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

~ Senate Bill 170glaﬁes Into statute the concept of "real earnings™ and
applies that concept to the provisions for the uses of Permanent Fnd

earnings.

CONCEPT OF REAL EARNINGS:

There are several ways in which income of a fund can be cajculated.
"When an CEilS|€1i I’GCG}JP’[S ar? XOU te(p without I’Ggf&ll'(fl (0] [&]e erfects 0 Iﬂf?@th :
the garnings are oren re E‘Bre {0 %S "nominal earpings.” [N CONtrast, 'rea
€arnings re the amount yWhIC nomlnaT earnings exceea In ation.

_qu_anx lo 9—term reservation fa]‘und, and E)amcularl In times of
an sm%wﬂca tin atu%n, e goncepto rea earnmgs S extremely Important
to the ana?em?nto an en gwmen f¥n . Any endowment which'Is,
e5|%r5ed to [ast for a sustaine Hme must be concerned about its

eriod 0
Hrc ﬂng powgr and earnin rsower, IF ation tends to erode a fund: to.
oftset this"a fung must ﬁrow% nominal terms) at the same rate as Inflation

t to preserve its purchiasing or earming power. In this context, a fund can
J?Lfa?rgaﬁrﬁ/ggo pay Out earnmas WHIC a1t excess o% the rate 0 |nrrlat|on —

APPROPRIATENESS FOR THE PERMANENT FUND:
| believe that tqe voters, in establishing the Permanent Fund, intended

for the Fund to be truly permanent |n the sende that Its purchasing power and
earn_|n§ power should %ﬁ be eroded over time._In this Context a%egl

earninds approach is most appropyiate for the Permanent Fund _ The onl
earings V\ﬁﬁcﬂ snoulg] bep tpon%e tab?e gor use eacﬂ year are the reacli y
earnings.
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ggnsor Statement

In congrast, under present statutes all of the pominal €arNINQS are
on the table {ora ropri Pon eac ear lr fét re then a“?)%ates tr?
earnings to VIQ ds Inflation-proofi 8 and teearnr ga reserve account.
Wit r] /0.the Inflation-progfin be automatic and the Legrs fure
wou rovide for the allocation™o rea earnings between the dividends and
the earnings reserve account.

EFFECT ON PERMANENT FUND EARNINGS RESERVE:

Srnc there wo Id be o further need to re 3erve earnr%s for |anat|o
roofin e re% |re the Permanent Fund Earnings Reserve (PFER) is
ot Igff eat, | wou owever be a.reason t retalrr some amoPnt In
cover avera mg eprovrsrons such as t ?e}/ rue on
|vrdends regardle F wheth real earnings concept is used. B 1/0is
|ent on the fSsue of the PFER and does not reqiire any change from present

ER policy.

the

EFFECT ON DIVIDENDS:

The bill leaves untoucped the underlyi HP formu a rcalculatrgn of
aldens However, since the earnin son cth d\Y nds are hase
earnings rather t"gan ominal earnin er% e a Slower rate 0
—term ro?rvt IV egds angf c(? deatempora rop In the
nt tr r tot viden epending on the Permanent
ung sactua e ormance In the next f §V|V ehrs T ese }rans eri re shown

er avariety of earnings assumptions in"the attached financial forecasts.

OTHER CHANGES:

e additional change, although minor, is that the effect of inflation
on the?u III be calcu aPed Lésrn gre average annua ba? ce o[ ﬂe Fund
t te grr] h0 tteey gaerrmanent Fund’ gresent practice of using the balance as of
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SUMMARY;
The overall effect of SB TOwWill be that the Permanent Fund will be
made more permanent espon of |nflation- rProoﬂn will

catlng ami s Ed nlnas WI

ective O? the act econ mIC earl %?
amount

remove fro teannuaP
mor rea listic, as they ﬁec e

ﬁwever the'e to nVﬁrtm %a real earn|n

annual allqcation process will also low

ropriation each vear, eresult | be etter pro ect| Fun zi\nd
a (—l\g [ representation to the State of the maximu amount |c properly
could be used each year.
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Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM

DATE:  March 22, 1993
TO:  Senator Steve Reiger

FROM: Jim Kell?]/ o ,
Research  Liaison Officer

SUBJECT: Analysis of Senate Bill No. 170

Attached are four financial projections prepared by the Alaska Permanent
Fund Corporation at your request. Also enclosed s a copy of the
population projections Used to calculate per capifa dividends. Note: The
model takes the July 1population numbers (with a one-year lag. to allow
for the one-year residency requirement), then multiplies b¥ 0% based on
1992 actual”experience) éo arrjve at an approximation of future eligible
Permanent Fund dividend applicants.

Financial Projection #1: This is the status, quo case as of February 28%
1993 It provides the henchmark against which to compare and contras
any changes to current law.

Financial Projection #2: As proposed in SB 170, this projection makes
the foIIowmg char]ges 0 the status %UO' gl?:mfl t|on—|oroof|nr9 IS treated as
a return of tapital™to the principal of the Fund and [s 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 9396 in which net_income IS vred
S Icna%% gltegf real Income for the years in which real income was not
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Financial Projection #3: This is the same as the status quo case except
this Rr_o;ecﬂon assumes for all years after fiscal 1993 that the rate of
return is eight percent, and the rate ofinflation is four percent.

Financ'hal Projection #4: Th#'s IS the same as ,inaﬁncial Projection #2
exce?tt 1S p,rog] ction assumes for all years after fiscal 1993 that the rate
ofreturn is eight percent, and the rate of inflation is four percent.

For Your Informatjon: 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
Eregarau n of each %rolje_cuon are listed at the bottom of each projection
heet, and explained herein.

It is_the Corporation's gpllcy to use conseyvative assumptions wherever
ossible. Thus, the Fund's long-term rate of return IS projected to, averagle
hree percent per year after inflatjon; long-term inflation is prcc)ﬂec_ted 0
average_six -percent per year; and the asSumptions for future dedicated
State "ol revenues are taken_from the Department 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 Department of Labor's “Population Projections"” dated

November 1991
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FY Begin
Balance
0

54

139

483
1,769
2,969
4,021
4,838
5741
6,281
7,864
3,585
9,173
9,894
10,888

11,703

12,365
13,184
14,046
14,963
15,908
17,128
18,407
19.744
21,144
22,616
24,161
25,727
27,163
28,649
30,193
31,801
33.478

Appro-
priations

900
800
400
300
300

1,264 "

Dedicated

State

Revenues*

54

84
344
385
400
421
366
3u8
323
170
418
228
267
435
338

300

252
257
272
260
250
237
219
203
192
178
165
140
132
117
107
97
89

Cumulative totals Promoted
IForFV 1993-2010:

rm.

REALIZED RATE OF RETURN ASSUMPTIONS:

FY94-97;
FY 98 *2010;

3,477

Nominal

"8.79%

810%
0.00%

DONS
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Alaska Permanent Fund Corporation

Inflation-
Proofing

231
151
235
216
148
303
380
454
559
477

361

605

644

685

970
1,042
1,118
1,197
1,280
13GB
1,401
1,287
1,355
1,427
1,501
1,578
1,659

20,044

Inflation

1w
4.50%
6.00%

FINANCIAL PROJECTIONS
(in millions)

as of February 28,1993

GROWTH OF FUND PRINCIPAL

FY End Proofing
Shortfall

Balance
54

139
483
1,769
2,969
4,021
4,838
5,741
6,281
7,864
8,585
9,173
9,894
10,888
11,703

12,365

13,184
14,046
14,963
15,908
17,128
10,407
19,744
21,144
22,616
24,131
25,727
27,163
28,649
30,193
31,601
33,476
35,224

Raal
T78%

3.60%

3.00%

Inflation-

58
260
283
300
317
336
355

1,914

Net
Income
2
R
32
150
368
471
530
658
1,021
1,069
769
868
916
1,030
1,036

1,129

1,129
1,200
1,274
1,353
1,602
1711
1,823
1,930
2,058
2,177
2,302
2,432
2,566
2,706
2,851
3,002
3,159

36,406

USE OF FUND

D istributions

Dividends

12

28

71
108
175
217
303
391
424
460
487
489
488

523

550
580
606
639
689
750
815
885
959
1,019
1,081
1,145
1211
1,279
1,350
1,423
1,500

17,001

Inflation-
Proofing

231
151
235
216
148
303
360
454
559
477

361

568

605

644

685

970
1,042
1,118
1,197
1,280
1,368
1,401
1,287
1,355
1,427
1,501
1,578
1,559

' 20,044

General
Fund

1

7

12

20

71

110

g o~ N~

P. 04

INCOME
Reserves
Add FY End

(Delete) Balance
59 59
185 244
110 354
203 557
206 763
501 1,264
529 529
62 591
44 635
(30) 60S
(24) 581
64 645
240 885
n 896
15 910
24 935
29 964
(56) 908
(81) 827
(110) 717
(144) 573
(183) 390
(210) 180
(180)

' Department ol Revenue Spring 1993 Low-Case Revenui | oracait.
* Earnings reserve appropriated to Fund principal by Ihe Legislature July 1, 1987.

"** Based on capital mariret assumptions adopted by (he Tru6lees in March 1992.
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of February 2B, 1993

<My GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
fa Dedicatad Inflation- Distributions Reserves
FYBegin  Appro- Slate inflalion- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
jfl FY  Balance priations Revenues* Proofing  Balance Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance
«] T 0 4 L7 2 1
8i 19 A 84 139 8 7
Pj & 139 344 483 R 12 12
H 8 483 900 385 1,769 150 28 28 39 sa
flj & 1,769 800 400 2,969 368 7t $1,000.00 71 185 244
~s2 2,969 400 21 231 4,021 471 21 108  $386.15 110 110 354
H & 4,021 300 366 151 4,638 530 151 175 $33129 203 557
v 5 4,938 300 368 235 5741 658 235 217 $404.00 208 763
S 5741 323 21B 6,281 1021 216 303  $556.26 501 1,264
3 6,281 1,264 " 170 148 7,864 1,069 148 1 $708,19 529 529
[u 7,864 418 303 8,585 789 303 424 $826,93 62 501
zj "® 8,585 228 360 9,173 8638 360 480  $873.16 4 44 635
ricj lo 9173 267 454 9,894 916 454 487  $952.63 4 (30) 605
a 98% 435 559 10,888 1,030 559 489  $931.34 4 (24) 531
SQ R 10.888 338 477 11,703 1,036 477 438  $91584 5 64 645
rjl 93 11,703 300 361 12,365 1,129 361 485 $861.00 5 278 923
IT 12,365 252 568 13,184 1,132 568 491 $850.00 74 9%
13184 257 605 14,046 1.208 605 458  $771.00 145 1141
oe 14,048 272 644 14,983 1,294 644 416  $681.00 21 1X72
14,963 260 685 15,908 1,390 685 383  $604XQ 322 1,694
15,308 250 970 17,128 1671 970 338 $514.00 363 2,057
17,128 237 1,042 18,407 1,819 1,042 361  $637.00 417 2473
18,407 29 1,118 19,744 1,978 1118 388  $566.00 473 2,943
19,744 203 1,197 21,144 2,143 1,197 420 $601.00 532 3478
21,144 192 1,280 22,616 2,329 1,280 456  S641.00 594 4071
22,616 178 1,368 24,161 2,523 1,368 503  $607.00 652 4724
24,161 165 1,460 25,785 2,730 1,460 555  $755.00 715 5439
25,785 149 1,556 27,490 2,950 1,556 611  $016.00 782 6221
27,490 132 1,657 29,279 3,183 1,857 672  $388.00 854 7,076
29,279 117 1,764 31,160 3432 ,, 764 736 $957.00 31 8,007
M i 31,160 107 1,876 33,143 3,696 1,876 806 $1,032410 1014 921
33,143 97 1,994 35,234 3978 1,994 831 $1,111X0 1,103 10124
mm 35,234 89 2.119 37,443 4,279 2119 962 $1,198X0 1198 11322
H Cumulative Totals Projsetad
m [For FY 1993- 2010: 3,477 22.263 o 42.B69 22463 99241 $14,079 5
REALIZED RATE OF RETURN ASSUMPTIONS; ' Department ot Revonuo Spring 1993 Lnw-Case Revenue Forecast
"* Eamlngs rowrvo appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real *" Based on capital marital assumptions adopted trythe Trustees in March 1992.
rms------—-- 8,70% 3.01% 5.78% —Dmemmmeneen
FY 9497 8.10% 4.50% 3.60%

