n v o l v e d  w i t h  a  s i g n i f i c a n t  p o r t f o l i o  r e s t r u c t u r i n g  
p r o g r a m  u n d e r  t h e  d i r e c t i o n  o f  t h e  B o a r d  o f  T r u s t e e s .  U p o n  c o m p l e t i o n ,  t h e  A P F C  w i l l  
p l a c e  s i g n i f i c a n t l y  l e s s  e m p h a s i s  o n  p a s s i v e  i n v e s t m e n t  a n d  m o r e  o n  a c t i v e  
m a n a g e m e n t  o f  t h e  e q u i t y  s e c u r i t i e s  p o r t f o l i o .  T h i s  p r o g r a m  h a s  b e e n  u n d e r t a k e n  w i t h  
o u r  i n v e s t m e n t  c o n s u l t a n t *  C a l l a n  A s s o c i a t e s ,  I n c .  ( C a l l a n ) ,  p r o v i d i n g  
r e c o m m e n d a t i o n s  a n d  a d v i c e  a t  e a c h  s t e p  o f  t h e  p r o g r a m .  O n c e  c o m p l e t e d ,  a  n u m b e r  
o f  t h e  i s s u e s  m e n t i o n e d  i n  t h e  I b b o t s o n  A s s o c i a t e s  A s s e t  A l l o c a t i o n  s t u d y  w i l l  h a v e  

b e e n  a d d r e s s e d .

A f t e r  r e a d i n g  t h e  I b b o t s o n  r e p o r t ,  C a l l a n  m a d e  t h e  f o l l o w i n g  o b s e r v a t i o n s :

1 .  R e c e n t  p e r f o r m a n c e  h a s  b e e n  g o o d  b e c a u s e  t h e  b o a r d  a n d  s t a f f  h a v e  d o n e  a  g o o d  
j o b  o f  a d o p t i n g  s o u n d  s t r a t e g i c  a l l o c a t i o n  p o l i c i e s  a n d  e m p l o y i n g  g o o d  m a n a g e r s .

2 .  M o v e m e n t  t o w a r d  c u r r e n t  s t r a t e g i c  t a t  g e t s  a t  a n  a c c e l e r a t e d  p a c e  m a y  b e  
p a r t i c u l a r l y  i m p o r t a n t  s i n c e  m u c h  o f  t h e  s t r o n g  p e r f o r m a n c e  o v e r  t h e  p a s t  s e v e r a l  
y e a r s  i s  a t t r i b u t a b l e  t o  e x t r a o r d i n a r y  b o n d  r e t u r n s  w h i c h  a r e  u n l i k e l y  t o  c o n t i n u e  
g i v e n  t h e  c u r r e n t  l o w  l e v e l  o f  i n t e r e s t  r a t e s .  O b v i o u s l y ,  w e  a l l  a g r e e  w i t h  t h i s
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a s s e s s m e n t  a n d  y o u ,  t h r o u g h  s i g n i f i c a n t  f u n d i n g  o f  g l o b a l  p o r t f o l i o s  i n  r e c e n t  
m o n t h s ,  h a v e  a l r e a d y  e s s e n t i a l l y  r e a c h e d  t h e  s t r a t e g i c  t a r g e t  a l l o c a t i o n s .

3 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  d o m e s t i c  e q u i t y  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  a  
g r e a t e r  c o m m i t m e n t  t o  t h e  s m a l l  a n d  m i d - c a p  s e c t o r .  C a l l a n  s h a r e s  t h i s  v i e w  a n d  
y o u r  s t a f f  r e c o g n i z e s  t h e  u n d e r - r e p r e s e n t a t i o n  i n  t h i s  a r e a  a n d  p l a n s  t o  a d d r e s s  i t  
t h r o u g h  t h e  h i r i n g  o f  t w o  s m a l l / m i d - c a p  d o m e s t i c  e q u i t y  m a n a g e r s  i n  t h e  f i r s t  h a l f  

o f  1 9 9 4 .

4 .  D i v e r s i f i c a t i o n  w i t h i n  t h e  f i x e d - i n c o m e  p o r t f o l i o  c o u l d  b e  i m p r o v e d  w i t h  e x p l i c i t  
a l l o c a t i o n s  t o  m a j o r  s e g m e n t s  s u c h  a s  m o r t g a g e s .  A s  d i s c u s s e d  a t  l e n g t h  a t  o u r  
r e c e n t  m e e t i n g ,  t h e  e f f e c t s  o f  s t a t u t o r y  l i m i t a t i o n s  o n  f i x e d - i n c o m e  m a n a g e m e n t  
m u s t  b e  c a r e f u l l y  c o n s i d e r e d .  T h e  u s e  o f  d e r i v a t i v e  s e c u r i t i e s ,  l o w e r - r a t e d  b o n d s  
a n d  n o n - U S $  d e n o m i n a t e d  b o n d s  a r e  a l l  i n f l u e n c e d  b y  c u r r e n t  ( s t a t u t o r y )  
r e s t r i c t i o n s .  I n  a d d i t i o n ,  m a n a g i n g  l i q u i d i t y  t o  m e e t  a n n u a l  d i v i d e n d  r e q u i r e m e n t s  
i s  i n c r e a s i n g l y  a f f e c t i n g  t h e  f i x e d - i n c o m e  p o r t f o l i o .  N o n e t h e l e s s ,  b r o a d e r  
d i v e r s i f i c a t i o n  o f  t h e  f i x e d - i n c o m e  e f f o r t  w a r r a n t s  f u r t h e r  d i s c u s s i o n  a n d  a l r e a d y  
h a s  b e e n  s c h e d u l e d  f o r  t h e  u p c o m i n g  b o a r d  m e e t i n g .  A s  a n  a s i d e ,  I  w a s  p l e a s e d  t o  

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

5 .  I b b o t s o n ’ s  e x p e c t e d  e q u i t y  r e t u r n s  a r e  e x t r a o r d i n a r i l y  h i g h  r e l a t i v e  t o  t h e  f i r m ' s  
e x p e c t e d  b o n d  r e t u r n s .  W h i l e  I  s i n c e r e l y  h o p e  t h a t  t h e y  a r e  c o r r e c t ,  t h e  v e r y  l a r g e  
p r e m i u m s  a n d  t h e  h i g h  a b s o l u t e  l e v e l s  m a y  r e s u l t  i n  a n  u n d e r e s t i m a t i o n  o f  n e a r -  
t e r m  r i s k  a s s o c i a t e d  w i t h  m o r e  a g g r e s s i v e  s t r a t e g i e s .  R e l a t e d l y ,  w e ,  s t a f f  a n d  t h e  
b o a r d  h a v e  a l l  a c k n o w l e d g e d  t h a t  h e a v i e r  e q u i t y  c o m m i t m e n t  w o u l d  r e s u l t  i n  
g r e a t e r  e x p e c t e d  r e t u r n s  o v e r  t h e  l o n g  r u n  b u t  w e  a l l  a l s o  r e c o g n i z e  t h a t  s h o r t e r -  
t e r m  c o n s i s t e n c y  i n  r e t u r n s  i s  p a r t i c u l a r l y  i m p o r t a n t  t o  t h e  F u n d  s i n c e  t h e  a n n u a l  
d i v i d e n d  i s  p o t e n t i a l l y  a t  i s s u e .  F i n a l l y ,  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  t h e  ' ' a g g r e s s i v e "  
a l t e r n a t i v e  s u g g e s t e d  r e s u l t s  i n  f u l l  u t i l i z a t i o n  o f  t h e  s t a t u t o r y  e q u i t y  m a x i m u m  o f  

5 0 % .

6 .  I b b o t s o n  v e r y  c l e a r l y  a d v i s e s  t h a t  t h e  b o a r d  c o n t r o l  a s s e t  a l l o c a t i o n  a t  a  m o r e  m i c r o  
l e v e l  t h a n  i t  h a s  i n  t h e  p a s t .  S p e c i a l l y ,  t h e  s t u d y  a d v i s e s  t h a t  t h e  b o a r d  s e t  s p e c i f i c  
a l l o c a t i o n s  w i t h i n  t h e  f i x e d - i n c o m e  a n d  d o m e s t i c  e q u i t y  a r e a s  a n d  m a k e  e x t e n s i v e  
u s e  o f  s p e c i a l i s t s  i n  t h e  i n t e r n a t i o n a l  a r e a  H i e  d i r e c t i o n s  s u g g e s t e d  a r e  c o n t r a r y  t o  
t h e  b o a r d ' s  m o v e m e n t  t o w a r d  p r o v i d i n g  l e s s  r e s t r i c t i v e  g u i d e l i n e s  t o  i t s  m a n a g e r s ,  
p a r t i c u l a r l y  t h e  g l o b a l  m a n a g e r s .  I  t h i n k  t h a t  t h i s  i s  a n  i m p o r t a n t  i s s u e  t h a t  a l r e a d y  
h a s  b e e n  d i s c u s s e d  a t  l e n g t h  d u r i n g  1 9 9 3  a n d  w a r r a n t s  c o n t i n u e d  c l o s e  m o n i t o r i n g
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a n d  r e v i e w  a s  w e  g a i n  e x p e r i e n c e  w i t h  t h e  c u r r e n t  s t r u c t u r e .  M y  c u r r e n t  v i e w  i s  
t h a t  t h e  b o a r d ' s  b a s i c  a s s e t  a l l o c a t i o n  p l a n ,  w h i l e  t h e o r e t i c a l l y  v u l n e r a b l e  t o  t h e  
a c t i o n s  o f  t h e  m a n a g e r s ,  w i l l  n o t  b e  a d v e r s e l y  a f f e c t e d .  E a c h  m a n a g e r  h a s  i n d i c a t e d  
t h a t  i t  i s  h i g h l y  u n l i k e l y  t h a t  t h e y  w o u l d  m a k e  s u d d e n  d r a m a t i c  s h i f t s  f r o m  d o m e s t i c  
t o  i n t e r n a t i o n a l  p o r t f o l i o s .  W e ,  t h e r e f o r e ,  w i l l  b e  a b l e  t o  i d e n t i f y  a n y  p o t e n t i a l  
p r o b l e m  b e f o r e  i t  u n d e r m i n e s  t h e  p r o g r a m .  Y o u  a r e  c o n t i n u i n g  t o  u s e  s o m e  
s p e c i a l i s t s  i n t e r n a t i o n a l l y  a n d  a r e  p l a n n i n g  t o  a d d  s p e c i a l i s t s  i n  d o m e s t i c  m i d - c a p  
s e c u r i t i e s .  I n  s u m ,  I b b o t s o n ' s  m a n a g e m e n t  s t r u c t u r e  c o m m e n t s  a r e  i m p o r t a n t  a n d  I  
a g r e e  t h a t  t h e  s t r u c t u r e ,  p a r t i c u l a r l y  t h e  d o m e s t i c  s t r u c t u r e ,  s h o u l d  b e  o n  t h e  b o a r d ’ s  

a g e n d a  f o r  1 9 9 4 .

T h e  s t a f f  o f  t h e  A P F C  a g r e e  w i t h  C a l l a n ' s  r e m a r k s .  S h o u l d  t h e  L e g i s l a t i v e  B u d g e t  &  
A u d i t  C o m m i t t e e  ( L B & A )  l i k e  t o  d i s c u s s  i n  g r e a t e r  d e t a i l  t h e s e  c o n c l u s i o n s ,  w e  
r e c o m m e n d  t h a t  m y s e l f  a n d  a  r e p r e s e n t a t i v e  o f  C a l l a n  A s s o c i a t e s ,  I n c .  b e  i n v i t e d  t o  
a p p e a r  b e f o r e  t h e  C o m m i t t e e .  T h e  A P F C  w o u l d  b e  p l e a s e d  t o  m a k e  t h e  n e c e s s a r y  

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

W e  w o u l d  l i k e  t o  e x p r e s s  o u r  a p p r e c i a t i o n  f o r  L B & A ' s  e f f o r t s  a n d  t h o s e  o f  I b b o t s o n  i n  
c o n d u c t i n g  t h i s  r e v i e w .  I t  i s  a l w a y s  h e l p f u l  t o  r e c e i v e  m o r e  t h a n  o n e  i n d e p e n d e n t  v i e w  
o f  t h i s  m o s t  i m p o r t a n t  s u b j e c t  o f  a s s e t  a l l o c a t i o n .  I n  a d d i t i o n ,  w e  w o u l d  b e  p l e a s e d  t o  
h a v e  I b b o t s o n  p r e s e n t  t h e i r  r e p o r t  t o  t h e  B o a r d  o f  T r u s t e e s  a t  i t s  m e e t i n g  o n  F e b r u a r y  3 ,  

1 9 9 4  a t  t h e  A P F C  o f f i c e s  i n  J u n e a u .

S i n c e r e l y ,

E x e c u t i v e  D i r e c t o r
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S u m m a i y  o f  R e c o m m e n d a t i o n s

C u r r e n t l y ,  t h e  A l a s k a  P e r m a n e n t  F u n d  i s  a  w e l l  d i v e r s i f i e d  p o r t f o l i o  t h a t  h a s  e n j o y e d  
t r e m e n d o u s  s u c c e s s  i n  r e c e n t  y e a r s .  T h i s  s u c c e s s  i s  m a i n l y  d u e  t o  t h e  B o a r d ' s  
k n o w l e d g e  o f  t h e  i m p o r t a n c e  o f  a s s e t  a l l o c a t i o n  a n d  i t s  c o m m i t m e n t  t o  d i v e r s i f i c a t i o n .  
T h i s  h a s  r e s u l t e d  i n  t h e  F u n d  e a r n i n g  h i g h  r a t e s  o f  r e t u r n  a t  r e l a t i v e l y  c o n s e r v a t i v e  
l e v e l s  o f  r i s k .  T h e  F u n d  i s  w e l l  p o s i t i o n e d  t o  r e a p  t h e  b e n e f i t s  o f  d i v e r s i f i c a t i o n ,  h a v i n g  
m a d e  i n v e s t m e n t s  i n  m a n y  d i f f e r e n t  a s s e t  c l a s s e s ,  b o t h  d o m e s t i c  a n d  i n t e r n a t i o n a l .
A l s o ,  t h e  F u n d  a p p e a r s  t o  b e  e f f i c i e n t l y  m a n a g e d ,  e m p l o y i n g  r e p u t a b l e  a n d  c a p a b l e  
m a n a g e r s  f o r  b o t h  i t s  e q u i t y  a n d  f i x e d  i n c o m e  a s s e t s .  T h e  F u n d  h a s  t h e  b e e n  a b l e  t o  
m a n a g e  i t s  s u b s t a n t i a l  f i x e d  i n c o m e  p o r t f o l i o  e n t i r e l y  i n - h o u s e ,  k e e p i n g  a d m i n i s t r a t i v e  
c o s t s  a n d  o u t s i d e  m a n a g e m e n t  f e e s  t o  a  m i n i m u m .  S e v e r a l  i m p o r t a n t  i s s u e s  m u s t  b e  
a d d r e s s e d ,  h o w e v e r ,  i n  o r d e i  o  e n s u r e  t h e  F u a d ' s  c o n t i n u e d  s u c c e s s .

O u r  a n a l y s i s  s u g g e s t s  t h e  P e r m a n e n t  F u n d  s h o u l d  a l t e r  i t s  a s s e t  a l l o c a t i o n  p o l i c y  i n  
o r d e r  f o r  t h e  F u n d  t o  e n j o y  r e t u r n s  s i m i l a r  t o  t h o s e  i t  h a s  e a r n e d  i n  r e c e n t  y e a r s .  
S p e c i f i c a l l y ,  t h e  B o a r d  s h o u l d  c o n s i d e r  t h e  f o l l o w i n g  a c t i o n s :

► R e v i s e  i t s  c u r r e n t  t h r e e - y e a r  t a r g e t  a s s e t  m i x  t o  i n c l u d e  a  l a r g e r  a l l o c a t i o n  
t o  d o m e s t i c  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t i e s ,  E u r o p e a n ,  P a c i f i c  R i m  
a n d  e m e r g i n g  m a r k e t  e q u i t i e s ,  a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s .

► A d o p t  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  s t y l e  b y  a l l o c a t i n g  a  l a r g e r  p e r c e n t a g e  
o f  F u n d  a s s e t s  t o  e q u i t y  a s s e t s  a n d  r e a l  e s t a t e .

► R e v i s e  i t s  e q u i t y  m a n a g e m e n t  p l a n  b y  s e t t i n g  s p e c i f i c  a l l o c a t i o n s  f o r  
i n t e r n a t i o n a l  a n d  d o m e s t i c  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t y  m a n a g e r s .

► S e t  s p e c i f i c  t a r g e t  a l l o c a t i o n s  a c r o s s  f i x e d  i n c o m e  s e c t o r s .

B y  i m p l e m e n t i n g  t h e s e  c h a n g e s ,  t h e  B o a r d  c a n  h e l p  e n s u r e  t h a t  t h e  P e r m a n e n t  F u n d  
w i l l  a c h i e v e  t h e  h i g h e s t  e x p e c t e d  r e t u r n  f o r  i t s  c h o s e n  r i s k  l e v e l .  T h i s  w i l l  h e l p  t h e  
B o a r d  a c h i e v e  i t s  s t a t u t o r y  g o a l s  o f  m a x i m i z i n g  t o t a l  F u n d  r e t u r n  a n d  p r o v i d i n g  t h e  
m a x i m u m  a m o u n t  o f  d i s p o s a b l e  i n c o m e  t o  A l a s k a ' s  c i t i z e n s .



T h i s  r e p o r t  p r e s e n t s  r e c o m m e n d a t i o n s  c o n c e r n i n g  t h e  A l a s k a  P e r m a n e n t  F u n d .  T h e  
f i r s t  s e c t i o n  p r o v i d e s  b a c k g r o u n d  i n f o r m a t i o n  o n  t h e  p r o c e d u r e s  w e  u s e d  t o  p e r f o r m  t h e  
a s s e t  a l l o c a t i o n  s t u d y .  T n e  s e c o n d  s e c t i o n  s u g g e s t s  i m p r o v e m e n t s  f o r  t h o s e  p o r t f o l i o s ,  
a n d  o u t l i n e s  a  t h i r d  p o r t f o l i o  s u i t e d  t o  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  p h i l o s o p h y .  T h e  
f i n a l  s e c t i o n  p r o v i d e s  g u i d a n c e  o n  s e v e r a l  i m p o r t a n t  i m p l e m e n t a t i o n  i s s u e s .

I. Analyzing an Investment Portfolio

A  f i r s t  s t e p  i n  a n a l y z i n g  a n  i n v e s t m e n t  p o r t f o l i o  i s  d e t e r m i n i n g  w h e t h e r  t h e  p o r t f o l i o  
a d e q u a t e l y  c o m p e n s a t e s  t h e  i n v e s t o r  f o r  t a k i n g  r i s k .  I d e a l l y ,  t h e  p o r t f o l i o  i s  efficient i n  
p r o v i d i n g  r e t u r n  t o  t h e  i n v e s t o r ;  i . e . ,  t h e  p o r t f o l i o  p r o v i d e s  t h e  m o s t  r e t u r n  p o s s i b l e  f o r  
t h e  a m o u n t  o f  r i s k  t a k e n .  I n  r e a l i t y ,  h o w e v e r ,  f e w  p o r t f o l i o s  a c c o m p l i s h  t h i s  o b j e c t i v e .