FY98-2010: 9.00% 0.00% *00% SENATE BILL NO. 170

BoowvwonrwnroB88988R 8B SRSSBIRRXIBRIII L
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of February 28,1993

GROWTH OF FUND PRINCIPAL

Dedicated
FY Begin Appro- State Inflation-
FYI Balance prlatlona Revenues* Proofing
78 0 54 54
73 54 B4 139
80 139 344 483
a 483 900 385 1,769
& 1,769 800 400 2,969
3 2.969 400 421 231 4,021
84 4,021 300 366 151 4,838
35 4,838 300 368 235 5,741
86 5741 323 216 6,281
"87 6,281 1,264 "' 170 148 7,864
J k7864 418 303 8,585
8,585 228 360 9,173
90 9,173 267 454 9,894
a 9,894 435 559 10,888
R 10,388 338 477 11,703
93 11,703 300 361 12,365
12,365 252 505 13,121
13,121 257 535 13,913
13,913 272 567 14,753
14,753 260 601 15,614
15,614 250 635 16,498
16,498 237 669 17,405
17,405 219 705 18,329
18,329 203 741 19,274
19,274 192 779 20,244
20,244 176 817 21,239
21,239 165 656 22,260
22,260 149 896 23,305
23,305 132 938 24,374
24,374 117 980 25,471
25471 107 1,023 26,601
26,601 97 1,068 27,766
27,766 69 1,114 28,969
Cumulative Totals Projected
For FY 1993-2010: 3,477 13,789
REALIZED RATE OF RETURN ASSUMPTIONS:
Nominal Inflation Real
m r -~ am - 3.0i%— H f
FY 94« 97: 800% 4.00% 4.00%
FY 98-2010: 8.00% 4.00% 4.00%

FY End Proofing
Balance Shortfall

FAX NO. 9074632565 P. 06
N
USE OF FUND INCOME
D istributions Reserves
Net Inflation- General Add FYEnd
Income  Dividends Proofing Fund (Delete) Balance
2 1
3 7
32 12 12
150 28 28 59 59
368 71 71 185 244
471 108 231 110 110 354
530 175 151 203 557
658 217 235 206 763
1,021 303 216 501 1,264 M
1,069 391 148 529 529
789 424 303 62 591
8GB 460 360 4 44 635
916 487 454 4 (30) 605
1,030 489 559 4 (24) 591
1.036 489 477 S 64 645
1,129 323 361 5 240 865
1,116 549 505 61 946
1,183 577 535 71 1,017
1,256 600 567 88 1,105
1,332 632 601 100 1,205
1,412 661 635 116 1,321
1,495 701 669 124 1,446
1,580 743 705 132 1,578
1,667 786 741 140 1,718
1,757 831 779 148 1,866
1,850 87/ 817 156 2,022
1,945 924 856 165 2,187
2,044 973 896 175 2,362
2,144 1,023 936 184 2,546
2,248 1,074 980 194 2,740
2,355 1,127 1,023 205 2,545
2,466 1,182 1,068 216 3,161
2,581 1,239 1,114 228 3,390
31,560 15,021 13,789 5

*Department of Revenue Spring 1993 Low-Casa Revenue Forecast.

MNREEBBISRTRBIBRSII X

ml—‘
w

BBILER

l

~Awn Yo

"1

"1
10

«* Earnings rosorvo appropriated lo Fund principal by the Legislature July 1,128/.

STATUS QUO BUT ASSUMES AN 8% RATE OF RETURN
AND A 4% RATE OF INFLATION FOR ALL FISCAL YEARS AFTERFY S|
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Alaska Permanent Fund Corporation

financial projections
(in millions)

as of February 28,1993

o

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FYBegin  Appro* State Inflation- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
Fy Balance orialions Revenues' Proofing Balanca Shortfall Income Proofing Dividends Dividends Fund (Delate) Balanca FY
78 0 54 54 2 1 76
I 5 84 133 8 7 79
80 139 344 483 32 12 12 80
8L 483 900 385 1,769 150 28 28 59 5% 8
82 1,769 800 400 2,969 368 71 31,000.00 71 185 244 8
8 2.969 400 421 21 4,021 471 231 108 $266.15 110 110 3B 8
84 4,021 300 368 151 4,838 530 151 175 833109 703 57 84
as 4,838 300 368 235 5,741 658 235 217  $404.00 206 763 85
A 5741 323 216 6,281 1,021 216 303  $556.26 501 1264 " 86
6,281 1,264 " 170 148 7,864 1,069 148 391 $700.19 529 529 8
Q 7,864 418 303 8,585 789 303 424 $826.93 62 501 &
89 8,685 22b 360 9173 88 360 40  $873.16 4 44 635 &
Q0 9,173 267 454 9,89 916 454 487  $952.63 4 (30) 605 D
of 9,894 435 559 10,988 1,030 559 489  $931,34 4 (24) 58 9
R 10,588 338 477 11,703 1.036 477 488  $915.64 5 64 645 R
93 11,703 300 361 12,365 1,129 361 485 $861.00 5 278 923 93
A 12,365 252 505 13121 1,118 505 496  $859.00 117 1,040 %
9% 13121 257 535 13,013 1,101 535 469  $790.00 187 1227 %
8? 12,913 272 567 14,753 1,273 567 <35 $710.00 21 1498 %
97 14,753 260 601 15,614 1,365 601 406  $643.00 359 185 97
68 15,614 250 635 16,498 1,446 635 375 $575.00 <57 2013 0B
*¢] 16,498 237 669 17,405 1578 669 406  $611.00 502 2615 9
~0 17,405 219 705 18,329 1,694 705 41 $651.00 548 3063 0
1 18,329 203 741 19,274 1,816 741 460  $694.00 505 399 1
2 19,274 197. 779 20,244 1,944 779 522  $741/0 844 4,602 3
a 20244 178 817 21,239 2,078 817 567  $79100 694 5006 3
4 21,239 165 856 22,260 2,218 856 615  $84200 748 6,044 4
5 22080 149 8% 23,305 2,365 8% 666  $89500 804 6048 5
if 23005 132 938 24,374 2,518 838 718  $951.00 83 7,710 6
- 24,374 117 980 25471 2,679 980 774 $1,008.00 925 8635 f
a 25471 107 1,023 26,601 2,847 1,023 833 $1,06800 991 9628 ' a
9 26,601 97 1,068 27,766 3,023 1,068 895 $1,130.00 1,060 10,686 9
10 27,765 89 1,114 28.969 3,208 1,114 961 $1,195.00 1133 11018 10
Cumulative Totals Projected
For FY 1993 - 2010: 3,477 13,789 35,509 13.789 10,541 S15,015 5
REALIZED RATE OF RETURN ASSUMPTIONS: Dgartet qRea1eSrry19BLo/ CeaRanaLe Faeest
" Earnings reserve appropriated to Fund principal by the Legislator* July 1,1007.
Nominal Inflation Real
tm 1 8.79% 3.01% 4.76%
FY94-97: 8.00% 4.00% 4.00% StuATE BILL NO. 170, BUT ASSUMES AN «% RATE OF RETURN AND

FY 98 - 2010: 8.00% 4.00% 4.00% A4% RATE OF INFLATION FOR ALL FISCAL YEARS AFfER FY M.



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of November 30.1993

GROWTH OF FUND PRE'JCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributioiife Reserves
FY Begin  Appro- State Inflation- EYEnd Proofing list Inflation- Per Capila General Add  FYEnd
Fy Balance priations Revenues’ Proofing Balance Shortfall Income Proofing Dividends Dividends Fund (Delete) Bnlanco FY
78 0 54 54 2 1 78
79 54 84 139 8 7 79
80 139 — 344 483 32 12 12 60
Jv 423 900 385 1,769 150 28 28 59 59 8P
32 1,769 800 400 2,959 368 71 91,000.00 It 185 244 62
03 2.83S 400 421 231 4,021 471 231 108  5380.15 110 110 354 83
84 4,021 300 366 161 4,838 530 151 175  $331.29 203 557 84
65 4,836 300 358 235 5,741 658 235 217 9404.00 206 763 85
66 5741 323 216 6,281 1,021 216 303  9556.26 501 1.260 ** 86
87 6,281 1,784 - 170 148 7,64 1.039 146 391 9708.19 529 529 87
88i 7,864 418 303 8,585 76S 303 424 9826.93 62 591 881
69 8,535 228 360 S,173 868 360 450 9873.16 4 14 635 89
90 9,175 267 454 9,934 916 454 437  9952.63 4 (30) 605 50
01 9.654 435 559 10,888 1,030 559 489  $931.34 4 (24) 681 91
62 10,556 336 477 11,703 1,036 477 488  9915.84 5 64 645 92
93 11,703 5« 315 382 12,385 1,226 302 522  9949.48 5 320 565 93
94 12,385 5 209 376 12,975 1,051 376 553 S964.00 5 122 1,087 9%
65 12.975 6 209 520 13,770 1,702 s*o 581  9985.00 585 1,087 05
9% 13,720 9 214 558 14,500 1,792 £53 602 $1,002.00 623 1,087 95
| f 14,500 10 221 529 15,320 I 1,606 589 629 $1,022.00 658 1.067 57
iL 15,320 10 230 622 16,183 1,995 622 544 51,022.00 709 1.087 96
16,133 11 222 657 17,073 2,069 657 663 91,060.00 738 1.087 99
0 17,073 12 204 692 17,980 2,184 652 717 91,089.00 774 1.087 0
i 17,980 13 169 727 16,999 2,302 727 753 91,117.00 809 1.087 1
2 18,905 14 177 764 18,864 2,413 764 790 $1,147.00 646 1,087 2
3 19.664 15 165 802 20,846 2,577 9G2 826 $1,176.00 883 1.067 3
4 20.845 16 155 641 21.656 2,4« 841 857 91,208.00 921 1,067 4
“1 21.655 17 139 881 22,892 2,765 861 807 91,239.00 9G0 1,087 5
~6 22.802 16 126 922 23,958 2,5e9 922 948 $1,772.00 1,001 1,087 6
7 23,956 20 115 984 25,056 3,016 964 991 S1,305.00 1,04? 1.007 7
25,056 21 106 1.007 26.191 3,146 1,007 1.034 91,338,00 1.085 1,087 8'
_9i 26,191 23 96 1,052 27,363 3,263 1,052 1,076 91,372.00 1,129 1,087 9
Ha 27.363 24 90 1.059 23,577 3.424 1.059 1.125 91,408.00 1.175 1,027 10
Cumulative Totals Projected
For FY 1904 -2010: 2.777 13,079 41,120 13.079 13.726 S19.732 13.944
REALIZED RATE OPRETURN ASSUMPTIONS™® Opj°ST.en! 0" Scevermv Rt 1533 Lov.*Gass?Haveoue Fages”.
" Eai.v.js ;eservt apptopniilM "acu:.d pf;0C;pat Oy Ih» Legislature Jjly 1 196:
Nomira! ifHIN _RGi Vant*eredp nc.pai Ic~ eaming* retfrve aeecu.n per AS 37 12 145,3;
0 9l “ « t5%T " 3’ cjjsta r.d'Kei a*',vfn;:.*ns anvpiei oy 'ne Trustee: in Apr* 1993
FY 95 «98; x=< 1 35 aWwi. 7n SCNATt Eli,' “70, RUT ASSUMES A 1*.32% HATE OF RETURN AND 4t, INFLATION

FY 95 -2010: 11.33V 733V AHLR FY 1994, AND A It REMAINING EARNINGS TO GENERAL fUNC



Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907) <165-2047

January 13, 1994

Senator Randy F.iillips

Legislative Budget & Audit Committee, Chairman
State Capitol Building, Room 103

Juneau, AK 99801-1182

Dear Senator Phillips:

Thank you for providing us with Ibbotson’s report on the asset allocation of the Alaska
Permanent Fund Corporation (APFC). We are pleased to provide this initial response
to the report. Communication on this issue will continue as the board commences its
annual review of APFC's asset allocation at the February 3 meeting in Juneau.

Since April 1993, the APFC has been involved with a significant portfolio restructuring
program under the direction of the Board of Trustees. Upon completion, the APFC will
place significantly less emphasis on passive investment and more on active
management of the equity securities portfolio. This program has been undertaken with
our investment consultant, Callan Associates, Inc. (Callan), providing
recommendations and advice at each step of the program. Once completed, a number
of the issues mentioned in the Ibbotson Associates Asset Allocation study will have

been addressed.
After reading the Ibbotson report, Callan made the following observations:

1. Recent performance has been good because the board and staff have done a good
job of adopting sound strategic allocation policies and employing good managers.

2. Movement toward current strategic targets at an accelerated pace may be
particularly important since much of the strong performance over the past several
years is attributable to extraordinary bond returns which are unlikely to continue
given the current low level of interest rates. Obviously, we all agree with this
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assessment and you, through significant funding of global portfolios in recent
months, have already essentially reached the strategic target allocations.

3. Diversification within the domestic equity portfolio could be improved with a
greater commitment to the small and mid-cap sector. Callan shares this view and
your staff recognizes the under-representation in this area and plans to address it
through the hiring of two small/mid-cap domestic equity managers in the first half

of 1994.

4. Diversification within the fixed-income portfolio could be improved with explicit
allocations to major segments such as mortgages. As discussed at length at our
recent meeting, the effects of statutory limitations on fixed-income management
must be carefully considered. The use of derivative securities, lower-rated bonds
and non-US$ denominated bonds are all influenced by current (statutory)
restrictions. In addition, managing liquidity to meet annual dividend requirements
is increasingly affecting the fixed-income portfolio. Nonetheless, broader
diversification of the fixed-income effort warrants further discussion and already
has been scheduled for the upcoming board meeting. As an aside, | was pleased to
see that Ibbotson recognized the fee savings and good performance that has been
achieved to date. Italso is important to note that at least over the past several years
an allocation to mortgages would have hindered performance.

5. Ibbotson's expected equity returns are extraordinarily high relative to the firm's
expected bond returns. While I sincerely hope that they are correct, the very large
premiums and the high absolute levels may result in an underestimation of near-
term risk associated with more aggressive strategies. Relatedly, we, staff and the
board have all acknowledged that heavier equity commitment would result in
greater expected returns over the long run but we all also recognize that shorter-
term consistency in returns is particularly important tq the Fund since the annual
dividend is potentially at issue. Finally, it is important to note that the "aggressive™
alternative suggested results in full utilization of the statutory equity maximum of
50%.

6. Ibbotson very clearly advises that the board control asset allocation at a more micro
level t an it has | the past. Specially, the study advises that the board set specific
allocations within the fixed-income and domestic equity areas and make extensive
use of specialists in the international area. The directions suggested are contrary to
the board's movement toward providing less restrictive guidelines to its managers,
particularly the global managers. 1 think that this is an important issue that already
has been discussed at length during 1993 and warrants continued close monitoring
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and review as we gain experience with the current structure. iMy current view is
that the board's basic asset allocation plan, while theoretically vulnerable to the
actions of the managers, will not be adversely affected. Each manager has indicated
that it is highly unlikely that they would make sudden dramatic shifts from domestic
to international portfolios. We, therefore, will be able to identify any potential
problem before it undermines the program. You are continuing to use some
specialists internationally and are planning to add specialists in domestic mid-cap
securities. In sum, Ibbotson's management structure comments are important and |
agree that the structure, particularly the domestic structure, should be on the board's
agenda for 1994.

The staff of the APFC agree with Callan's remarks. Should the Legislative Budget &
Audit Committee (LB&A) like to discuss in greater detail these conclusions, we
recommend that myself and a representative of Callan Associates, Inc. be invited to
appear before the Committee. The APFC would be pleased to make die necessary
arrangements.

We would like to express our appreciation for LB&A's efforts and those of Ibbotson in
conducting this review. Itis always helpful to receive more than one independent view
of this most important subject of asset allocation. In addition, we would be pleased to
have Ibbotson present their report to die Board of Trustees at its meeting on February 3,
1994 at the APFC offices in Juneau.

Sincerely,

Executive Director
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PERMANENT FUND PROJECTIONS:

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.



Alaska Permanent Fund Corporation

P.O. Box 25500 Juneau, Alaska 99802-5500
(907) 465-2047

MEMORANDUM

DATE:  January 20 194
TO: e Senator Steve Reiger

FROM: Jim KeIIP]/ N _
Research s Liaison Officer

SUBJECT: Analysis of Senate Bill 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 prO{_ectlons attached as part of this analysis as
well as a ccl)\Py of the population projections used to calculate per ca{ma
dividends. Note: The model takes the July 1population numbers (with a
one-year lag to allow for the onje%sar residency. requirementj—then
multiplies by 0 percent (Iba_sed on 19EP 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 passible outcomes of passage of SB 170

Four Variations on the Status Quo

Financial Proiection #1: This is the status quo case (with per capita
dividends) as of November 30, 1993 It é)rowdes the benchmark against
which to compare and contrast any changes to current law.

Financial Projection #2 This is the same as the status quo case.except
this projection “assumes for all years after fiscal 1994 that all income
&eerﬂg}r;\nlgu ﬁéter dividends and inflation-proofing is appropriated to the
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Financjal Projection #3. This is the same as the status quo case
(J%gnmal Projection #1) except the rate of return for all years after fiscal
IS 837 pércent and the inflation rate Is 4 percent.

Financial Projection #4: This is the same as Financial Projection #%J
that Is, the rate”of return for all years after fiscal 19941s 837 percent an
the inflation rate is 4 percent, but it also assumes that all income
remaining after dividends and inflation-proofing is appropriated to the

General Fund.

Four Variations on Senate Bill No. 170

Financial Projection #5: This is the_projection based on SB 170 as
written (assuming an effective date of July” 1 1994), which makes the
following char]?es to the status guo: (1) inflation-proofing is treated as a
return of capital to Fund. principal and Is gilven 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 %B-P in which net income Is used instead of real
Income for the yéars in which real income was not calculated.

Financial Projection #6. This is the same as Financial Projection #5'
exce?t that [ike Financial Projection #2 this projection assumes for al
years after fiscal 1994 that all income remaining after dividends and

inflation-proofing is appropriated to the General Fund.

Financial Projection #7:_ This is the same as Financial Projection #5,
except that like Financial Projection #3, this projection assumes that the
rafe of return for all nyears after fiscal IS 837 percent and the
Inflation rate is 4 perceri.

Financial Projection #8: This is the same as Financial Pro&tion Ho,
that is, SB 1/0with a rate of return for all years, after fiscal of 83/
percent and an inflation, rate of 4 percent, but it also assumes that all

Income remaining after dividends and inflation-proofing Is appropriated to
{he General Fund proofing Is approp
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For Your Information: These projections are based on a certain set of
basic assmnptiors; 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
Possmle. Thus, the Fund's long-term rate of return is projected to averagle
hree percent per year after inflation; long-term inflation is prgﬂec_ted 0
average six percerit per year; and the assumptions for future dedicated
State "oil revenues are taken from the Department 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 Department of Labor's “Population Projections™ dated

November 1991
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS.

(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL

| FY Begin
FY| Balance
78 0
79 54
80 139
3l 483
82 1,769
83 2,969
34 4,021
35 4,838
8G 5741
87 6,281
88 7,864
89 8,585
90 9,173
91 9,894
92 10,888
93 11.703
u 1235
95 12,975
93 13,717
97 14,493
98 15,308
99 16,166
0 17,375
1 18,633
2 19,961
3 21,351
4 22,812
5 24,348
6 25,962
7 27,658
8 29,445
9 31,320

=
o

FY 94::/

Cumulatie-Totals Projected’??
FOrEYIt994*20tD™ .-

FY95-98:"”

FYEnd
Balance
54

139
483
1,769
2,969
4,021
4,838
5,741
6281
7,864
8,585
9,173
9,894
10.888
11,703
12.385

1296

13,717
14,493
15,308
16,166
17,375
18,638
19,961
21251
22,812
24,348
25,962
27,658
29,445
31,320
32,972
34.696

Real
4.73%
4.37%
3.00%

Dedicated
Appro- State Inflation-
oriations  Revenues*  Proofing
54
84
344
900 385
800 400
400 421 231
300 366 151
300 368 235
323 216
1,264 170 148
418 303
228 360
267 454
435 559
338 477
5 ok 315 362
5 2 £r? 376
5 209 528
5 214 557
5 221 589
6 230 622
4 222 984
4 204 1,055
4 189 1,130
4 177 1209
5 165 1291
5 153 1378
5 139 1,470
5 126 1,566
5 115 1,667
5 106 1,763
5 98 1,549
6 90 1,629
1 _II V
'ETZZBMSSISav.. %
REALIZED RATE OF RETURN ASSUMPTIONS:
Nominal Inflation
7.71% 2.98%
8.37% 4.00%
9.00% 5.00%

FY99 - 2010L

Inflation-
Proofing Net
Shortfall Income
2
8
32
150
368
471
530
658
1,021
1,069
789
868
916
1,030
1,036
1226

10l

1,238

1,314

1,393

1,478

1,690

1,799

1,912

2,027

2,146

2269

2296

2228

2,665

10 2,808
336 2,956
355 3.112

02 34792

*Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings reserve appropnated to Fund principal by trie Legislature July 1,1907.

Per Capita  Inflation-
Dividends Dividends  Proofing
12
28
71 $1,000.00
108  S386.1S 231
175  $331.29 151
217  $404.00 235
303  $55626 216
391 5708.19 148
424 $826.93 303
460 $873.16 360
487  5952.63 454
489  $931.34 559
488  $915.84 477
532  $949.48 362
.. 563-396400, 3B
587 $1,001.00 528
517 51,028.00 557
654 $1,065.00 589
681 S1,084.00 622
747 $1,165.00 984
806 51230.00 1,055
869 $1297.00 1,130
935 $1,368.00 1,209
1,005 $1,441.00 1,291
1,066 $1,498.00 1,378
1,129 $1255.00 1,470
1,193 $1,614.00 1,566
1260 $1,675.00 1,667
1,330 $1,736.00 1,763
1,402 $1,799.00 1,549
1,477 $1,86@00 1.629
16,312i$23,:388\ 19350~

USE OF FUND

D istributions

INCOME

General
Fund

1

7

12

28

71

110

7RSI NN NN

Reserves

Add FYEnd
(Delete) Balance FY
78
79
80
59 59 31
185 244 82
110 354 83
203 557 84
206 763 85
501 1,264 ” 86
529 529 87
62 591 88
44 635 89
(30) 605 0
(24) 581 91
64 645 92
320 965 93
127 . 1092- A
*118 1,211 95
134 1,345 96
145 1,489 97
169 1,659 98
(44) 1,615 99
(66) 1,549 0
(91) 1,458 1
(121) 1,337 2
(155) 1,182 3
(180) 1,002 4
(207) 794 5
(236) 558 6
(267) 291 7
(291) 8
9
% 10

Transferred 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 QUOWTHPER CAPITA DIMDENDS
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL

FY Begin
3alance
0

54

139

483
1,769
2,969
4,021
4,838
5741
6,281
7,864
8,585
9,173
9,894
10,888
11,703

12,385

12,975
13,717
14,493
15,308
16,166
17,375
18,638
19,961
21,351
22,812
24,348
25,925
27,344
28321
30360
31365

Appro-

oriations

900
800

12647

covomoouuoadAprAphoooiol 9 G

Dedicated
State
Revenues’
54
84
344
385
400
i1
366
368 *
323
170
418
228
267

338
315

209"

209
214
221
230
222
204
189
177
165
153
139
126
115
106

98

90

CumulativeTotalsProjected-

FonfcYif994~20tfe:.

REAUZED RATE OF RETURN ASSUMPTIONS:

FY94rr
FY95-98r"~

FY99r20i0:." *

-rTv2jZ77ZK?.