Defining Asset Classes

I n  o r d e r  t o  a n a l y z e  t h e  F u n d ' s  p o r t f o l i o ,  w e  h a d  t o  d e c i d e  w h i c h  a s s e t s  t o  i n c l u d e  i n  t h e  
F u n d ' s  i n v e s t m e n t  u n i v e r s e .  C u r r e n t l y ,  e  F u n d  i n v e s t s  i n  1 2  d i f f e r e n t  a s s e t  c l a s s e s  
t h a t  c o m p r i s e  s i x  m a i n  c a t e g o r i e s .  T h e  b e n c h m a r k s  u s e d  t o  r e p r e s e n t  e a c h  a s s e t  c l a s s  
i n  o u r  a n a l y s i s  a r e  l i s t e d  i n  A p p e n d i x  A  a t  t h e  e n d  o f  t h i s  r e p o r t .  T h e  a s s e t  c l a s s e s  u s e d  
i n  o u r  s t u d y  a r e  a s  f o l l o w s :

U.S. Equity Assent Non-U.S. Fixed Income Assets

Large Capitalization Intermediate-Term Government/Corporate Bonds
Mid/Small Capitalization Long-Term Government/Corporate Bonds

Mortgage-Backed Securities
Non-U.S. Equity Assets

Non-U.S. Fixed Income Assets
Canada
Europe Non-U.S. Government Bonds
Pacific
Emerging Markets Cash
Other A ssets U.S. Treasury Bills
Real Estate
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W e  a l s o  h a d  t o  f o r e c a s t  t h r e e  e s t i m a t e s  f o r  e a c h  a s s e t  c l a s s :  e x p e c t e d  r e t u r n ,  e x p e c t e d  
r i s k  ( a s  m e a s u r e d  b y  s t a n d a r d  d e v i a t i o n ) ,  a n d  e x p e c t e d  r e t u r n  c o r r e l a t i o n  b e t w e e n  
a s s e t s .  S u m m a r y  t a b l e s  o f  o u r  f o r e c a s t s  a r e  p r o v i d e d  i n  A p p e n d i x  B .  I t  i s  i m p o r t a n t  t o  
n o t e  t h a t  o u r  r e t u r n ,  r i s k ,  a n d  c o r r e l a t i o n  f o r e c a s t s  a r e  long-term —  t h e y  a p p l y  t o  a n  
i n v e s t m e n t  h o r i z o n  o f  1 0  y e a r s  o r  m o r e .  O u r  f o r e c a s t s  a r e  p a s s i v e  i n  n a t u r e  a n d ,  
t h e r e f o r e ,  w o u l d  n o t  c h a n g e  d r a m a t i c a l l y  i f  w e  w e r e  t o  r e c a l c u l a t e  t h e m  a  y e a r  f r o m  
n o w .  C o n s e q u e n t l y ,  t h e  p o r t f o l i o  a l l o c a t i o n s  w e  r e c o m m e n d  w i l l  r e m a i n  s t a b l e  o v e r  a  
v e r y  l o n g  t i m e  p e r i o d ,  a n d  w i l l  r e q u i r e  f e w  c h a n g e s  o v e r  a  l o n g - t e r m  i n v e s t m e n t  h o r i z o n .

T h e  b a s i s  f o r  o u r  e q u i t y  r e t u r n  f o r e c a s t s  i s  t h e  r i s k - f r e e  r a t e  o f  r e t u r n  a n d  t h e  h i s t o r i c a l  
p r e m i u m ,  c a l l e d  a n  e q u i t y  r i s k  p r e m i u m ,  t h a t  i s  d e m a n d e d  b y  i n v e s t o r s  f o r  h o l d i n g  r i s k y  
a s s e t s .  W e  u s e  t h e  h i s t o r i c a l  p r e m i u m  b e c a u s e  t h e  a m o u n t  b y  w h i c h  c o m m o n  s t o c k s  
h a v e  o u t p e r f o r m e d  r i s k - f r e e  g o v e r n m e n t  b o n d s  h a s  b e e n  c o n s i s t e n t  o v e r  t i m e .  T h e  l o n g ­
t e r m  e q u i t y  r i s k  p r e m i u m  f o r  l a r g e  c a p i t a l i z a t i o n  d o m e s t i c  e q u i t i e s  o v e r  t h e  p e r i o d  
J a n u a r y  1 9 2 6  t o  S e p t e m b e r  1 9 9 3  w a s  7 . 2 5  p e r c e n t .  A l s o ,  m a n y  r e s e a r c h e r s  h a v e  f o u n d  
t h a t ,  a s  t h e  r i s k  o f  a n  i n v e s t m e n t  i n c r e a s e s ,  s o  d o e s  i t s  e x p e c t e d  r e t u r n .  F o r  t h i s  r e a s o n ,  
w e  f o r e c a s t  t h e  e x p e c t e d  r e t u r n  o f  o t h e r  e q u i t y  a s s e t  c l a s s e s ,  s u c h  a s  d o m e s t i c  s m a l l  
c a p i t a l i z a t i o n  e q u i t i e s  a n d  i n t e r n a t i o n a l  e q u i t i e s ,  t o  h a v e  g r e a t e r  e x p e c t e d  r e t u r n s .

T h e  b a s i s  o f  o u r  f i x e d  i n c o m e  r e t u r n  f o r e c a s t s  i s  t h e  c u r r e n t  r i s k - f r e e  r a t e  o f  r e t u r n ,  a s  
p r o x i e c .  b y  t h e  c u r r e n t  y i p  I d  o n  a  r i s k - f r e e  g o v e r n m e n t  b o n d  w i t h  a  m a t u r i t y  m a t c h i n g  
t h e  i n v e s t m e n t  t i m e  h o r i z o n .  C u r r e n t l y ,  t h i s  r a t e  i s  6 . 3 1  p e r : e n t ,  t h e  c u r r e n t  y i e l d  o n  
2 0 - y e a r  U . S .  T r e a s u r y  b o n d .  T o  t h i s  r a t e ,  w e  a d d  t h e  a p p r o p r i a t e  m a t u r i t y  p r e m i u m  
( a d d i t i o n a l  r e t u r n  r e q u i r e d  b y  i n v e s t o r s  f o r  r e l i n q u i s h i n g  t h e  u s e  o f  t h e i r  m o n e y  f o r  l o n g  
t i m e  p e r i o d s )  a n d  d e f a u l t  p r e m i u m  ( a d d i t i o n a l  r e t u r n  t h a t  c o m p e n s a t e s  i n v e s t o r s  f o r  
b u y i n g  b o n d s  t h a t  h a v e  d e f a u l t  r i s k ,  s u c h  a s  c o r p o r a t e  b o n d s )  f o r  e a c h  c l a s s  o f  b o n d s  f o r  
w h i c h  w e  a r e  f o r e c a s t i n g  r e t u r n s .

F o r  i n t e r n a t i o n a l  f i x e d  i n c o m e  a s s e t s ,  w e  f o r e c a s t  r e t u r n s  a s  i f  t h e  a s s e t s  w e r e  
d e n o m i n a t e d  i n  U . S .  d o l l a r s .  S i n c e  c u r r e n c y  f l u c t u a t i o n s  a r e  e x p e c t e d  t o  a v e r a g e  t o  z e r o  
o v e r  t i m e ,  a n y  s h o r t - t e r m  c u r r e n c y  g a i n s  o r  l o s s e s  w i l l  n o t  a f f e c t  t h e  l o n g - t e r m  r e t u r n  o n  
i n t e r n a t i o n a l  a s s e t s .  C u r r e n c y  f l u c t u a t i o n s  d o  i n c r e a s e  r i s k ,  h o w e v e r ,  a n d  a r e  a c c o u n t e d  
f o r  i n  o u r  r i s k  f o r e c a s t s  o f  n o n - U . S .  f i x e d  i n c o m e  a s s e t s .

F o r e c a s t i n g  R e t u r n

Forecasting Risk

W h e n  f o r e c a s t i n g  t h e  r i s k  o f  a n  a s s e t ,  w e  t y p i c a l l y  a s s u m e  t h a t  t h e  f u t u r e  w i l l  e q u a l  t h e  
p a s t .  T h e r e f o r e ,  w e  f o r e c a s t  r i s k  b y  c a l c u l a t i n g  t h e  h i s t o r i c a l  s t a n d a r d  d e v i a t i o n  u s i n g  a  
l o n g  t i m e  p e r i o d  o v e r  w h i c h  w e  h a v e  r e l i a b l e  d a t a ,  a n d  d a t a  t h a t  i s  r e p r e s e n t a t i v e  o f  
p o s s i b l e  f u t u r e  s c e n a r i o s .  A l t h o u g h  i n v e s t m e n t  r i s k  c a n  b e  q u a n t i f i e d  i n  a  n u m b e r  o f
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w a y s  f o r  a s s e t  a l l o c a t i o n  p u r p o s e s ,  w e  b e l i e v e  t h a t  r i s k  i s  b e s t  m o d e l e d  a s  t h e  a n n u a l  
v o l a t i l i t y  o f  r e t u r n s ,  a n d  s t a n d a r d  d e v i a t i o n  p r o v i d e s  a n  e s t i m a t e  o f  h o w  m u c h  a c t u a l  
r e t u r n s  m a y  d e v i a t e  f r o m  t h e  a v e r a g e ,  e x p e c t e d  r e t u r n  o v e r  t i m e .  W e  u s e  s h o r t e r  t i m e  
p e r i o d s  o n l y  w h e n  w e  c a n  i d e n t i f y  a  p e r m a n e n t  a n d  d r a m a t i c  p r o c e s s  s h i f t  i n  t h e  
b e h a v i o r  o f  a n  a s s e t  c l a s s ,  s u c h  a s  t h e  l a t e  1 9 6 0 s  w h e n  b o n d  m a r k e t  v o l a t i l i t y  i n c r e a s e d  
n o t i c e a b l y  f r o m  i t s  o b s e r v e d  v o l a t i l i t y  d u r i n g  t h e  p r e v i o u s  4 0  y e a r s .

Forecasting Return Correlation

R e t u r n  a n d  r i s k  a r e  n o t  t h e  o n l y  f a c t o r s  t h a t  d e t e r m i n e  h o w  a  p o r t f o l i o  p e r f o r m s .  T h e  
c o r r e l a t i o n  b e t w e e n  t h e  r e t u r n s  o f  t w o  a s s e t s  a l s o  p l a y s  a n  i m p o r t a n t  r o l e  i n  p o r t f o l i o  
p e r f o r m a n c e .  C o r r e l a t i o n  m e a s u r e s  h o w  m u c h  t h e  r e t u r n s  o f  t w o  a s s e t s  t e n d  t o  m o v e  
t o g e t h e r  o r  m o v e  s e p a r a t e l y .  I f  t h e  r e t u r n s  m o v e  t o g e t h e r ,  t h e  a s s e t s  a r e  p o s i t i v e l y  
c o r r e l a t e d .  I f  t h e y  m o v e  i n  o p p o s i t e  d i r e c t i o n s ,  t h e  a s s e t s  a r e  n e g a t i v e l y  c o r r e l a t e d .  I f  
n o  p a t t e r n  c a n  b e  d e t e c t e d  i n  t h e  w a y  t h e  a s s e t s '  r e t u r n s  m o v e ,  t h e  a s s e t s  h a v e  a  r e t u r n  
c o r r e l a t i o n  o f  z e r o .