Nominal

7.71%
8.37%
9.00%

Inflation- FYEnd

Proofing Balance

54

139

483

1,769

2,969

21 4,021

151 4,838

235 5741

216 6,281

148 7,864

303 8,585

360 9,173

454 9,894

559 10,888

477 11,703

362 12.385
37&%$S12;975¢£

528 13,717

557 14,493

589 15,308

622 16,166

984 17,375

1,055 18,638

1,130 19,961

1,209 21,351

1,201 22,812

1,378 24,348

1,433 25,925

1,288 27,344

1,356 28,821

1,427 30,360

1,502 31,965

1,579 33,640

Inflation Real

2.98% 4.73%

4.00% 4.37%

6.00% 3.00%

Inflation-

Proofing
Shortfall

37
275

EEER

Ne:
m''come
2
8
32
150
368
471
530
658
1,021
1,069
789
868
916
1,030
1,036
1.225
1,061:-.
1-238
1,303
1371
1443
1,637
1,742
1851
1,963
2,078
2,198
2321
2,449
2,583
2,721
2,866
3.017

33;843-f

" Department of Revenue Fall 1993 low-Case Revenue Forecast.
"* Earnings reserve appropriated to Fund principal by the Legislature July 1.1987.

Dividends

532
.553

587
616
651
674
724
787
845
907
974
1,032
1,093
1156
1221
1,289
1,359
1432

15.9095;S22E12L,;'.183043~511.-

USE OF FUND INCOME

Distributions

Per Capita
Divirfencs

51,000.00
S38-VI5
S331.29
$404.00
$556.26
$708.19
$826.93
$873.16
$952.63
$931.34
$915.84
$949.46

1$964:04 :

51,001.00
S1,026.00
51,060.00
$1,072.00
51,144.00
51,200.00
513260.00
51,325.00
51,394.00
51,449.00
51,504.00
51,562.00
51,621.00
51,681.00
51,742.00
51.807.00

Inflation-
Proofing

231
151
235
216
148
303
360
454
559
477
362

376

528
557
589
622
B4
1,055
1,130
1,209
1201
1378
1433
1,288
1,356
1,427
1,502
1579

General
Fund

1

7

12

28

71

110

(S &) I SN SN

118
125
126
142

Reserves
Add FYEnd
(Delete) Balance  FY
8
79
80
59 5 8
185 244 &
110 M 8
203 557 &
206 763 &
501 1,264 * 86
529 529 &7
62 501 8
44 635
(30) 605 90
(24 581 9
64 645 92
320 % 93
127; ..T,0925f 94
1,092 9%
* 1,002 9%
1002 97
102 9B
(85) 1,008 99
(104) 903 0
(128) 775 1
(157) 618 2
(191) 427 3
(218) 210 4
(210 5
6
7
8
9
10
renvcrd

"*e Transferred 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 WTO PER CAPITA DIVIDENDS,

EXCEPT ALL REMAINING INCOME TO GENERAL FUND



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End Proofing Net Per Capita Inflation- General Add FYEnd
FY Balance priations Revenues* Proofing Balance Shortfall Income Dividends Dividends Proofina  Fund (Delete) Balance
78 0 54 54 2 1
79 54 84 139 8 7
80 139 344 483 32 12 12
8l 483 900 385 1,769 150 28 28 59 39
82 1,769 800 400 2,969 368 71 S1,000.00 71 185 244
3 2,969 400 421 231 4,021 471 108 S386.15 231 110 110 354
84 4,021 300 366 151 4,838 530 175 $331.29 151 203 557
85 4,838 300 368 235 5,741 658 217  5404,00 235 206 763
86 5741 323 216 6,281 1,021 303  $556.26 216 501 u64
87 6,281 1,264 " 170 148 7,864 1,069 391 $708.19 148 529 529
7,864 418 303 8,585 789 424 $826.93 303 62 501
89 8,585 228 360 9,173 868 460 $873.16 360 4 44 635
90 9,173 267 454 9,894 916 487  $952.63 454 4 (30) 605
a 9,894 435 559 10,888 1,030 4890  $931.34 559 4 (24 581
92 10,888 338 477 11,703 1,036 488  $915.84 477 5 64 645
93 11.703 5— 315 362 12.385 1.226 532 $949.46 362 5 320 965
w 3B 5 a»n 306 129755 106- B 33/ 5 12 1087
95 12,975 5 209 528 13,717 1,238 587 $1,001.00 528 118 1,205
9% 13,717 5 214 557 14,493 1,313 617 $1,028.00 557 134 1,339
97 14,493 5 221 589 15,308 1,393 654 $1,065.00 589 144 1,483
Ha 15,308 6 230 622 16,166 1,477 681 $1,084.00 622 169 1,652
9 16,166 6 222 656 17,049 1,567 734 $1,143.00 656 17 1,824
0 17,049 6 204 690 17,950 1,658 778 $1,186.00 690 183 2,007
1 17,950 6 189 726 18,871 1,752 824 $1,227.00 726 196 2.203
2 18,871 7 177 762 19,816 1,849 872 $1,272.00 762 208 2411
3 19,816 7 165 800 20,780 1,949 921 $1,317.00 800 221 2.632
4 20,788 7 153 838 21,787 2,053 972 $1,362.00 838 235 2,867
S 21,787 8 139 877 22,811 2,160 1,025 $1,407.00 877 250 . 3117
6 22,811 8 126 918 23,863 22711 1,080 $1,455.00 918 265 3,383
7 23,863 8 115 960 24,946 2,386 1,136 $1,504.00 960 282 3,664
a 24,946 9 106 1,002 26,063 2,504 1,194 $1,554.00 1,002 299 3,963
9 26,063 9 98 1,047 27,217 2,628 1,255 $1,604.00 1,047 317 4,280
0 27.217 10 90 1,003 28.409 2.756 1317 $1,658.00 1.093 336 4.617
éumula}yyszTotaIS’Pro | ected.,
ForEA'99720t67V-2771" 13083\ ... 204  15199P521.83...13,0395.5" # =
REALIZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Caso Revenue Forecast
**Earnings reserve appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real *" Transferred to pnncipal from earnings reserve account per AS 37.13.145(g).
FY94rm 7.71% 2.98% 4.73% Based on capital maritet assumptions adopted by the Trustees in Apnl 1993.
FY95 - 98.-*"* 0.37% 4.00% 4.37% STATUS QUO BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION,

FY 99.t2010£- 0.37% 4.00% 4.37% FOR ALL YEARS AFTER FISCAL 1994

REBBIBRRBIBRII S Y
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)
as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
F<Begin Appro- State Inflation- FYEnd Proofing Net Per Capita Inflation- General Add FYEnd

FY Balance priations Revenues* Proofing Balance  Shortfall Income Dividends Dividends Proofing  Fund (Delete) Balance  FY
78 0 54 54 2 1 78
e 54 84 139 8 7 79
30 139 344 483 32 12 12 80
3 483 900 385 1,769 150 28 28 59 59

3R 1,769 800 400 2,969 368 71 $1,000.00 pal 185 244 3R
K<) 2,969 400 421 231 4,021 471 108 S336.15 231 110 110 354 83
84 4,021 300 366 151 4,838 530 175 $33129 151 203 557 A
85 4,838 300 368 235 5,741 658 217  $404.00 235 206 763 85
86 5741 323 216 6281 1,021 303 $55626 216 501 1,264 ** 86
37 6,281 L%"-"' 170 148 7,864 1,069 391  $708.19 148 529 529 87
88 7,864 418 303 8,585 789 424  $826.93 303 62 591 83
89 8,585 228 360 9,173 868 460 $873.16 360 4 44 635 89
20 9,173 267 454 9,894 916 487  $952.63 154 4 (30) 605 20
-T 9,894 435 559 10,888 1,030 489 $93124 559 4 (24) 581 a1
2 10,888 338 477 11,703 1,036 488  $915.84 477 5 64 645 R
93 11.703 5 ok 315 362 12.385 1226 532  $949.46 362 5 320 965 93
u 1236- 5 0 36 1296 1061% 33"506400 316 5 12 1087 %
95 12,975 5 209 528 13,717 1238 587 $1,001.00 528 118 1,087 [£3)
% 13,717 5 214 557 14,493 1,303 616 $1,026.00 557 124 1,087 %
97 14,493 5 221 589 15,308 1,371 651 $1,059.00 589 126 1,087 97
93 15,308 6 230 622 16,160 1,443 674 $1272.00 622 141 1,087 *]
9 16,166 6 222 656 17,049 1,517 722 $1,123.00 656 134 1,087 99

0 17,049 6 204 690 17,950 1,594 759 $1,155.00 690 138 1,087 0

1 17,950 6 189 726 18,871 1,672 798 $1,167.00 726 142 1,087 1
‘2 18,871 7 177 762 19,816 1,752 838 $1220.00 762 145 1,087 2
n 19,816 7 165 800 20,788 1,834 879 $1253.00 800 148 1,087 3

4 20,788 7 153 838 21,787 1,918 921 $1287.03 838 152 1,087 4

5 21,787 d 139 877 22,811 2,005 964 $1,320.00 877 156 1,087 5
w 6 22,811 a 126 918 23,863 2,094 1,008 $1,356.00 918 160 1,087 6

7 23,863 8 115 960 24,946 2,185 1,054 $1,391.00 960 164 1,087 7

8 24,946 9 106 1,002 26,063 2279 1,100 $1,428.00 1,002 168 1,087 8

9 26,063 9 98 1,047 27217 2276 1,149 $1,464.00 1,047 172 1,087 9
To 27.217 10 90 1.093 28,409 2477 1,198 $1,503.00 1.093 176 1,087 10
CumulatlveiTotals. Projected”-/
For Fttl 30356R- *=; 144638520800  1303%.-23686t -, 2 *

REALIZED RATE OF RETURN ASSUMPTIONS: ' Department of Revenue Fall 1953 Low-Caee Revenue Forecast.
* Eamings reserve appropriated to Fund principal by the Legislature July 1,1907.
Nominal Inflation Real *Translerred to pncipal Irom eamings reserve account per AS 37.13145().

Fros: 771% 2.98% 473% <" Based on capital merlret assumptions adopted by iho Trustees inA(priI
FY95 - 98; o 8.37% 4.00% 4.37% STATUS %IJEC,\)WUTASSUMES 8.37%RATE OF RETURN AND 4% INFLATION,
FY9972010iir,. 9.37% 4.00% 4.37% ADAL NING INCOVE TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993

GROWTH OF FUND PRINCIPAL USE cr FUND INCOME
, Irfition- Distributions Reserves
FBYaFe%lg 0' State |nﬂat|9] aEnd UU Jaw Net Inflation- Per Capita Ganeral Add FYEnd

FY an Or OnS Revenues* Proo g ]U[ Income Proofing Oividends Dividends Fund (Delete) Balance
78 0 2 1
79 54 84 139 3 7
30 139 344 483 32 12 12
8L 483 900 385 1,769 150 28 28 59 59
32 1,769 800 e 400 2,969 368 71 $1,000.00 71 185 244
B 2,969 400 421 231 4,021 471 231 108 $386.15 110 110 354
K7 4,021 300 366 151 4,838 530 151 175  $33129 203 557
35 4,838 300 368 235 5741 658 235 217 $404.00 206 763
36 5741 323 216 6281 1,021 216 303 S55626 501 1,284
87 6,281 1264 - 170 148 7,864 1,069 148 391 $708.19 529 529
88 7,864 1 418 303 8,585 789 303 424 $82623 62 501
39 8,585 228 360 9,173 868 360 460 $873.16 4 44 635
20 9173 267 454 9,894 916 454 487  $952.63 4 (30) 605
9 9,894 435 559 10,888 1,030 559 489 $93124 4 (24) 581
92 10,888 338 477 11,703 1,036 477 488 $91524 5 64 645
93 11.703 5- 315 362 12.385 1.223 362 532 $949.46 5 320 965
u 1235 5 A0 37 1296 1681 316- 553 AW 5 12 130
9% 12,975 5 209 528 13,717 1,238 528 532 $902.00 173 1,261
9% 13,717 5 214 557 14,493 ° 1,318 557 503  $830.00 252 1,513
97 14,493 5 589 15,308 1,408 589 481  $770.00 333 1,846
9 15,308 6 ﬁ 622 16,166 1,509 622 445 $692.00 436 2202
9 16,166 4 984 17,375 1,749 984 414 $624.00 348 2,630

0 17,375 4 204 1,055 18,638 1,895 1,055 428  $630.00 408 3.038

1 18,638 4 139 1,130 19,961 2,052 1,130 445  $640.00 473 3511

2 19,961 4 177 1209 21,351 2221 1209 455  $655.00 543 4,054

3 21,351 5 165 1,291 22,812 2,402 1,291 488  $674.00 618 4,672

» 22,812 5 153 1,378 24,348 2798 1,378 536 $728.00 . 679 5,351

5 24,348 5 139 1,470 25,962 2,806 1,470 588  $786.00 743 6,094

S 25,962 5 126 1,566 27,658 3,027 1,566 645  $848.00 812 6,906

7 27,658 5 115 1,667 29,445 3263 1,667 706  $915.00 885 7,791

8 29,445 5 106 1,773 31,330 3,514 1,773 772 $986.00 963 3,754

9 31,330 5 98 1,886 33,319 3,782 1,886 843 $1,061.00 1,048 9,802
10 33.319 6 90 2 005 35.420 4.068 2.005 920 $1,141.00 1,138 10,940
Cumulabve"Tota I’O]e t dX . .

ATOA-20tM>T |C2]7Z|Ju&|rStt84" vavr k 2t08WY97632$13,846is ml.
REALIZED RAVE OF RETURN ASSUMPTIONS: " Department of Revenuo Fall 1993 Low-Cuse Revenue Forecast.
" Earnings reserve appropriated to Fund principal by the Legislature July 1,1987.
Nominal Inflation Real ” *Transferred to principal from earnings resen/e account per AS 37.13.145(d).

FY 94: 7.71% 2.98% 4.73% Based on capital market assumptions adopted by the Trustees in April 1993.
FY 95-8815*7*' 8.37% 4.00% 4.37%

FY99T=2010:" 9.00% 6.00% 3.00% SENATE BILL 170

BEXBIRS I

&

BoowuonrwnroB88988 RE8SRSTBR



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End  Proofing Net Inflatlon- Per Capita General Add FYEnd
IFY Balance priations Revenues' Proofing Balance  Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance fFY
78 0 54 54 2 1 78
79 54 84 139 S 7 79
80 139 344 483 3?2 12 12 80
8l 483 900 385 1,769 150 28 28 59 5 8
82 1,769 300 400 2,969 368 71 S1,000.00 71 185 244 82
S3 2,969 400 21 231 4,021 471 231 108  $386.15 110 110 B4 B
84 4,021 300 366 151 <1838 530 151 175 S331.29 203 557 &4
35 4,838 300 368 235 5,741 653 235 217 $404.00 206 763 85
% 5741 323 216 6,281 1,021 216 303  $556.26 501 1264" 86
S7 6,281 1,264 170 149 7,864 . 1,069 148 391 $708.19 529 529 87
8 7,864 48 303 6,585 789 303 424 $826.93 62 51 88
89 8,565 228 360 9,173 668 360 460 $873.16 4 44 635 89
90 9,173 267 454 9 394 916 454 487  $952.63 4 (30) 60S 90
a 9.894 435 559 10% 1,030 559 489  $93134 4 (24) 581 91
2 m 338 477 11,703 103G 477 488  $915.84 5 64 645 . 92
93 11.703 5 315 362 12.385 1226 362 532  $949.46 5 320 %5 93
% LFHB 5 AD  3CVI2975- 18 " B 5 12 %
95 12,975 5 209 528 13,717 1,238 528 532  $902.00 173 1,087 9%
% 13,717 5 214 557 14,493 1,303 557 502  $827.00 238 1,087 9%
97 14,493 5 221 589 15,308 1,371 589 475  $760.00 302 1,087 97
98 15.308 6 230 622 16,166 1,443 622 433 $671.00 382 1,087 98
99 16,166 4 222 984 17,375 1,637 984 390  $584.00 259 1,087 99
0 17,375 4 204 1,055 18,638 1,750 1,055 338  $567.00 302 1,087 0
1 18,638 4 189 1,130 19,961 1,868 1,130 307  $551.00 346 1,087 1
2 19,961 4 177 1,209 21,351 1,992 1,209 388  $538.00 392 1,087 2
3 21,351 5 165 1,291 22,812 2,123 m 389  $526.00 438 1,087 3
4 12,812 5. 153 1,373 24,348 2360 1,378 413  $549.00 464 1,087 4
5 24,348 5 139 1,470 25,962 2,104 1,470 438  $572.00 492 1,087 5
) 25,962 5 126 1,566 27,658 2,555 1,566 464  $596.00 520 1,087 6
7 27,658 5 115 1,667 29,445 2,715 1,667 492 $622.00 551 1,087 7
8 29,445 5 106 177 31,330 2,833 1,773 521  $648.00 583 1,087 8
9 31,330 5 98 1&% 33,319 3,060 1,886 552 $676.00 617 1,087 9
:D 33.319 6 90 2.005 35,420 3.247 2.005 584  $705.00 652 1,087 10
CumuMveTolaJsiBroJectfidr ,, - .
FOrEYS1994r2ft(JIE: HAIBH- 20,084r;7953ttjrr6TZ 18T L*
REALIZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings reserve appropriated to Fund principal by trie Legislature July 1,1987.
Nominal Inflation Real Transferred lo principal from earnings rer-"rve account per AS 37.13.145(d).
FY 94r- 7.71% £98% 4.73% " " Based on capital market assumptions adopted by the Trustees in Apnl 1993.
FT95=08*"; 8.37% 4.00% 4.37%

FY972010»-:' 9.00% 6.00% 3.00% SENATE BILL 170 EXCEPT ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

(in millions)
as of November 30,1993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
. . Dedicated , Inflation- Distributions Reserves
FYaPE%m 0 State |nﬂaI|P]* End Proo JaIH Net Intlation- Per Capita General Add  FYEnd
Balance pr ﬂOﬂS Revenues* Pr00|nq ance  Shor Income Proofing Dividends Dividends  Fund (Delete) Balance  FY
0 % A 2 1 7
H 8 7 79
) 1D 2 12 12 80
150 28 28 59 5 &l
% 368 71 51,000.00 7 185 244
A 471 71 108 5386.15 110 10 354 83
% 530 61 175  5331.29 203 557 84
K{) A 658 235 217 540400 206 763 85
% . o 1021 216 303 555626 501 12647 86
& %l 14 (A 1,069 148 391 570819 59 529 87
sl ) 789 303 424 582623 6 Sl 8
) 9l 868 360 460 S873.16 4 4 6B 8
4 % 3011 016 454 487 $952.63 4 0) 605 90
9 I wss 1,030 559 489 593124 4 24 s ol
% 47 1L 1,036 a1 488 591584 5 6 65 @
S K% b 1226 362 532 S949.46 5 320 %5 @
u 235 5 AD- 3B/ 129F T 1,06 376.  S5TigRAQD: &, . 08729
% E 4D 3B B 1238 528 532 5002.00 173 1261 %
24 % 1443 1318 557 503 5830.00 * 252 1513 %
9l 5 % 13 1.408 589 481 S770.00 B3 1846 o7
B 3B 6 1old 1509 622 445 569200 436 2282 98
D 1ol 6 22 10 1622 65 435 565800 525 2807 0
o 6 % /R 1,744 690 471 59900 57%6 3283 0
11 6 iesl 1872 726 512 S/1300 628 4012 1
[ ] 2,007 762 55 579300 682 4693 2
% { 2,149 800 605 5847.00 737 5430 3
{ 2297 838 657 5903.00 79% 5226 4
5 a 2,454 877 711 5961.00 87 7083 5
6 ¢ a 3 2,617 018 770 51,023.00 922 8005 6
7 23483 8 2,789 90 831 51,086.00 90 8995 7
6 29 8 % 2,970 1,002 896 51,152.00 1063 10058 8
i 3,160 1,047 965 51221.00 1140 11198 9
0 2 10 108 3.360 1003 1037 51294.00 1221 12419 10
Cumulative. Total3-Prolectefk N e ‘ C
ForFYSt994«20t6ex:: 717 110 te - srszasv 1308\ 109B8515533 - -wsT-v. . xx
REAUZED RATE OF RETURN ASSUMPTIONS: *Department of Revenue Fall 1993 Low-Case Revenue Forecast.
" Earnings roscrve appropriated to Fund pnncrpal by the Legislature July 1.1987.
Nominal Inflation Real **Transferred to principal from earnings rr servo account per AS 37.13.145(d).
FY 9%: 7.11% 2.98% 4.73% — Based on capital market assumptions adopted by tho Trustoes In Apnl 1993.
Fy 8.37% 4,00% 4.37% SENATE BILL 170, BUT ASSUMES AN 837% RATE OF RETURN AND

FY 99-2010r 8.37% 4,00% 4.37% A 4% RATE OF INFLATION FOR ALL FISCAL YEARS AFTER FY 1994



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in millions)

as of Novemoer30,1993

GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
f Dedicated > Inflation- Distributions Reserves
FY Begin  Appro- Sta'e Inflation- FYEnd Proofing Net Inflation- Per Capita General Add  FYEnd
.FY] Balance oriations Revenues* Prooting Balance Shortfall Income Proofing Dividends Dividends  Fund (Delete) Balance  FY
178 0 54 54 2 1 78
54 84 139 8 7 79
[S 139 344 483 32 12 12 30
a 433 900 385 1,769 150 28 28 59 5 8
32 1,769 300 400 2,989 368 71 S1,000.00 71 185 244 @
33 2,969 400 421 231 4,021 471 21 108  S386.15 110 110 354 83
A4 4,021 300 366 151 4,838 530 151 175  $331X9 203 557 84
35 4,838 300 368 235 5741 658 235 217 $404.00 206 763  bd
86 5741 323 216 6X91 1,021 216 303  $556X6 501 1264 " 86
37 6,281 1X64 " 170 148 7,8-4 1,069 148 301 $708.19 529' 529 37
88 7,864 418 303 8,585 789 303 424 $826.93 62 501 8
39 9,585 228 360 9,173 868 360 460 $873.16 4 44 63 &9
90 9,173 267 454 9,894 916 454 487  $952.53 4 (30) 605 90
91 9,894 435 559 10,888 1,030 559 489 $931X4 4 (24) 581 A
3?2 10,888 338 477 11,703 1,036 477 488 $915.84 5 64 645 92
93 11.703 5 =" 315 362 12.385 1X26 362 532 $949.46 5 320 965 93
% 1235>. s 2B 36 129/ 1061 36 53 $6l0 5~ 12 1087 %
95 12,975 5 209 528 13.717 1,238 528 532 $902.00 173 1,087 9%
9% 13,717 5 ¢ 214 557 14,493 1,303 557 502  $827.00 238 1,087 9%
97 14,493 5 21 589 15.308 1371 589 475  $760.00 302 1,087 97
198 15,308 S 230 622 16,.66 1,443 622 433 $671.00 382 1,087 98
99 16,166 6 222 656 17,049 1,517 656 412 $620.00 444 1,087 9
0 17,049 6 204 690 17,950 1,594 690 432 $636.00 465 1,087 0
1 17,950 6 189 726 18,871 1,672 726 453 $653.00 486 1,087 1
2 18,871 7 177 762 19,816 1,752 762 475  $670.00 508 1,087 2
3 19,816 7 165 800 20,788 1,834 800 497  $687.00 530 1,087 3
4 20,788 7 153 338 21,787 1,918 838 520  $705.00 553 1,087 4
5 21,787 8 139 877 22,811 2,005 877 544 $72X00 576 1,087 5
6 22811 8 126 918 23,863 2,094 918 568 5741.00 600 1,087 6
7 23,863 3 115 960 24,946 2,185 960 593 $760.00 625 1,087 7
8 24,946 9 106 1,002 26,063 2X79 1,002 618  $779.00 650 1,087 3
|9 26,063 0 98 1,047 27X17 2,376 1,047 644  $798.00 676 1,087 9
0] 27,217 10 00 1,093 28.400 2477 1.003 671 $818.00 704 1087 10
CumulatlveJotalcProjected -
For VIOMMQY. . 27777" 13,000, NU6 BB 89 52713 797
REALIZED RATE OF RETURN ASSUMPTIONS: " Department ol Revenue Fall 1993 loj/-Case Revenue Forecast
"* Earnings rosorvo appropriated lo Fund pnnopal by the Legislature July 1,1987-
Nominal Inflation Real "* Transferred lo pnnopal Irom earnings resorve account per AS 37.13.145(d),
FY 94: Wri~ 2.98% 413% Based on capital marfcot assumptions adopted by iho Tiustoos in Apnl 1953.
FY95-98-Nn'e 8.37% 4.00% 4,37% SENATE BILL 170, BUT ASSUMES AN 8.37% RATE OF RETURN AND 4% INFLATION