P o r t f o l i o s  c o m p r i s e d  o n l y  o f  a s s e t s  t h a t  h a v e  h i g h ,  p o s i t i v e  c o r r e l a t i o n s  w i t h  e a c h  o t h e r  
a r e  n o t  w e l l  d i v e r s i f i e d .  T h i s  t e n d s  t o  e x a g g e r a t e  b o t h  u p s i d e  a n d  d o w n s i d e  v o l a t i l i t y ,  
a n d  t h e  r i s k  o f  t h e  p o r t f o l i o .  O n  t h e  o t h e r  h a n d ,  p o r t f o l i o s  w i t h  a s s e t s  t h a t  h a v e  l o w  o r  
n e g a t i v e  r e t u r n  c o r r e l a t i o n s  w i l l  p r o v i d e  m o r e  s t a b l e  r e t u r n s  b e c a u s e ,  e v e n  t h o u g h  s o m e  
a s s e t s  m a y  p e r f o r m  p o o r l y ,  o t h e r  p o r t f o l i o  a s s e t s  w i l l  p e r f o r m  b e t t e r ,  s e r v i n g  t o  r e d u c e  
p o r t f o l i o  v o l a t i l i t y .  T h e  b e n e f i t s  o f  d i v e r s i f i c a t i o n ,  t h e r e f o r e ,  a r e  a  d i r e c t  r e s u l t  o f  
r e l a t i v e l y  l o w  r e t u r n  c o r r e l a t i o n s  a m o n g  p o r t f o l i o  a s s e t s .

W h e n  f o r e c a s t i n g  r e t u r n  c o r r e l a t i o n ,  w e  a g a i n  t y p i c a l l y  a s s u m e  t h a t  t h e  f u t u r e  w i l l  
e q u a l  t h e  p a s t .  T h e  b a s i s  f o r  o u r  f o r e c a s t  o f  r e t u r n  c o r r e l a t i o n  i s ,  t h e r e f o r e ,  t h e  
h i s t o r i c a l  c o r r e l a t i o n  b e t w e e n  a s s e t s ,  o b s e r v e d  o v e r  t h e  l o n g e s t  t i m e  p e r i o d  f o r  w h i c h  
r e l i a b l e  d a t a  i s  a v a i l a b l e .

Determining the Fund's Current Allocation

T h e  a m o u n t  o f  t h e  F u n d  c u r r e n t l y  a l l o c a t e d  t o  e a c h  a s s e t  c l a s s  w a s  d e t e r m i n e d  b y  u s i n g  
i n f o r m a t i o n  i n  t h e  F u n d ' s  1 9 9 3  A n n u a l  R e p o r t ,  w i t h  s u p p l e m e n t a l  i n f o r m a t i o n  p r o v i d e d  
b y  W i l l i a m  L .  M e a n s ,  t h e  F u n d ’ s  C h i e f  I n v e s t m e n t  O f f i c e r .  M a r k e t  v a l u e s  o f  a l l  
i n v e s t m e n t s  c a m e  f r o m  t h e  A n n u a l  R e p o r t ,  w h i l e  M r .  M e a n s  p r o v i d e d  c l a r i f i c a t i o n  
r e g a r d i n g  t h e  a m o u n t  c u r r e n t l y  i n v e s t e d  i n  e q u i t i e s  o f  d o m e s t i c  c o m p a n i e s  w i t h  
c a p i t a l i z a t i o n s  l a r g e r  t h a n  $ 1  b i l l i o n  ( l a r g e  c a p i t a l i z a t i o n  e q u i t i e s ) ,  t h e  a m o u n t  c u r r e n t l y  
i n v e s t e d  i n  e q u i t i e s  o f  c o m p a n i e s  w i t h  c a p i t a l i z a t i o n s  o f  $ 1  b i l l i o n  o r  l e s s  ( m i d  a n d  s m a l l  
c a p i t a l i z a t i o n  e q u i t i e s ) ,  a n d  t h e  a m o u n t  c u r r e n t l y  i n v e s t e d  i n  d o m e s t i c  g o v e r n m e n t  a n d  
c o r p o r a t e  b o n d s  w i t h  m a t u r i t i e s  r a n g i n g  f r o m  o n e  t o  s e v e n  y e a r s  ( i n t e r m e d i a t e - t e r m ) ,
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a n d  m o r e  t h a n  s e v e n  y e a r s  ( l o n g - t e r m ) .  T h e  F u n d ' s  c u r r e n t  a l l o c a t i o n ,  a n d  i t s  e x p e c t e d  
r e t u r n  a n d  s t a n d a r d  d e v i a t i o n  i s  g i v e n  o n  p a g e  5 .

Determining the Fund's Three-Year Target Allocation

T h e  P e r m a n e n t  F u n d ' s  i n v e s t m e n t  m a n u a l  p r o v i d e d  i n f o r m a t i o n  r e g a r d i n g  t h e  t h r e e -  
y e a r  t a r g e t  a l l o c a t i o n ,  a l t h o u g h  s o m e  g u i d e l i n e s  w e r e  t o o  b r o a d  f o r  o u r  p u r p o s e s .  F o r  
e x a m p l e ,  t h e  m a n u a l  l i s t s  a  1 0  p e r c e n t  t a r g e t  a l l o c a t i o n  f o r  i n t e r n a t i o n a l  e q u i t i e s ,  b u t  
g i v e s  n o  c o u n t r y - s p e c i f i c  a l l o c a t i o n s .  I n  t h i s  c a s e ,  w e  a s s u m e d  t h e  F u n d  w o u l d  i n c r e a s e  
i t s  i n t e r n a t i o n a l  e q u i t y  e x p o s u r e  t o  1 0  p e r c e n t ,  w h i l e  m a i n t a i n i n g  t h e  c u r r e n t  p r o p o r t i o n  
i n v e s t e d  a m o n g  s e c t o r s .  A l s o ,  t h e  t a r g e t  a l l o c a t i o n  c o n s t r a i n s  t h e  a m o u n t  i n v e s t e d  i n  
n o n - d o m e s t i c  f i x e d  i n c o m e  a s s e t s  t o  1 0  p e r c e n t  o r  l e s s ,  b u t  p r o v i d e s  n o  s p e c i f i c  n u m b e r .  
W e  a s s u m e d  t h e  a m o u n t  i n v e s t e d  i n  i n t e r n a t i o n a l  d e b t  w o u l d  d e c r e a s e  i n  p r o p o r t i o n  t o  
t h e  t o t a l  d e c r e a s e  i n  t h e  a m o u n t  a l l o c a t e d  t o  a l l  f i x e d  i n c o m e  a s s e t s .  T h e  F u n d ' s  t h r e e -  
y e a r  t a r g e t  a l l o c a t i o n ,  a n d  i t s  e x p e c t e d  r e t u r n  a n d  r i s k ,  i s  l i s t e d  o n  t h e  f o l l o w i n g  p a g e .

4



C u r r e n t  a n d  T h r e e - Y e a r  T a r g e t  P o r t f o l i o s

Asset C lass
Curren t

A llocation
(%)

3-Year
Target

A llocation
(%)

U.S. Large Capitalization 
Stocks

21.17 24.00

U.S. Mid/Small 
Capitalization Stocks

0.65 6.00

Canadian Stocks 0.03 0.04

European Stocks 2.54 4.28

Pacific Region Stocks 2.94 4.97

Emerging Market Stocks 0.42 0.72

Real Estate 6.69 10.00

Cash 4.64 0.00

Intermediate Govt/Corp 
Bonds

30.86 25.32

Long-Term Govt/Corp Bonds 25.27 20.74

Mortgage-Backed Securities 3.94 3.24

Non-U.S. Government Bonds 0.85 0.69

Expected R eturn  (%) 8.53 9.93
S tandard  Deviation (%) 7.57 9.91
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I I . Asset A llo c a tion  Recom m endations
T h e  n e x t  s t e p  i n  o u r  a n a l y s i s  w a s  t o  i m p r o v e  t h e  F u n d ' s  c u r r e n t  a n d  t a r g e t  p o r t f o l i o s  b y  
i n c r e a s i n g  t h e i r  e x p e c t e d  r e t u r n  w h i l e  k e e p i n g  e x p e c t e d  r i s k  a t  a  c o n s t a n t  l e v e l .

Allocation with Risk of the Current Portfolio

A s  s h o w n  i n  t h e  g r a p h  o n  p a g e  7 ,  t h e  F u n d ' s  c u r r e n t  p o r t f o l i o  d o e s  n o t  p r o v i d e  t h e  
m a x i m u m  a m o u n t  o f  e x p e c t e d  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n .  F o r  e x a m p l e ,  t h e  
p o r t f o l i o  l a b e l e d  " r e v i s e d  c u r r e n t "  p r o v i d e s  a  h i g h e r  e x p e c t e d  r e t u r n  a n d  s l i g h t l y  l e s s  
r i s k  t h a n  t h e  c u r r e n t  p o r t f o l i o .  ( T h e  g r a p h  i s  t i t l e d  " E f f i c i e n t  F r o n t i e r "  b e c a u s e  t h e  l i n e  
i n  t h e  g r a p h  r e p r e s e n t s  t h o s e  p o r t f o l i o s  w h i c h  a r e  t h e  m o s t  e f f i c i e n t  i n  p r o v i d i n g  r e t u r n  
t o  t h e  i n v e s t o r ;  i . e . ,  t h o s e  p o r t f o l i o s  p r o v i d e  t h e  m a x i m u m  r e t u r n  f o r  a  g i v e n  l e v e l  o f  
r i s k . )  T h e  a l l o c a t i o n s  f o r  b o t h  t h e  c u r r e n t  a n d  r e v i s e d  p o r t f o l i o s ,  a s  w e l l  a s  t h e i r  
e x p e c t e d  r e t u r n s  a n d  s t a n d a r d  d e v i a t i o n s ,  a r e  s h o w n  o n  p a g e  8 .