FY97r20X04*/" 8.37% 4.00% 4.37% AFTER FY 1994, AND ALL REMAINING EARNINGS TO GENERAL FUND



Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)
as of November 301993
GROWTH OF FUND PRINCIPAL USE OF FUND INCOME
Dedicated Inflation- Distributions Reserves
FY Begin  Appro- Stale inflation- FYEnd Proofing Net Inflalion- Per Capita General Add  FYEnd
FY Raisr-ea orlatlons Revenues' Proofing Balantrs, Shortfall Income Proofing Dividends Dividends Fund (Delete! Baianco PY
78 0 - 54 54 2 1
79 54 84 12 a {
J0 139 344 483 2 7
8l 483 900 385 1,769 0 p. ]8 !
82 1769 600 400 2963 $10 'X,R 7 i
@ 2969 400 41 21 4021 % A thl 110 1w H
64 4,021 300 368 151 4,338 g 3 ;fl?) % By
& 4628 300 358 2 54 435) ( )
B 51 323 216 5,251 1, b % b 1 @ %
& 6201 1264M 170 148 7,664 % 148 619 50
e 7864 415 303 6585 3B % 326,93 % % 8
6 8585 22 350 9173 % 3 16 4 £9
0 9473 267 454 oBM ) 454 EE 4 % ny
a 93 435 550 10682 108) % ¢ 4 %
® 10688 328 47 1L703 100 4 5 % %
o 11,703 5o 315 3/ 1235 126 K% b e £20) 1931
94 12,385 5 239 376 12975 1,061 376 553 $964.00 5 122 1087 94
% 12975 [ 209 526 13713 1 1A % o34 (S
o5 13718 7 214 550 14497 i 1% % %
o7 14497 3 21 580 15314 569 97
98 13314 8 230 62 1617 || 3] 2 % W s
® 15175 8 222 656  17.060 | 1 658 l% 1%}
a 17,060 6 204 651 17953 1786 % 1 B
I 17,963 9 189 726 16967 :1[%1 1 f1
2 16667 S 177 763 15.5% [ 587 s il 2
[3  19B3% 9 165 600 20811 ZIi/Sf a8 o 1087 r1
4 20811 10 153 837 21813 % 1 1
5 21813 1 13D 879 «+ 22811 % 1
6 22841 u 126 919 23538
17 2369 2 115 %61 24985 2ﬂ5¥ %1 : /
HT 24985 2 105 1004 26108 2 % %% % i 8
26,106 3 9% 1049 27267 : -
LY 7267 14 % 105 28466 %E 1A/ % 108/ F&)
cUmulatIve Totals Projected
For FY 1994 -2010: 2777 13,054 sa0s2  J3B4 106/ sisssa 1004
REALIZED RATE OF RETURN ASSUMPTIONS: *D7arvnfy. ¢l Revenue Pil-1993Lovr-Case Revenue Forecast
tamlnPs reserve appropnaind lo Fund principal Oy Ihe Legiilalur? July 11987
Nominal InilyriPn Jifii Trer.rlrrea io p'rcipa.”rom eaming; rsiew account per AS 3713 45(0)
FY94: ' 21i% “ *Saseu cr. win ai aciumpSons aoop.fo tv (he Trustees in April 1933
FY ped3 o PO3> 400% 5 SINATE BHL 17 3U7 ASSUMES A6.MU RATE F RETURN AND 4%INFLATION
FY 98-2010; 5% 493« ¢ ANTER eY *094 ANt ALL REMAINING EARNING? TO GENERAL FUND



Alaska Permanent Fund Corporation
FINANCIAL PROJECTIONS

as of November 301993

GROWTH OF FUND PRINCIPAL

Dedicated

FT' Begin 0- _Sao  Inflatign- End
Ba%eﬁ%e priallons  Revenues' Prooﬁﬂg BFe}fance
]

i
¢

—_——.

QXA R HSASBBQRG> =3RRI ~<

B seees
I

OO0
—
S

10Q
X

RISSEsEn s
:

B

=

e e

AL

SIS S NEREERRN R

Bt.oorgscncﬁ&wc*ﬁo@ I
BRREERRBE w0~ = on

Cumulative Totals Projected

Par FY 19942010
REALIZED RATE OF RETURN ASSUMPTIONS:

Y oINS B SN

Nominal! Inflation Real
JFV 84: 7.7'% 2,56 % *1.73%
*FY 95-98....... 10.31% a.Go4- c.21%

J*FY S9 « SOTO: 1031T. 4 00% £31%

Inf

(in millions)

ation-
00

13064 )

10

aIH Net
Income
2
8
32
150
368
471
£30
65b
1,021
1,069
789
eee
916
1,030
1.038
1.226

1,061

1540
1,622
1,707
1,795
1,889
1,995
2,082
1 2162
2,285
2301
2500
2611
2726
2,844
2.966
3.002

37.280

« Dapan.-nanl of Revenue Fail 1933 LowCas* Revenue Forecast

Inflation-
Proofing

231
151
235
216
145
303
360
454
559
477
362

376

526
558
589
622
658
691
727
763
801
840
679
920
952
1,005
1,050
1.097

13.064

use OF FUND incomE

Distributions
Per Capita General

Dividends

71
10B
175
217
303
301
424
469
487
489
483
532

553

£64
£67
576
570
588
618
648
680
713
746
780
315
852
889
927
967

12.051 SI7.287

Dividends

$1,000.00
$386,15
$331.29
$404.00
J5b6.26
$703.19
$825.93
£673.16
$952.63
$931.34
$915.84
S649.46

$964.00

S95S.00
$841.00
$931.00
$900.00
$907 00
$931.00
$955.00
$981.00
S1,007.00
$1,03.00
$1,059.00
$1,087.00
$1,115.00
$1,143.00
$1,172.00
$1.202.CO

Fund

AR e

110

a g~ s

442
483
534
595
636
666
697
723
760
793
827
86!
697
934
972
1011

_11.B4E

Reserves
Add FY End
(Delete) Balance
59 59
185 244
110 354
203 557
206 763
501 1,264
529 523
62 591
44 635
(30) 60S
(24) 581
64 645
320 963
122 1,087
1,067
1,037
1,087
1,087
1,087
1,037
1,087
1,u87
1,087
1,067
1,087
1,087
1,087
1,087
1,087
1,087

" Earnings reserve spprcptieled lo Fund principal by the Legislature July 1,1967.

me*Tror.s!r','ffc; to srincrcul Iram earnings reserve 2::aunt per AS 37 13.145(3).
**#* ?mss or* CoM.v .T.ar..ei at*.i;.rpi ms enrrpte: by the Trustees to April 1992

SENATE BILL 170. BUT AS5UMES A 10 31*. RATE OF RETURN AND 41" INFLATION
An TER FY 1394. AMo AH. REMAINING Ga RNINGS TO GENERAL FUND
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

(in millions)

as of November 30,1993
GROWTH OF FUND PRINCIPAL USEOFFUND'NCOME

Dedicated Inflation- Distributions Reserves
FY Begin Appro- State Inflation- FY End Procling Nat I, nation- Per Capita General ﬁd End
FY Balance pNatlon9 Revenue:' Proofing Balance Shortfall income Proofing Dividends Dividends Fund e Balance FY
78 0 54 54 2 % %
79 54 84 139 8
80 139 344 483 & 12 12 8)
81 453 900 385 1,769 . ]5) 5 & 9 |
82 1,769 800 400 2,959 ﬁ 4 :.H) ZL E ﬁ
183 2,963 400 421 231 4,021 Al 3oH 110
64 4,021 300 366 151 1,338 51) H. 1-/5 3
85 4,837 300 358 235 5,741 % Z] t &
&5 s7a1 323 216 6581 101 M &
87 6,281 1,264 " 170 148 7,864 l% ¢ g
8 7,864 418 303 8,585
89 6,585 228 360 9,173 3:) ZH) 16 4 44 % @
90 9,173 267 454 9,994 % % 5 8 4 % SO
o1 9.691 435 559 10,88 lQD ! 4 a
92 10,38e 338 477 11,703 il,% 477 3 Q
93 11,703 5 315 362 12,385 ﬁ 5 %
94 12,385 5 209 376 12,975 376 553 5964.00 5 112 1,087 94-
95 12,975 8 209 528 15,720 % ﬂ m
96 13,720 9 214 558 14,500 %10 ) l
97 14,500 10 21 589 15,320 -> A 3
98 15,320 10 230 e:2 16,183
99 16,183 1 22 657 17,073 510 1 9
0 17,073 12 204 692 17,980 % ol 1§ % 0
1 17.960 2 169 727 16,909 )l 1/ 1
2 18,909 14 177 764 19,854 J))] 5,.,.4]&) 2
3 19,664 15 165 802 20,846 30 5,780.') % 3
4 20,64s 16 113 841 21355 8“. % o ,' % 4
5 21,855 17 139 881 * 22,892 881 ol 5
£ 22,892 18 126 922 23,958 1% 6
7 23,958 20 115 964 25,056 . 5, l 7
8 25056 2 106 1.007 26,191 LS l 1 8
9 * 28191 23 96 1,052 27,363 ’, R l l 9
“o 27.363 24 90 1.059 23.577 115 514:8(1) l].75 1(B7 10
Cumulative Totals Prolected
ForFY 1994 >2010: 2.777 13.079 41.120 13.07S  13.728 $19,732 13.944
REAL'ZED RATE OF RETURN ASSUMPT'ONS *T.eni ¢’ Revenue Fal Iov -Case R Fore ast. Jul
Nomina! Inflation Rent | ra., *Fr gF ;él;ﬁCm eam NEF
— T7er. zoet.  07iL. «ejon(mgﬁ- aSLLIMp..S <WDIEC 0y e rustees |nApm19
FY 95 « 98: M 32% 2Wix 733% SENiTg bill 170, BUT ASSUMES A 11.32V. RATE OF RETURN AND 4% INFLATION

FY 95-2010: 11.33*.. 1.00ti vZV. AFTER FY 1994. AND ALL REMAINING EARNINGS TO GENERAL FUND



ASSET ALLOCATION STUDY

FOR

THE ALASKA PERMANENT FUND

Prepared by Ibbotson Associates, Inc.
January, 1994



Summaiy of Recommendations

Currently, the Alaska Permanent Fund is a well diversified portfolio that has enjoyed,
tremendous success in recent years. This success is mainly due to the Board's
knowledge of the importance of asset allocation and its commitment to diversification.
This has resulted in the Fund earning high rates of return at relatively conservative
levels of risk. The Fund is well positioned to reap the benefits of diversification, having
made investments in many different asset classes, both domestic and international.
Also, the Fund appears to be efficiently managed, employing reputable and capable
managers for both its equity and fixed income assets. The Fund has the been able to
manage its substantial fixed income portfolio entirely in-house, keeAbig administrative
costs and outside management fees to a minimum. Several important issues must be
addressed, however, in order to ensure the Fund's continued success.

Our analysis suggests the Permanent Fund should alter its asset allocation policy in
order for the Fund to enjoy returns similar to those it has earned in recent years.
Specifically, the Board should consider the following actions:

> Revise its current three-year target asset mix to include a larger allocation
to domestic mid and small capitalization equities, European, Pacific Rim
and emerging market equities, and mortgage-backed securities.

> Adopt a more aggressive investment style by allocating a larger percentage
of Fund assets to equity assets and real estate.

> Revise its equity management plan by setting specific allocations for
international and domestic mid and small capitalization equity managers.

> Set specific target allocations across fixed income sectors.

By implementing these changes, the Board can help ensure that the Permanent Fund
will achieve the highest expected return for its chosen risk level. This will help the
Board achieve its statutory goals of maximizing total Fund return and providing the
maximum amount ofdisposable income to Alaska's citizens.