T h e  c u r r e n t  p o r t f o l i o  n e e d  n o t  b e  d r a s t i c a l l y  c h a n g e d  i n  o r d e r  t o  a c h i e v e  a  h i g h e r  
e x p e c t e d  r e t u r n .  I n  f a c t ,  t h e  p e r c e n t  o f  t h e  p o r t f o l i o  i n v e s t e d  i n  e q u i t i e s  ( a p p r o x i m a t e l y  
3 5  p e r c e n t ,  i n c l u d i n g  r e a l  e s t a t e )  a n d  i n  f i x e d  i n c o m e  a s s e t s  ( a p p r o x i m a t e l y  6 5  p e r c e n t ) ,  
i s  t h e  s a m e  i n  b o t h  t h e  c u r r e n t  a n d  r e v i s e d  p o r t f o l i o s .  R a t h e r ,  t h e  c o m p o s i t i o n  o f  t h e  
e q u i t y  a n d  f i x e d  i n c o m e  p o r t i o n s  n e e d  o n l y  c h a n g e .  B y  s h i f t i n g  p a r t  o f  t h e  e q u i t y  
p o r t i o n  f r o m  l a r g e  c a p i t a l i z a t i o n  s t o c k s  t o  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  a n d  i n t e r n a t i o n a l  
s t o c k s ,  a n d  p a r t  o f  t h e  f i x e d  i n c o m e  p o r t i o n  f r o m  c a s h  a n d  l o n g - t e r m  b o n d s  t o  
i n t e r m e d i a t e - t e r m  b o n d s  a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  t h e  F u n d  c a n  a c h i e v e  a  h i g h e r  
e x p e c t e d  r e t u r n  w h i l e  t a k i n g  l e s s  r i s k .

A l t h o u g h  t h e s e  c h a n g e s  r e p r e s e n t  s h i f t s  f r o m  s a f e r  a s s e t s  t o  m o r e  r i s k y  o n e s ,  t h e  o v e r a l l  
r i s k  o f  t h e  p o r t f o l i o  a c t u a l l y  d e c r e a s e s .  T h i s  i s  b e c a u s e  d o m e s t i c  m i d  a n d  s m a l l  s t o c k s ,  
m o r t g a g e - b a c k e d  s e c u r i t i e s ,  a n d  i n t e r n a t i o n a l  s t o c k s  h a v e  l o w  c o r r e l a t i o n s  w i t h  m a n y  o f  
t h e  o t h e r  p o r t f o l i o  a s s e t s .

Allocation with Risk of the Target Portfolio

T h e  g r a p h  o n  p a g e  7  s h o w s  t h a t  t h e  F u n d ' s  t a r g e t  p o r t f o l i o  a l s o  d o e s  n o t  p r o v i d e  t h e  
h i g h e s t  p o s s i b l e  e x p e c t e d  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n .  A l t h o u g h  b o t h  t h e  
a l l o c a t i o n s  o f  t h e  t a r g e t  a n d  r e v i s e d  t a r g e t  p o r t f o l i o s  a r e  e q u a l l y  d i v i d e d  b e t w e e n  e q u i t y  
a n d  f i x e d  i n c o m e  a s s e t s ,  t h e  r e v i s e d  t a r g e t  p o r t f o l i o  h a s  a  s i g n i f i c a n t l y  h i g h e r  e x p e c t e d  
r e t u r n  a n d  l e s s  r i s k .  T h e  c o m p o s i t i o n  o f  b o t h  p o r t f o l i o s ,  a l o n g  w i t h  t h e i r  e x p e c t e d  
r e t u r n s  a n d  s t a n d a r d  d e v i a t i o n s ,  i s  g i v e n  o n  p a g e  8 .



Expected Return
18.20—

E ff ic ie n t F ro n t ie r

8.00 —

16.00-

12.00—

10.00—

Aggressive Portfolio

Revised Target 
3-Year Target

Revised Current 
Current Portfolio

i I I I I I I I I (I
3.73 6.00 8.00 10.00 12.00 14.00 16.00 18.00 20.0C 22.00 24.00 26.00 28.00 30.00 32.21

Standard Deviation (Risk)
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C u r r e n t  a n d  R e c o m m e n d e d  

P o r t f o l i o  A l l o c a t i o n s

A l l o c a t i o n s

A s s e t  C l a s s e s

C u r r e n t
P o r t f o l i o

( % )

R e v i s e d
C u r r e n t

( % >

3 - Y e a r
T a r g e t

( % )

R e v i s e d
T a r g e t

< % )

A g g r e s s i v e
P o r t f o l i o

( % )

U . S .  L a r g e  C a p  S t o c k s 2 1 . 1 7 1 1 . 0 0 2 4 . 0 0 1 6 . 0 0 1 8 . 0 0

U . S .  M i d / S m a l l  C a p  
S t o c k s

0 . 6 5 4 . 0 0 6 . 0 0 8 . 0 0 1 0 . 0 0

C a n a d i a n  S t o c k s 0 . 0 3 0 . 0 0 0 . 0 4 0 . 0 0 0 . 0 0

E u r o p e a n  S t o c k s 2 . 5 4 3 . 5 0 4 . 2 8 6 . 0 0 7 . 5 0

P a c i f i c  R e g i o n  S t o c k s 2 . 9 4 4 . 0 0 4 . 9 7 7 . 0 0 1 0 . 5 0

E m e r g i n g  M a r k e t  
S t o c k s

0 . 4 2 2 . 5 0 0 . 7 2 3 . 0 0 4 . 0 0

R e a l  E s t a t e 6 . 6 9 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0 1 0 . 0 0

C a s h 4 . 6 4 1 . 0 0 0 . 0 0 1 . 0 0 1 . 0 0

I n t e r m e d i a t e - T e r m  
G o v t / C o r p  B o n d s

3 0 . 8 6 4 0 . 0 0 2 5 . 3 2 3 0 . 0 0 1 8 . 0 0

L o n g - T e r m  G o v t / C o r p  
B o n d s

2 5 . 2 7 1 2 . 0 0 2 0 . 7 4 5 . 0 0 6 . 0 0

M o r t g a g e - B a c k e d
S e c u r i t i e s

3 . 9 4 1 2 . 0 0 3 . 2 4 1 4 . 0 0 1 5 . 0 0

N o n - U . S .  G o v t  B o n d s 0 . 8 5 0 . 0 0 0 . 6 9 0 . 0 0 0 . 0 0

E x p e c t e d  R e t u r n 8 . 5 3 8 . 8 9 9 . 9 3 1 0 . 3 1 1 1 . 3 3

S t a n d a r d  D e v i a t i o n 7 . 5 7 7 . 4 0 9 . 9 1 9 . 8 9 1 1 . 6 9



MB— — — — — — ■ »   ....

T h e  s u p e r i o r  t r a d e o f f  b e t w e e n  r i s k  a n d  r e t u r n  o f  t h e  r e v i s e d  t a r g e t  p o r t f o l i o  c a n  b e  
a c c o m p l i s h e d  b y  s h i f t i n g  a  l a r g e r  p o r t i o n  o f  F u n d  a s s e t s  i n t o  d o m e s t i c  m i d  a n d  s m a l l  
c a p i t a l i z a t i o n  s t o c k s ,  i n t e r n a t i o n a l  s t o c k s ,  m o r t g a g e  s e c u r i t i e s ,  a n d  r e a l  e s t a t e .  A g a i n ,  
t h e s e  r i s k i e r  a s s e t s  h a v e  l o w  c o r r e l a t i o n s  w i t h  m a n y  o t h e r  p o r t f o l i o  a s s e t s ,  a n d  t h e r e f o r e  
p r o v i d e  e n h a n c e d  d i v e r s i f i c a t i o n  b e n e f i t s .

Allocation of a More Aggressive Portfolio

A l t h o u g h  w e  h a v e  a n a l y z e d  a n d  s u g g e s t e d  i m p r o v e m e n t s  t o  b o t h  t h e  c u r r e n t  a n d  t a r g e t  
p o r t f o l i o s ,  w e  h a v e  n o t  y e t  c o m m e n t e d  o n  w h e t h e r  e i t h e r  p o r t f o l i o  i s  a p p r o p r i a t e  f o r  t h e  
F u n d .  I d e a l l y ,  a  p o r t f o l i o  p r o v i d e s  e n o u g h  r e t u r n  t o  m e e t  t h e  g o a l s  o f  t h e  i n v e s t o r  w h i l e  
m a i n t a i n i n g  a  l e v e l  o f  r i s k  t h a t  i s  c o m f o r t a b l e  f o r  t h e  i n v e s t o r .  B y  s e t t i n g  a  t h r e e - y e a r  
t a r g e t  p o r t f o l i o  t h a t  h a s  a n  i n c r e a s e d  a l l o c a t i o n  t o  e q u i t y  a s s e t s ,  t h e  B o a r d  h a s  i n d i c a t e d  
t h a t  i t  i s  c o m f o r t a b l e  w i t h  a  m o r e  a g g r e s s i v e  i n v e s t m e n t  p h i l o s o p h y .  I n  o u r  o p i n i o n ,  
s u c h  a n  a g g r e s s i v e  i n v e s t i n g  s t r a t e g y  i s  a p p r o p r i a t e  a n d  n e c e s s a r y  f o r  a c h i e v i n g  t h e  
F u n d ' s  s t a t u t o r y  g o a l s  o f  m a x i m i z i n g  t o t a l  r e t u r n  a n d  p r o v i d i n g  t h e  m a x i m u m  a m o u n t  
o f  d i s p o s a b l e  i n c o m e  t o  t h e  c i t i z e n s  o f  A l a s k a .  C o n s e q u e n t l y ,  w e  b e l i e v e  t h e  F u n d  
s h o u l d  c o n s i d e r  t h e  b e n e f i t s  o f  i n v e s t i n g  i n  t h e  " a g g r e s s i v e  p o r t f o l i o , "  a l s o  s h o w n  i n  t h e  
g r a p h  o n  p a g e  7 .