This report presents recommendations concerning the Alaska Permanent Fund. The
first section provides background information on the procedures we used to perform the
asset allocation study. The second section suggests improvements for those portfolios,
and outlines a third portfolio suited to a more aggressive investment philosophy. The
final section provides guidance on several important implementation issues.

I. Analyzing an Investment Portfolio

A first step in analyzing an investment portfolio is determining whether the portfolio

adequately compensates the investor for taking risk. Ideally, the portfolio is efficient in
providing return to the investor; i.e., the portfolio provides the most return possible for
the amount of risk taken. In reality, however, few portfolios accomplish this objective.

Defining Asset Classes

In order to analyze the Fund's portfolio, we had to decide which assets to include in the
Fund's investment universe. Currently, the Fund invests in 12 different asset classes
that comprise six main categories. The benchmarks used to represent each asset class
in our analysis are listed in Appendix A at the end of this report. The asset classes used
in our study are as follows:

U.S. Equity Assets 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 Assets U.S. Treasury Bills

Real Estate



Forecasting Return

We also had to forecast three estimates for each asset class: expected return, expected
risk (as measured by standard deviation), and expected return correlation between
assets. Summary tables of our forecasts are provided in Appendix B. It is important to
note that our return, risk, and correlation forecasts are long-term -- they apply to an
investment horizon of 10 years or more. Our forecasts are passive in nature and,
therefore, would not change dramatically if we were to recalculate them a year from
now. Consequently, the portfolio allocations we recommend will remain stable over a
very long time period, and will require few changes over a long-term investment horizon.

The basis for our equity return forecasts is the risk-free rate of return and the historical
premium, called an equity risk premium, that is demanded by investors for holding risky
assets. We use the historical premium because the amount by which common stocks
have outperformed risk-free government bonds has been consistent over time. The long-
term :quity risk premium for large capitalization domestic equities over the period
January 1926 to September 1993 was 7.25 percent. Also, many researchers have found
that, as the risk of an investment increases, so does its expected return. For this reason,
we forecast the expected return of other equity asset classes, such as domestic small
capitalization equities and international equities, to have greater expected returns.

The basis of our fixed income return forecasts is the current risk-free rate of return, as
proxied by the current yield on a risk-free government bond with a maturity matching
the investment time horizon. Currently, this rate is 6.31 percent, the current yield on
20-year U.S. Treasury bond. To this rate, we add the appropriate maturity premium
(additional return required by investors for relinquishing the use of their money for long
time periods) and default premium (additional return that compensates investors for
buying bonds that have default risk, such as corporate bonds) for each class of bonds for
which we are forecasting returns.

For international fixed income assets, we forecast returns as if the assets wore
denominated in U.S. dollars. Since currency fluctuations are expected to average to zero
over time, any short-term currency gains or losses will not affect the long-term return on
international assets. Currency fluctuations do increase risk, however, and are accounted
for in our risk forecasts of non-U.S. fixed income assets.

Forecasting Risk

When forecasting the risk of an asset, we typically assume that the future will equal the
past. Therefore, we forecast risk by calculating the historical standard deviation using a
long time period over which we have reliable data, and data that is representative of
possible future scenarios. Although investment risk can be quantified in a number of



ways for asset allocation purposes, we believe that risk is best modeled as the annual
volatility of returns, and standard deviation provides an estimate of how much actual
returns may deviate from the average, expected return over time. We use shorter time
periods only when we can identify a permanent and dramatic process shift, in the
behavior of an asset class, such as the late 1960s when bond market volatility increased
noticeably from its observed volatility during the previous 40 years.

Forecasting Return Correlation

Return and risk are not the only factors that determine how a portfolio performs. The
correlation between the returns of two assets also plays an important role in portfolio
performance. Correlation measures how much the returns of two assets tend to move
together or move separately. If the returns move together, the assets are positively
correlated. Ifthey move in opposite directions, the assets are negatively correlated. If
no pattern can be detected in the way the assets' returns move, the assets have a return
correlation of zero.

Portfolios comprised only of assets that have high, positive correlations with each other
are not well diversified. This tends to exaggerate both upside and downside volatility,
and the risk of the portfolio. On the other hand, portfolios with assets that have low or
negative return correlations will provide more stable returns because, even though some
assets may perform poorly, other portfolio assets will perform better, serving to reduce
portfolio volatility. The benefits of diversification, therefore, are a direct result of
relatively low return correlations among portfolio assets.

When forecasting return correlation, we again typically assume that the future will
equal the past. The basis for our forecast of return correlation is, therefore, the
historical correlation between assets, observed over the longest time perkd for which
reliable data is available.

Determining the Fund's Current Allocation

The amount of the Fund currently allocated to each asset class was determined by using
information in the Fund's 1993 Annual Report, with supplemental information provided
by William L. Means, the Fund's Chief Investment Officer. Market values of all
investments came from the Annual Report, while Mr. Means provided clarification
regarding the amount currently invested in equities of domestic companies with
capitalizations larger than $1 billion (large capitalization equities), the amount currently
invested in equities of companies with capitalizations of $1 billion or less (mid and small
capitalization equities), and the amount currently invested in domestic government and
corporate bonds with maturities ranging from ono to seven years (intermediate-term),



and more than seven years (long-term). The Fund's current allocation, and its expected
return and standard deviation is given on page 5.

Determining the Fund's Three-Year Target Allocation

The Permanent Fund's investment manual provided information regarding the three-
year target allocation, although some guidelines were too broad for our purposes. For
example, the manual lists a 10 percent target allocation for international equities, but
gives no country-specific allocations. In this case, we assumed the Fund would increase
its international equity exposure to 10 percent, while maintaining the current proportion
invested among sectors. Also, the target allocation constrains the amount invested in
non-domestic fixed income assets to 10 percent or less, but provides no specific number.
We assumed the amount invested in international debt would decrease in proportion to
the total decrease in the amount allocated to all fixed income assets. The Fund's three-
year target allocation, and its expected return and risk, is listed on the following page.



Current and Three-Year Target Portfolios

Asset Class

U.S. Large Capitalization
Stocks

U.S. Mid/Small
Capitalization Stocks

Canadian Stocks
European Stocks

Pacific Region Stocks
Emerging Market "'tocks
Real Estate

Cash

Intermediate Govt/Corp
Bonds

Long-Term Govt/Corp Bonds
Mortgage-Backed Securities

Non-U.S. Government Bonds

Expected Return (%)
Standard Deviation (%)

Current
Allocation
(%)

21.17
0.65

0.03
2.54
2.94
0.4?
6.69
4.64
30.86

25.27
3.94

0.85

8.53
1.57

3-Year
Target
Allocation
(%)

24.00
6.00

0.04
4.28
4.97
0.72
10.00
0.00
25.32

20.74
3.24

0.69

9.93
9.91



I. Asset Allocation Recommendations

The next step in our analysis was to improve the Fund's current and target portfolios by
increasing their expected return while keeping expected risk at a constant level.

Allocation with Risk of the Current Portfolio

As shown in the graph on page 7, the Fund's current portfolio does not provide the
maximum amount of expected return for the amount of risk taken. For example, the
portfolio labeled "revised current" provides a higher expected return and slightly less
risk than the current portfolio. (The graph is titled "Efficient Frontier" because the line
in the graph represents those portfolios which are the most efficient in providing return
to the investor, i.e., those portfolios provide the maximum return for a given level of
risk.) The allocations for both the current and revised portfolios, as well as their
expected returns and standard deviations, are shown on page 8.

The current portfolio need not be drastically changed in order to achieve a higher
expected return. In fact, the percent of the portfolio invested in equities (approximately
35 per"'At.inr .ng real estate) and in fixed income assets (approximately 65 percent),
is th. « .,hthe current and revised portfolios. Ra'her, the composition of the
equity . income portions need only change. By shifting part of the equity
portion irom large capitalization stocks to mid and small capitalization and international
stocks, and part of the fixed income portion from cash and long-term bonds to
intermediate-term bonds and mortgage-backed securities the Fund can achieve a higher
expected return while taking less risk.

Although these changes represent shifts from safer assets to more risky ones, the overall
risk of the portfolio actually decreases. This is because domestic mid and small stocks,
mortgage-backed securities, and international stocks have low correlations with many of
the other portfolio assets.

Allocation with Risk of the Target Portfolio

The graph on page 7 shows that the Fund's target portfolio also does not provide the
highest possible expected return for the amount of risk taken. Although both the
allocations of the target and revised target portfolios are equally divided between equity
and fixed income assets, the revised target portfolio has a significantly higher expected
return and less risk. The composition of both portfolios, aiong with their expected
returns and standard deviations, is given on page 8.
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A sset Classes

U.S. Large Cap Stocks

U.S. Mid/Small Cap
Stocks

Canadian Stocks
European Stocks
Pacific Region Stocks

Emerging Market
Stocks

Real Estate
Cash

Intermediate-Term
Govt/Corp Bonds

Long-Term Govt/Corp
Bonds

Mortgage-Backed
Securities

Non-U.S. Govt Bonds

Expected Return

Standard Deviation

Current and Recommended

Portfolio Allocations

Current
Portfolio

m

21.17
0.65

0.03
2.54
2.94
0.42

6.69
4.64
30.86

25.27

3.94

0.85

8.53
7.57

Revised
Current
(%)

11.00
4.00

0.00
3.50
4.00
2.50

10.00
1.00
40.00

12.00

12.00

0.00

8.89
7.40

Allocations

3-Year Revised
Target Target

(%) (%)
24.00 16.00
6.00 8.00
0.04 0.00
4.28 6.00
4.97 7.00
0.72 3.00
10.00 10.00
0.00 1.00
25.32 30.00
20.74 5.00
3.24 14.00
0.69 0.00
9.93 10.31
9.91 9.89

Aggressive

Portfolio
(%)

18.00

10.00

0.00
7.50
10.50
4.00

10.00
1.00
18.00

6.00

15.00

0.00

11.33
11.69



The superior tradeoff between risk and return of the revised target portfolio can be
accomplished by shifting a larger portion of Fund assets into domestic mid and small
capitalization stocks, international stocks, mortgage securities, and real estate. Again,
these riskier assets have low correlations with many other portfolio assets, and therefore
provide enhanced diversification benefits.

Allocation ofa More Aggressive Portfolio

Although we have analyzed and suggested improvements to both the current and target
portfolios, we have not yet commented on whether either portfolio is appropriate for the
Fund. Ideally, a portfolio provides enough return to meet the goals of the investor while
maintaining a level of risk that is comfortable for the investor. By setting a three-year
target portfolio that has an increased allocation to equity assets, the Board has indicated
that L is comfortable with a more aggressive investment philosophy. In our opinion,
such an aggressive investing strategy is appropriate and necessary for achieving the
Fund's statutory goals of maximizing total return and providing the maximum amount
of disposable income to the citizens of Alaska. Consequently, we believe the Fund
should consider the benefits of investing in the "aggressive portfolio," also shown in the
graph on page 7.

In recent years, the Fund has enjoyed relatively high returns, particularly on its fixed
income investments. These high returns were due, in part, to rather unique market
conditions, such as a dramatic decline in U.S. interest rates. These market conditions,
however, are not expected to continue in the future, as evidenced by the returns
expected on the current and target Fund portfolios. Tire potentially lower returns
earned by both these portfolios are important factors to consider, because such low
returns will inevitably lead to lower dividend payments to Alaskans. Our recommended
aggressive portfolio, however, with its significant allocations to international equities
and mortgage-backed securities, has an expected return in the range of the Fund's
recent returns. The allocation of this aggressive portfolio, along with its expected return
and standard deviation, is provided on page 8.