I n  r e c e n t  y e a r s ,  t h e  F u n d  h a s  e n j o y e d  r e l a t i v e l y  h i g h  r e t u r n s ,  p a r t i c u l a r l y  o n  i t s  f i x e d  
i n c o m e  i n v e s t m e n t s .  T h e s e  h i g h  r e t u r n s  w e r e  d u e ,  i n  p a r t ,  t o  r a t h e r  u n i q u e  m a r k e t  
c o n d i t i o n s ,  s u c h  a s  a  d r a m a t i c  d e c l i n e  i n  U . S .  i n t e r e s t  r a t e s .  T h e s e  m a r k e t  c o n d i t i o n s ,  
h o w e v e r ,  a r e  n o t  e x p e c t e d  t o  c o n t i n u e  i n  t h e  f u t u r e ,  a s  e v i d e n c e d  b y  t h e  r e t u r n s  
e x p e c t e d  o n  t h e  c u r r e n t  a n d  t a r g e t  F u n d  p o r t f o l i o s .  T h e  p o t e n t i a l l y  l o w e r  r e t u r n s  
e a r n e d  b y  b o t h  t h e s e  p o r t f o l i o s  a r e  i m p o r t a n t  f a c t o r s  t o  c o n s i d e r ,  b e c a u s e  s u c h  l o w  
r e t u r n s  w i l l  i n e v i t a b l y  l e a d  t o  l o w e r  d i v i d e n d  p a y m e n t s  t o  A l a s k a n s .  O u r  r e c o m m e n d e d  
a g g r e s s i v e  p o r t i o l i o ,  h o w e v e r ,  w i t h  i t s  s i g n i f i c a n t  a l l o c a t i o n s  t o  i n t e r n a t i o n a l  e q u i t i e s  
a n d  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  h a s  a n  e x p e c t e d  r e t u r n  i n  t h e  r a n g e  o f  t h e  F u n d ' s  
r e c e n t  r e t u r n s .  T h e  a l l o c a t i o n  o f  t h i s  a g g r e s s i v e  p o r t f o l i o ,  a l o n g  w i t h  i t s  e x p e c t e d  r e t u r n  
a n d  s t a n d a r d  d e v i a t i o n ,  i s  p r o v i d e d  o n  p a g e  8 .

T h e  g r a p h s  o n  t h e  f o l l o w i n g  p a g e  c a n  h e l p  t o  c o m p a r e  t h e  e x p e c t e d  p e r f o r m a n c e  o f  e a c h  
p o r t f o l i o .  T h e  g r a p h s  s h o w  e x p e c t e d  w e a l t h  v a l u e s  u n d e r  t h e  t a r g e t ,  r e v i s e d  t a r g e t ,  a n d  
a g g r e s s i v e  p o r t f o l i o s  f o r  f i v e - ,  t e n - ,  a n d  t w e n t y - y e a r  i n v e s t m e n t  h o r i z o n s .  A l t h o u g h  t h e  
B o a r d  m a y  c o n s i d e r  t h e  a g g r e s s i v e  p o r t f o l i o  t o o  r i s k y ,  t h e  g r a p h  s h o w s  t h a t  t h e  m a j o r i t y  
o f  t h i s  p o r t f o l i o ' s  v o l a t i l i t y  i s  d u e  t o  i t s  b r o a d  r a n g e  o f  p o s s i b l e  h i g h ,  positive r e t u r n s ,  n o t  
n e g a t i v e  o n e s .  F o r  a l l  i n v e s t m e n t  t i m e  h o r i z o n s ,  t h e  a g g r e s s i v e  p o r t f o l i o  h a s  a  h i g h e r  
e x p e c t e d  w e a l t h  v a l u e  u n d e r  t h e  b e s t -  a n d  e x p e c t e d - c a s e  s c e n a r i o s .  O n l y  u n d e r  t h e  
w o r s t - c a s e  s c e n a r i o  d o e s  t h e  a g g r e s s i v e  p o r t f o l i o  u n d e r p e r f o r m  t h e  t a r g e t  p o r t f o l i o ,  w h i l e  
t h e  r e v i s e d  t a r g e t  p o r t f o l i o  p e r f o r m s  b e t t e r  t h a n  t h e  t a r g e t ,  p o r t f o l i o  i n  all c a s e s .
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W o r s t  C a s e  S c e n a r i o

E x p e c t e d  S c e n a r i o

3-Year Target Portfolio 
Revised Portfolio 
Aggressive Portfolio

B e s t  C a s e  S c e n a r i o

$7 5 -

$55-£

$4 5 -
$



Testing Our Recommended Portfolios

T o  e n s u r e  t h e  v a l i d i t y  o f  o u r  r e c o m m e n d e d  p o r t f o l i o s ,  w e  t e s t e d  t h o s e  p o r t f o l i o s  a n d  t h e  
F u n d ' s  c u r r e n t  a n d  t a r g e t  p o r t f o l i o s  f o r  stability. A  s t a b l e  p o r t f o l i o  i s  o n e  t h a t  p e r f o r m s  
w e l l  u n d e r  a  v a r i e t y  o f  p o s s i b l e  f u t u r e  m a r k e t  c o n d i t i o n s ;  i . e . ,  t h e  p o r t f o l i o  p r o v i d e s  
a d e q u a t e  r e t u r n  f o r  t h e  a m o u n t  o f  r i s k  t a k e n  u n d e r  c o n d i t i o n s  t h a t  d i f f e r  f r o m  o u r  
f o r e c a s t s .  W e  t e s t e d  t h e  p o r t f o l i o s  u s i n g  " w o r s t - c a s e "  s c e n a r i o s  w h e r e  t h e  r e t u r n  o f  o n e  
o r  m o r e  a s s e t s  i s  l o w e r  t h a n  e x p e c t e d  a n d  t h e  r i s k  i s  h i g h e r  t h a n  e x p e c t e d .  T h e  
f o l l o w i n g  s c e n a r i o s  w e r e  u s e d ,  b o t h  i n d i v i d u a l l y  a n d  i n  c o m b i n a t i o n ,  t o  t e s t  o u r  
r e c o m m e n d e d  p o r t f o l i o s :

U . S .  e q u i t y  r i s k  p r e m i u m  d e c r e a s e s  t o  5  p e r c e n t
M i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 5  p e r c e n t
E u r o p e  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
E u r o p e  e q u i t y  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  2 6  p e r c e n t
P a c i f i c  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
P a c i f i c  e q u i t y  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  3 4  p e r c e n t
E m e r g i n g  m a r k e t  e q u i t y  r e t u r n  d e c r e a s e s  t o  1 0  p e r c e n t
R e t u r n  b e t w e e n  l o n g - t e r m  a n d  i n t e r m e d i a t e - t e r m  b o n d s  i n c r e a s e s  t o  1
p e r c e n t
I n t e r m e d i a t e - t e r m  b o n d  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  6  p e r c e n t  
M o r t g a g e - b a c k e d  s e c u r i t i e s  r e t u r n  d e c r e a s e s  t o  6  p e r c e n t  
M o r t g a g e - b a c k e d  s e c u r i t i e s  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  1 1  p e r c e n t  
R e a l  e s t a t e  s t a n d a r d  d e v i a t i o n  i n c r e a s e s  t o  2 5  p e r c e n t  
C o r r e l a t i o n  b e t w e e n  U . S .  s t o c k s  a n d  U . S .  b o n d s  i n c r e a s e s  3 0  p e r c e n t  
C o r r e l a t i o n  b e t w e e n  U . S .  s t o c k s  a n d  n o n - U . S .  s t o c k s  i n c r e a s e s  3 0  p e r c e n t

U n d e r  t h e s e  s c e n a r i o s ,  o u r  r e c o m m e n d e d  p o r t f o l i o s  p r o v i d e d  h i g h e r  r e t u r n s  w i t h  l e s s  
r i s k  t h a D  e i t h e r  t h e  F u n d ' s  c u r r e n t  o r  t a r g e t  p o r t f o l i o s .  F o r  e x a m p l e ,  t h e  i m p r o v e d  
t a r g e t  p o r t f o l i o  h a d  1 0  b a s i s  p o i n t s  m o r e  r e t u r n  a n d  l e s s  r i s k  t h a n  t h e  c u r r e n t  t a r g e t  
p o r t f o l i o  w h e n  t e s t e d  u n d e r  t h e  a s s u m p t i o n  t h a t  a l l  i n t e r n a t i o n a l  m a r k e t s  h a d  t h e  l o w e r  
r e t u r n s  a n d  h i g h e r  r i s k s  o u t l i n e d  a b o v e .  T h i s  i n d i c a t e s  t h a t  t h e  r e v i s e d  p o r t f o l i o s  w i l l  
p e r f o r m  b e t t e r  o v e r  t h e  l o n g  r u n ,  d e s p i t e  p o s s i b l e  e x t r e m e  u n d e r p e r f o r m a n c e  o f  s o m e  
m a r k e t s .
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III. Implementation Issues

W h i c h e v e r  p o r t f o l i o  t h e  B o a r d  c h o o s e s ,  s e v e r a l  i s s u e s  m u s t  b e  a d d r e s s e d  b y  t h e  B o a r d  t o  
e n s u r e  m a x i m u m  F u n d  p e r f o r m a n c e .  T h e  s i n g l e  m o s t  i m p o r t a n t  i s s u e  i s  t h e  d e g r e e  o f  
a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  R e s e a r c h  h a s  s u g g e s t e d  t h a t  t h e  a s s e t  a l l o c a t i o n  
d e c i s i o n  a c c o u n t s  f o r  o v e r  9 0  p e r c e n t  o f  t h e  v a r i a b i l i t y  o f  r e t u r n s  o n  a  p o r t f o l i o ,  a n d  i s  
t h e  s i n g l e  l a r g e s t  d e t e r m i n a n t  o f  p o r t f o l i o  p e r f o r m a n c e . 1 C o n s e q u e n t l y ,  i n d i v i d u a l  
s e c u r i t y  s e l e c t i o n  a n d  a c t i v e  s e c u r i t y  m a n a g e m e n t ,  t h e  t w o  f a c t o r s  c o m m o n l y  a s s u m e d  t o  
c o n t r i b u t e  c h e  m o s t  t o  t h e  r e t u r n  o f  a  p o r t f o l i o ,  a c t u a l l y  a c c o u n t  f o r  o n l y  a  s m a l l  a m o u n t  
o f  p o r t f o l i o  r e t u r n  v a r i a b i l i t y .  T h e r e f o r e ,  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n  i s  crucial t o  
t h e  f u t u r e  p e r f o r m a n c e  o f  a n y  i n v e s t m e n t  p o r t f o l i o ,  i n c l u d i n g  t h e  P e r m a n e n t  F u n d .  
A c c o r d i n g l y ,  t h e  B o a r d  m u s t  d e c i d e  w h e t h e r  t h e  c u r r e n t  i n v e s t m e n t  t r a t e g y  o f  t h e  F u n d  
a c c o m m o d a t e s  a  s t r i c t  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  W e  a d d r e s s  t h i s  i s s u e  
s e p a r a t e l y  f o r  e q u i t y  a n d  f i x e d  i n c o m e  a s s e t s  i n  t h e  f o l l o w i n g  t w o  s e c t i o n s .

Equity Assets

As o f  A p r i l  1 9 9 3 ,  t h e  B o a r d  d e c i d e d  t o  u s e  a c t i v e  m a n a g e r s  o n l y  f o r  d o m e s t i c  m i d / s m a l l  
c a p i t a l i z a t i o n  s t o c k s  a n d  a l l  i n t e r n a t i o n a l  e q u i t i e s .  S i n c e  o u r  r e c o m m e n d e d  p o r t f o l i o s  
a r e  b a s e d  o n  p a s s i v e  b e n c h m a r k s ,  w e  b e l i e v e  t h a t  t h e  l o n g - t e r m  p e r f o r m a n c e  w e  f o r e c a s t  
c a n  b e  a c h i e v e d  t h r o u g h  t h e  u s e  o f  p a s s i v e  m a n a g e r s ,  a l t h o u g h  i t  i s  c e r t a i n l y  p o s s i b l e  
f o r  a c t i v e  m a n a g e r s  t o  m e e t  o r  e x c e e d  t h a t  p e r f o r m a n c e .  F o r  t h i s  r e a s o n ,  w e  b e l i e v e  t h e  
B o a r d ' s  d e c i s i o n  t o  r e t a i n  a c t i v e '  m a n g e r s  i s  a p p r o p r i a t e ,  as long as each manager is 
given only that portion of Fund assets that is recommended in the chosen allocation, and 
is required to invest those asseis in the specific, recontmended asset class.

T h i s  s t i p u l a t i o n  i s  i n  d i r e c t  c o n t r a s t  t o  t h e  B o a r d ' s  n e w  g l o b a l  i n v e s t m e n t  s t r a t e g y  a s  
o u t l i n e d  i n  t h e  F u n d ' s  1 9 9 3  A n n u a l  R e p o r t .  T h e  n e w  s t r a t e g y  a l l o w s  a c t i v e  
i n t e r n a t i o n a l  e q u i t y  m a n a g e r s  t o  d e c i d e  w h e n  a n d  w h e r e  t o  i n v e s t  F u n d  a s s e t s ,  
e s s e n t i a l l y  s h i f t i n g  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  f r o m  t h e  B o a r d  t o  t h e  m a n a g e r .  A s  
m e n t i o n e d  e a r l i e r ,  a s s e t  a l l o c a t i o n ,  n o t  s e c u r i t y  s e l e c t i o n  o r  a c t i v e  m a r k e t  t i m i n g ,  i s  t h e  
l a r g e s t  d e t e r m i n a n t  o f  p o r t f o l i o  p e r f o r m a n c e .  U n d e r  t h e  p l a n n e d  s t r a t e g y ,  t h e  F u n d ' s  
e q u i t y  a l l o c  t i o n  w i l l  s h i f t  c o n t i n u o u s l y ,  v i o l a t i n g  t h e  m o s t  c r u c i a l  a s p e c t  o f  s t r a t e g i c  
a s s e t  a l l o c a t i o n :  m a i n t a i n i n g  a  s t a b l e  a s s e t  m i x  w h i c h  w a s  c h o s e n  b a s e d  o n  l o n g - t e r m  
f o r e c a s t s  a n d  n e e d s  o f  t h e  f u n d .  F o r  t h i s  r e a s o n ,  w e  s u g g e s t  a  s l i g h t l y  m o d i f i e d  s t r a t e g y  
w h e r e  t h e  B o a r d ,  h i r e s  m a n a g e r s  t h a t  h a v e  a  s p e c i f i c  s t y l e  o f  i n v e s t i n g .  F o r  e x a m p l e ,  
u n d e r  t h i s  m o d i f i e d  s t r a t e g y ,  t h e  E u r o p e a n  e q u i t y  a l l o c a t i o n  w o u l d  b e  m a n a g e d  b y  a  
m a n a g e r  w h o  s p e c i a l i z e s  i n  E u r o p e a n  e q u i t i e s .  T h i s  t y p e  o f  m a n a g e m e n t  s t r a t e g y  w o u l d  
a l l o w  t h e  B o a r d  t o  r e t a i n  c o n t r o l  o v e r  t h e  e q u i t y  a l l o c a t i o n  o f t h e  F u n d

1 G ary  P. B rinson , B rian  D. S inger, an d  G ilb ert L. Beebow er, "D e te rm in an ts  o f portfolio 
perfo rm ance II: A n update,"  F in a n cia l A n a lys ts  Jo u rn a l, M ay -Ju n e  1991.
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T h e  F u n d ' d  d o m e s t i c  e q u i t y  m a n a g e r s  a l s o  h a v e  s i m i l a r  c o n t r o l  o v e r  t h e  a s s e t  a l l o c a t i o n  
d e c i s i o n .  C u r r e n t l y ,  t h e  p e r f o r m a n c e  o f  e a c h  d o m e s t i c  e q u i t y  m a n a g e r  i s  e v a l u a t e d  b y  
u s i n g  a  b e n c h m a r k  p o r t f o l i o  t h a t  c o n s i s t s  o f  8 0  p e r c e n t  l a r g e  c a p i t a l i z a t i o n  e q u i t i e s  a n d  
2 0  p e r c e n t  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  e q u i t i e s .  T h e  e q u i t y  m a n a g e r s ,  h o w e v e r ,  a r e  n o t  
s p e c i f i c a l l y  r e q u i r e d  t o  i n v e s t  8 0  p e r c e n t  o f  t h e i r  F u n d  a l l o c a t i o n  i n  l a r g e  c a p i t a l i z a t i o n  
s t o c k s  a n d  2 0  p e r c e n t  i n  m i d  a n d  s m a l l  c a p i t a l i z a t i o n  s t o c k s .  A  m a n a g e r  c o u l d  a l t e r n a t e  
b e t w e e n  l a r g e  c a p  a n d  m i d  a n d  s m a l l  c a p  s t o c k s ,  a n d  s t i l l  average a n  8 0  p e r c e n t  l a r g e  
c a p  a n d  2 0  p e r c e n t  m i d  a n d  s m a l l  c a p  i n v e s t m e n t .  T h i s  m a n a g e r  c o u l d  p o t e n t i a l l y  b e  
100 p e r c e n t  i n v e s t e d  i n  l a r g e  c a p  s t o c k s  w h e n  t h e  r e t u r n  i n  t h e  m i d  a n d  s m a l l  c a p  
m a r k e t  i s  h i g h ,  a n d  v i c e - v e r s a .  A g a i n ,  t h i s  c a u s e s  t h e  o v e r a l l  e q u i t y  a l l o c a t i o n  o f  t h e  
F u n d  t o  c h a n g e  c o n t i n u o u s l y ,  a n d  s h i f t s  c o n t r o l  o f  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  t o  
i n d i v i d u a l  m a n a g e r s .  B e c a u s e  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  i s  s o  i m p o r t a n t  t o  t h e  o v e r a l l  
p e r f o r m a n c e  o f  t h e  F u n d ,  w e  f e e l  t h e  B o a r d  s h o u l d  s e t  s p e c i f i c  d o m e s t i c  e q u i t y  
a l l o c a t i o n s ,  a n d  s e l e c t  m a n a g e r s  w h o  s p e c i a l i z e  i n  e a c h  a s s e t  c l a s s .  T h i s  w i l l  e n s u r e  t h e  
m a x i m u m  e x p e c t e d  r e t u r n  f o r  t h e  F u n d ' s  e q u i t y  i n v e s t m e n t s .

Fixed Income Assets

C u r r e n t l y ,  t h e  F u n d ' s  f i x e d  i n c o m e  a s s e t s  a r e  p a s s i v e l y  m a n a g e d  i n - h o u s e  b y  t h e  F i m d ' s  
C h i e f  I n v e s t m e n t  O f f i c e r ,  a n d  a r e  g e n e r a l l y  t r e a t e d  a s  a  s i n g l e  a s s e t  c l a s s .  O u r  
a n a l y s i s ,  h o w e v e r ,  t r e a t s  t h e  f i x e d  i n c o m e  c a t e g o r y  a s  f i v e  d i s t i n c t  a s s e t  c l a s s e s ,  b e c a u s e  
e a c h  c o n t r i b u t e s  u n i q u e  b e n e f i t s  t o  t h e  o v e r a l l  p o r t f o l i o .  T r e a s u r y  b i l l s ,  f o r  e x a m p l e ,  
p r o v i d e  m o r e  l i q u i d i t y  t h a n  t h e  o t h e r  a s s e t s ,  a n d  a r e ,  c o n s e q u e n t l y ,  t h e  l e a s t  r i s k y .
A l s o ,  m o r t g a g e - b a c k e d  s e c u r i t i e s  p e r f o r m  d i f f e r e n t l y  f r o m  g o v e r n m e n t  o r  c o r p o r a t e  
b o n d s .  F o r  t h i s  r e a s o n ,  e a c h  f i x e d  i n c o m e  a s s e t  c l a s s  m u s t  b e  c o n s i d e r e d  s e p a r a t e l y  i n  
t h e  a s s e t  a l l o c a t i o n  d e c i s i o n .