The graphs on the following page can help to compare the expected performance of each
portfolio. The graphs show expected wealth values under the target, revised target, and
aggressive portfolios for five-, ten-, and twenty-year investment horizons. Although the
Board may consider the aggressive portfolio too risky, the graph shows that the majority
of this portfolio's volatility is due to its broad range of possible high, positive returns, not
negative ones. For all investment time horizons, the aggressive portfolio has a higher
expected wealth value under the best- and expected-case scenarios. Only under the
worst-case scenario does the aggressive portfolio underperform the target portfolio, while
the revised target portfolio performs better than the target portfolio in all cases.



w g

=t 3

$105-
$95-
$85-
$75-
$65-
$55-
$45-
$35-
$25-
$15-

W orst Case Scenario

Expected Scenario

B estCase Scenario

3-Year Target Portfolio
Revised Portfolio

Aggressive Portfolio



Testing Gur Recommended Portfolios

To ensure the validity of our recommended portfolios, we tested those portfolios and the
Fund's current and target portfolios for stability. A stable portfolio is one that performs
well under a variety of possible future market conditions; i.e., the portfolio provides
adequate return for the amount of risk taken under conditions that differ from our
forecasts. We tested the portfolios using "worst-case” scenarios where the return of one
or more assets is lower than expected and the risk is higher than expected. The
following scenarios were used, both individually and in combination, to test our
recommended portfolios:

U.S. equity risk premium decreases to 5 percent

Mid and small capitalization equity return decreases to 15 percent
Europe equity return decreases to 10 percent

Europe equity standard deviation increases to 26 percent

Pacific equity return decreases to 10 percent

Pacific equity standard deviation increases to 34 percent

Emerging market equity return decreases to 10 percent

Return between long-term and intermediate-term bonds increases to 1
percent

Intermediate-term bond standard deviation increases to 6 percent
Mortgage-backed securities return decreases to 6 percent
Mortgage-backed securities standard deviation increases to 11 percent
Real estate standard deviation increases to 25 percent

Correlation between U.S. stocks and U.S. bonds increases 30 percent
Correlation between U.S. stocks and non-U.S. stocks increases 30 percent

Under these scenarios, our recommended portfolios provided higher returns with less
risk than either the Fund's current or target portfolios. For example, the improved
target portfolio had 10 basis points more return and less risk than the current target
portfolio when tested under the assumption that all international markets had the lower
returns and higher risks outlined above. This indicates that the revised portfolios will
perform better over the long run, despite possible extreme underperformance of some
markets.

1



Il Implementation Issues

Whichever portfolio the Board chooses, several issues must be addressed by the Board to
ensure maximum Fund performance. The single most important issue is the degree of
adherence to the chosen allocation. Research has suggested that the asset allocation
decision accounts for over 90 percent of the variability of returns on a portfolio, and is
the single largest determinant of portfolio performance.1l Consequently, individual
security selection and active security management, the two factors commonly assumed to
contribute the most to the return of a portfolio, actually account for only a small amount
of portfolio return variability. Therefore, adherence to the chosen allocation is crucial to
the future performance of any investment portfolio, including the Permanent Fund.
Accordingly, the Board must decide whether the current investment strategy of the Fund
accommodates a strict adherence to the chosen allocation. We address this issue
separately for equity and fixed income assets in the following two sections.

Equity Assets

As of April 1993, the Board decided to use active managers only for domestic mid/small
capitalization stocks and all international equities. Since our recommended portfolios
are based on passive benchmarks, we believe that the long-term performance we forecast
can be achieved through the use of passive managers, although it is certainly possible
for active managers to meet or exceed that performance. For this reason, we believe the
Board's decision to retain active mangers is appropriate, 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 assets in the specific, recommended asset class.

This stipulation is in direct contrast to the Board's new global investment strategy as
outlined in the Fund's 1993 Annual Report. The new strategy allows active
international equity managers to decide when and where to invest Fund assets,
essentially shifting the asset allocation decision from .he Board to the manager. As
mentioned earlier, asset allocation, not security select on or active market timing, is the
largest determinant of portfolio performance. Under the planned strategy, the Fund's
equity allocation will shift continuously, violating the most crucial aspect of strategic
asset allocation: maintaining a stable asset mix which was chosen based on long-term
forecasts and needs of the fund. For this reason, we suggest a slightly modified strategy
where the Board hires managers that have a specific style of investing. For example,
under this modified strategy, the European equity allocation would be managed by a
manager who specializes in European equities. This type of management strategy would
allow the Board to retain control over the equity allocation of the Fund.

1 Gary P. Brinson, Brian D. Singer, and Gilbert L. Beebower, "Determinants of portfolio
performance II: An update," Financial Analysts Journal, Mny-Juno 1991
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The Fund's domestic equity managers also have similar control over the asset allocation
decision. Currently, the performance of each domestic equity manager is evaluated by
using a benchmark portfolio that consists of 80 percent large capitalization equities and
20 percent mid and small capitalization equities. The equity managers, however, are not
specifically required to invest 80 percent of their Fund allocation in large capitalization
stocks and 20 percent in mid and small capitalization stocks. A manager could alternate
between large cap and mid and small cap stocks, and still average an 80 percent large
cap and 20 percent mid and small cap investment. This man? jer could potentially be
100 percent invested in large cap stocks when the return in the mid and small cap
market is high, and vice-versa. Again, this causes the overall equity allocation of the
Fund to change continuously, and shifts control of the asset allocation decision to
individual managers. Because the asset allocation decision is so important to the overall
performance of the Fund, we feel the Board should set specific domestic equity
allocations, and select managers who specialize in each asset class. This will ensure the
maximum expected return for the Fund's equity investments.

Fixed Income Assets

Currently, the Fund's fixed income assets are passively managed in-house by the Fund's
Chief Investment Officer, and are generally treated as a single asset class. Our
analysis, however, treats the fixed income category as five distinct asset classes, because
each contributes unique benefits to the overall portfolio. Treasury bills, for example,
provide more liquidity than the other assets, and are, consequently, the least risky.
Also, mortgage-backed securities perform differently from government or corporate
bonds. For this reason, each fixed income asset class must be considered separately in
the asset allocation decision.

Currently, the Board treats all fixed income assets as a single asset .lass and provides
only a broad allocation directive. This essentially shifts the asset allocation decision to
the fixed income manager. While the current allocation across fixed income assets may
be appropriate when viewed in isolation, that same allocation may be inappropriate
when viewed in the context of the overall portfolio. The Board has a comprehensive
perspective on the Fund and, as such, should determine the Fund allocation to each
asset class. For this reason, we suggest that the Board set specific target allocations for
fixed income asset classes. In this way, the Board maintains control over the Fund's
asset allocation and ensures maximum overall Fund performance.

Prior to beginning our study, several Board members and senators voiced concern over
the Fund having only one manager for the entire fixed income portfolio. We feel that a
single, capable manager, such as the current manager, can manage a large, passive fixed
incoirn portfolio with few problems, as long as that portfolio has only a small allocation
to mortgage-backed securities. However, if a larger proportion of funds was invested in

13



mortgage-backed securities (as is our recommendation), it may be required to hire
additional staff. This is because mortgage-backed securities are more complex to
analyze, and the holders of mortgage securities continually receive principal and interest
payments which must be accurately recorded. All our recommended portfolios contain
substantial allocations to mortgage-backed securities. Consequently, we suggest that the
Board hire an outside manager to manage the mortgage portfolio, or, at the very least,
hire additional support staff.

Conclusion

Although the Permanent Fund has an excellent performance history, the Fund faces new
and uncertain investment challenges in the coming years. The Board, realizing the
importance of asset allocation to overall Fund performance, has created a target
allocation to meet those challenges. However, as our analysis reveals, the Board can
implement a better allocation for the Fund, one that has higher expected return and less
risk than the Fund's target portfolio. Also, the Board can implement a new investing
policy, one emphasizing an adherence to the chosen allocation. By doing so, the Board
will help ensure the maximum expected performance of the Fund over the long-term
investment horizon, thereby providing the highest possible income to the State's citizens
and fulfilling its obligation to those citizens.
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Appendix A: Benchmarks Used in Asset Allocation Study

Asset Class
U.S. Large Capitalization Equity

U.S. Mid/Small Capitalization Equity

Canada Equity

Europe Equity

Pacific Equity

Emerging Markets Equity

Cash

Benchmark Description

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

Russell 2000 Index: A market capitalization-
weighted index of the stocks of the bottom two
thirds of the largest 3000 publicly traded
companies domiciled in the United States.

Morqan Stanley Capital International Canada
Total Return Index: A market capitalization-
weighted index of 81 large Canadian stocks.

Morqan Stanley Capital International Europe
Total Return Index: A market capitalization-
weighted index of large stocks from Austria,
Belgium, Denmark, Finland, France, Germany,
Ireland, Italy, Netherlands, Norway, Spain,
Sweden, Switzerland, and the United Kingdom.

Mor%an Stanley Capital International Pacific
Total Return Index: A market capitalization-
weighted index of large stocks from Australia, Hong
Kong, Japan, Malaysia, New Zealand, and
Singapore.

IFC Emerglng Market Composite Index: A

broad-based, market capitalization-weighted index
of stocks listed in countries with a per capita GDP
below an annually-disclosed f|gure. Currently, 20
countries are represented in the Composite index.

U.S. 90-Day Treasury Bills: Published by
Salomon Brothers in International Bond and Money
Market Performance.



IT Govt/Corp Bonds

LT Govt/Corp Bonds

Mortgage-Backed Securities

Non-U.S. Bonds

Real Estate

Lehman Brothers Intermediate-Term
Government/Corpo**ate Bond Total Return
Index: A ’oortfollo of U.S. government issues
(>$100 million par valueﬂ.and investment grade
corporate debt_$>$50 million par value) with an
al\éegrag\ge maturity of 442 years as of November 29,

Lehman Brothers Government/Corporate
Bond Total Return Index: A portfolio of U.S.
government issues (>$200 million par value) and
Investment grade corporate debt (>$50 million par
value) with an aveé%%e maturity of 1081 years as
of November 29, 1

Lehman Brothers Mortgage-Backed Securities
Total Return Index: An index ofall fixed-rate
securities backed by mortgage pools of the
Government National Mortgage Association
&GNMA),_FederaI Home Loan Mortgage

orporation (FHLMC), and the Federal National
Mortgage Association gFNMA). The index has an
average maturity of 539 years.

Salomon Brothers Non-U.S. 1+ Bond Index; A
market capitalization-weighted index of bonds from

Australia, Canada, Germany, Japan, Netherlands,
Switzerland, and the United Kingdom with one

%ear or more to ma_turltg. The average maturity of
onds in the index is 6.95 years.

Wilshire Real Estate Securities Total Return
Index: A market capitalization-weighted index of
approximately 85 real estate investment trust and
real estate operating companies.
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Appendix B: Forecasts Used in Asset Allocation Study

Forecasts of Expected Return and Standard Deviation

Expected Standard

Asset Class Return Deviation
U.S. Large Cap Stocks 13.56 20.61
U.S. Mid/Small Cap 18.03 32.95
Stocks
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 461 2.73
IT Govt/Corp Bonds 5.89 4.10
LT Govt/Corp Bonds 6.37 7.22
Mortgage-Backed 7.45 9.28
Securities
Non-U.S. Govt Bonds 6.01 14.75

I7



APR- '.-93 THU 15:46 DONS FAX NO. 9074632565

FISCAL NOTE

STATE OF ALASKA BILL NO.  Senaie Bill No. 170
193LEGISLATIVE SESSION

Revision Oalor OepL Adected: Department of Revenue
Tila: +An Act relating to income ot the permanent (unr!.* BRU: APFC
Component: APFC
Sponsor: Senator Rlogor
Requestor COMPONENT SERIAL NO. 100

OPERATING FY94 FY95 FY90 FY97 FY9S FY99
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING P O -0- -0- -0- «0-

CAPITAL | -0- -0- .. o -0- 0

REVENUE FUND SOURCE! -0- I -0- «0- -0- -0- 1 -0-

1002 FederaJ Receipts
1003 GF Match i

1004 GF

1006 GF/Program Receipts

1008 GF/MHTIA

Other

TOTAL -0 -0- L0 -0 0 0

POSITIONS:

Estimate of current yoar (FY93) impact: ?0

ANALYSIS: (Attach a separata page Il necessary)
This bill has no llscal impad.

Prepared by. Phone: 48s-2W7
Division: AiaskoEcrmanpnt Fund Corporation Dato: March 29.1993

ég&r;\ilss(,jio?gr: pate: u /fs
Agency:
PREPARER TO PROVIDE ALL DISTRIBUTIQN COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
Far further distribution information call the Governor's Legislative Office
RV 11/®) KfanaiisDeH Page /of /