C u r r e n t l y ,  t h e  B o a r d  t r e a t s  a l l  f i x e d  i n c o m e  a s s e t s  a s  a  s i n g l e  a s s e t  c l a s s  a n d  p r o v i d e s  
o n l y  a  b r o a d  a l l o c a t i o n  d i r e c t i v e .  T h i s  e s s e n t i a l l y  s h i f t s  t h e  a s s e t  a l l o c a t i o n  d e c i s i o n  t o  
t h e  f i x e d  i n c o m e  m a n a g e r .  W h i l e  t h e  c u r r e n t  a l l o c a t i o n  a c r o s s  f i x e d  i n c o m e  a s s e t s  m a y  
b e  a p p r o p r i a t e  w h e n  v i e w e d  i n  i s o l a t i o n ,  t h a t  s a m e  a l l o c a t i o n  m a y  b e  i n a p p r o p r i a t e  
w h e n  v i e w e d  i n  t h e  c o n t e x t  o f  t h e  o v e r a l l  p o r t f o l i o .  T h e  B o a r d  h a s  a  c o m p r e h e n s i v e  
p e r s p e c t i v e  o n  t h e  F u n d  a n d ,  a s  s u c h ,  s h o u l d  d e t e r m i n e  t h e  F u n d  a l l o c a t i o n  t o  e a c h  
a s s e t  c l a s s .  F o r  t h i s  r e a s o n ,  w e  s u g g e s t  t h a t  t h e  B o a r d  s e t  s p e c i f i c  t a r g e t  a l l o c a t i o n s  f o r  
f i x e d  i n c o m e  a s s e t  c l a s s e s .  I n  t h i s  w a y ,  t h e  B o a r d  m a i n t a i n s  c o n t r o l  o v e r  t h e  F u n d ' s  
a s s e t  a l l o c a t i o n  a n d  e n s u r e s  m a x i m u m  o v e r a l l  F u n d  p e r f o r m a n c e .

P r i o r  t o  b e g i n n i n g  o u r  s t u d y ,  s e v e r a l  B o a r d  m e m b e r s  a n d  s e n a t o r s  v o i c e d  c o n c e r n  o v e r  
t h e  F u n d  h a v i n g  o n l y  o n e  m a n a g e r  f o r  t h e  e n t i r e  f i x e d  i n c o m e  p o r t f o l i o .  W e  f e e l  t h a t  a  
s i n g l e ,  c a p a b l e  m a n a g e r ,  s u c h  a s  t h e  c u r r e n t  m a n a g e r ,  c a n  m a n a g e  a  l a r g e ,  p a s s i v e  f i x e d  
i n c o m e  p o r t f o l i o  w i t h  f e w  p r o b l e m s ,  a s  l o n g  a s  t h a t  p o r t f o l i o  h a s  o n l y  a  s m a l l  a l l o c a t i o n  
t o  m o r t g a g e - b a c k e d  s e c u r i t i e s ,  H o w e v e r ,  i f  a  l a r g e r  p r o p o r t i o n  o f  f u n d s  w a s  i n v e s t e d  i n
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m o r t g a g e - b a c k e d  s e c u r i t i e s  ( a s  i s  o u r  r e c o m m e n d a t i o n ) ,  i t  m a y  b e  r e q u i r e d  t o  h i r e  
a d d i t i o n a l  s t a f f .  T h i s  i s  b e c a u s e  m o r t g a g e - b a c k e d  s e c u r i t i e s  a r e  m o r e  c o m p l e x  t o  
a n a l y z e ,  a n d  t h e  h o l d e r s  o f  m o r t g a g e  s e c u r i t i e s  c o n t i n u a l l y  r e c e i v e  p r i n c i p a l  a n d  i n t e r e s t  
p a y m e n t s  w h i c h  m u s t  b e  a c c u r a t e l y  r e c o r d e d .  A l l  o u r  r e c o m m e n d e d  p o r t f o l i o s  c o n t a i n  
s u b s t a n t i a l  a l l o c a t i o n s  t o  m o r t g a g e - b a c k e d  s e c u r i t i e s .  C o n s e q u e n t l y ,  w e  s u g g e s t  t h a t  t h e  
B o a r d  h i r e  a n  o u t s i d e  m a n a g e r  t o  m a n a g e  t h e  m o r t g a g e  p o r t f o l i o ,  o r ,  a t  t h e  v e r y  l e a s t ,  
h i r e  a d d i t i o n a l  s u p p o r t  s t a f f .

Conclusion

A l t h o u g h  t h e  P e r m a n e n t  F u n d  h a s  a n  e x c e l l e n t  p e r f o r m a n c e  h i s t o r y ,  t h e  F u n d  f a c e s  n e w  
a n d  u n c e r t a i n  i n v e s t m e n t  c h a l l e n g e s  i n  t h e  c o m i n g  y e a r s .  T h e  B o a r d ,  r e a l i z i n g  t h e  
i m p o r t a n c e  o f  a s s e t  a l l o c a t i o n  t o  o v e i  a l l  F u n d  p e r f o r m a n c e ,  h a s  c r e a t e d  a  t a r g e t  
a l l o c a t i o n  t o  m e e t  t h o s e  c h a l l e n g e s .  H o w e v e r ,  a s  o u r  a n a l y s i s  r e v e a l s ,  t h e  B o a r d  c a n  
i m p l e m e n t  a  b e t t e r  a l l o c a t i o n  f o r  t h e  F u n d ,  o n e  t h a t  h a s  h i g h e r  e x p e c t e d  r e t u r n  a n d  l e s s  
r i s k  t h a n  t h e  F u n d ' s  t a r g e t  p o r t f o l i o .  A l s o ,  t h e  B o a r d  c a n  i m p l e m e n t  a  n e w  i n v e s t i n g  
p o l i c y ,  o n e  e m p h a s i z i n g  a n  a d h e r e n c e  t o  t h e  c h o s e n  a l l o c a t i o n .  B y  d o i n g  s o ,  t h e  B o a r d  
w i l l  h e l p  e n s u r e  t h e  m a x i m u m  e x p e c t e d  p e r f o r m a n c e  o f  t h e  F u n d  o v e r  t h e  l o n g - t e r m  
i n v e s t m e n t  h o r i z o n ,  t h e r e b y  p r o v i d i n g  h e  h i g h e s t  p o s s i b l e  i n c o m e  t o  t h e  S t a t e ' s  c i t i z e n s  
a n d  f u l f i l l i n g  i t s  o b l i g a t i o n  t o  t h o s e  c i t i z e n s .



4

A p p e n d i x  A :  B e n c h m a r k s

Asset C la s s

U.S. Large C ap ita liz a t io n  E q u ity  

U.S. M id/Small C ap ita liza t io n  E q u ity

Canada E q u ity  

Europe E q u ity

P a c ific  E q u ity  

Em erg ing  M arke tn  E q u ity  

C asa

U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y

B enchm ark  D esc rip tio n

S&P 500: A market capitalization-weighted index 
o f 500 o f the largest stocks o f companies domiciled 
in the United States.

R u sse ll 2000 In dex : A market capitalization- 
weighted index o f the stocks o f the bottom two 
thirds o f the largest 3,000 publicly traded 
companies domiciled in the United States.

M organ  S tan le y  C ap ita l In te rn a t io n a l Canada 
To ta l R e tu rn  In dex : A market capitalization- 
weighted index o f S I large Canadian stocks.

M organ  S tan le y  C ap ita l In te rn a t io n a l Europe 
T o ta l R e tu rn  In dex : A market capitalization- 
weighted index o f large stocks from Austria, 
Belgium, Denmark, Finland, France, Germany, 
Ire land , Ita ly , Netherlands, Norway, Spain,
Sweden, Sw itzerland, and the United Kingdom.

M organ  S tan le y  C ap ita l In te rn a t io n a l P a c if ic  
T o ta l R e tu rn  In dex : A market capitalization- 
weighted index o f large stocks from Austra lia, Hong 
Kong, Japan, Malaysia, New Zealand, and 
Singapore.

IFC  Em erg in g  M a rke t Composite In dex : A
broad-based, m arket capitalization-weighted index 
o f stocks listed in countries with a per capita GDP 
below an annually-disclosed figure. Curren tly , 20 
countries are represented in the Composite index.

U.S. 90-Day T re a su ry  B ills :  Published by 
Salomon B rothers in International Bond and Money 
Market Performance.
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IT  Govt/Corp Bonds

LT Govt/Corp Bonds

Mortgage-Backed S e cu r it ie s

Non-U.S. Bonds

R ea l E sta te

Lehman B ro th e rs In term ed ia te-Term  
Government/Corporate Bond To ta l R e tu rn  
In dex : A portfolio o f U .S. government issues 
(>$100 million par value) and investment grade 
corporate debt (>$50 m illion par value) with an 
average m aturity o f 4.42 years as o f November 29, 
1993.

Lehman B ro th e rs Government/Corporate 
Bond To ta l R e tu rn  In dex : A portfolio o f U .S. 
government issues (>$100 m illion par value) and 
investment grade corporate debt (>$50 m illion par 
value) with an average m aturity o f 10.81 years as 
o f November 29, 1993.

Lehman B ro th e rs M ortgage-Backed S e cu r it ie s  
T o ta l R e tu rn  In dex : An index o f a ll fixed-rate 
securities backed by mortgage pools o f the 
Government National Mortgage Association 
(GNMA), Federal Home Loan Mortgage 
Corporation (FHLM C), and the Federal National 
Mortgage Association (FNMA). The index has an 
average maturity o f 5.39 years.

Salomon B ro th e rs Non-U.S. 1+ Bond In dex : A
market capitalization-weighted index o f bonds from 
Australia, Canada, Germany, Japan, Netherlands, 
Switzerland, and the United Kingdom with one 
year or more to m aturity. The average m aturity o f 
bonds in the index is 6.95 years.

W ilsh ire  R ea l E s ta te  S e cu r it ie s  T o ta l R e tu rn  
In dex : A m arket capitalization-weighted index o f 
approximately 85 rea l estate investment trust and 
rea l estate operating companies.
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A p p e n d i x  B :  F o r e c a s t s  U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y  

Forecasts o f Expected Return  and S tandard  Deviation

Asset Class
Expected
Return

Standard
Deviation

U.S. Large Cap Stocks 13.56 20.61

U.S. Mid/Small Cap 
Stocks

18.03 32.95

Canada Stocks 13.73 24.64

Europe Stocks 13.98 22.69

Pacific Stocks 15.11 28.24

Emerging Market Stocks 21.38 47.00

Real Estate 9.90 13.63

Cash 4.61 2.73

IT Govt/Corp Bonds 5.89 4.10
LT Govt/Corp Bonds 6.37 7.22

Mortgage-Backed
Securities

7.45 9.28

Non-U.S. Gcvt Bonds 6.01 14.75




