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S e n a t e  B ill 2 4 4 , in t r o d u c e d  a t  t h e  r e q u e s t  b y  th e  B o a rd  o f  T r u s te e s ,  w o u ld  
a m e n d  c u r r e n t  la w  w i th  r e s p e c t  to  e q u i ty  in v e s t in g .  S p e c if ic a lly , i t  w o u ld  
a l lo w  th e  P e r m a n e n t  F u n d  to  p u r c h a s e  -  u n d e r  c e r t a in  c o n d i t io n s  -  m o re  
t h a n  fiv e  p e r c e n t  o f  th e  s te „ k  o f  a  c o rp o ra t io n .

T h e  b ill s e t s  o u t  g e n e r a l  p o lic ie s  a n d  g u id e l in e s  f o r  a l t e r n a t i v e  a s s e t  
in v e s t in g .  T h e  p u rp o s e  o f  t h e  a l t e r n a t iv e  a s s e t  i n v e s tm e n t  p r o g r a m  is  to  
p r u d e n t l y  e m p lo y  a  m o d e s t  p e r c e n ta g e  o f  P e r m a n e n t  F u n d  a s s e t s  to  
a l t e r n a t i v e  in v e s tm e n t s  to  p ro d u c e  a  w e ll-d iv e rs if ie d , p ro f i ta b le  p o r tfo l io  
w h ic h  w ill e n h a n c e  th e  F u n d 's  to ta l  r e t u r n .  T h e  g o a ls  o f  t h e  p r o g r a m  a re :  
(1) to  a c h ie v e  s u p e r io r  to ta l  r e t u r n s  c o m p a re d  to  t r a d i t i o n a l  a s s e t  c la s s e s ;  
a n d  (2) to  d iv e r s i fy  a w a y  f ro m  t r a d i t i o n a l  c a p i ta l  m a r k e t  r is k s .

E v e n  th o u g h  a l t e r n a t iv e  in v e s tm e n t s  a s  a n  a s s e t  c la s s  a r e  e m p lo y e d  b y  
h u n d r e d s  o f  p u b lic  a n d  p r iv a t e  c o rp o ra t io n s  a n d  in s t i t u t i o n s  a r o u n d  th e  
c o u n t ry ,  in c lu d in g  u n iv e r s i t ie s  a n d  s t a t e  r e t i r e m e n t  s y s te m s ,  th e y  w o u ld  
r e p r e s e n t  a  n e w  ty p e  o f  in v e s tm e n t  fo r  th e  P e r m a n e n t  F u n d .  A s s u c h ,  i t  is  
u n d e r s to o d  t h a t  a  s ig n i f ic a n t  a m o u n t  o f  e d u c a t io n  w il l  b e  r e q u i r e d  b o th  
w i th in  t h e  C o rp o ra t io n  a n d  w ith in  t h e  le g is la tu r e  b e fo re  s u c h  in v e s tm e n t s  
w o u ld  b e  i n i t i a t e d ,  e v e n  o n  a  l im i te d  b a s is .
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To begin the educational process, I am enclosing the following six 
attachments:

A ttachm ent #1 is draft language for a proposed committee substitute for 
SB 244. This language, rather than focusing on the transaction 
mechanics of the new investments, more properly addresses alternative 
investments as simply a new asset class to be made available to your Fund 
managers for investment under the very stringent guidelines set forth by 
the Prudent Investor Rule. It is important to recognize that the particular 
selection criteria for each of these investments will most likely evolve and 
be adjusted over time as a result of the interaction between the staff, the 
Board and our consultants.

A ttachm ent #2 is the Board of Trustees resolution dated December 6, 
1993 in support of the original legislation. The Trustees adopted this 
resolution by a vote of five to one.

A ttachm ent #3 contains excerpts from the minutes of the December 6 
Board meeting in which Trustee Brady made the case for the proposed 
change.

'ur' en t #4 is the Executive Summary from the "1992 Survey of 
•ve Investments by Pension Funds, Endowments and 

junctions."  This document indicates that investment by our peers in 
the asset class of alternative investments is widespread, significant and 
growing. For example, the top 200 funds in the U.S. and Canada 
currently have $36 billion invested; this represents 3.6 percent of the 
assets of those funds that allocate dollars to alternative investments.

A ttachm ent #5 is a reprint from the Spring 1994 issue of The Journal o f 
Investing. The headline of the featured article is "Alternative Investments 
Grow Rapidly at Tax-Exempt Funds." Interestingly, this article indicates 
that it is the largest funds which are most the active in alternative 
investing. In fact, of the 33 $10 billion-plus funds surveyed, more than 80 
percent participate in at least one alternative investment asset.

A ttachm ent #6 is a copy of a letter from Dave Rose, the Fund's previous 
executive director, stating his support for the legislation and his 
reasoning, as well as some thoughts about the specific prohibitions 
included in the proposed committee substitute.
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The bottom line is that the Board wishes to have the authority contained 
in this amendment because we are convinced it will help us to do a better 
job protecting and enhancing the Permanent Fund. I would ask for your 
support and stand ready to provide additional information at any time.



B e  it e n a c t e d  b y  t h e  L e g i s l a t u r e  o f  t h e  S t a t e  o f  A l a s k a :

* S e c  l . A S . 1 3 . 1 2 0 . ( g )  i s  a m e n d e d  b y  a d d i n g  a  n e w  p a r a g r a p h  t o  r e a d :

( 2 1 )  N o t w i t h s t a n d i n g  3 7 . 1 3 . 1 2 0 ( i ) ,  e q u i t y  i n v e s t m e n t s  m a y  c o m p r i s e  

m o r e  t h a n  f i v e  p e r c e n t  o f  t h e  s t o c k  o f  a  c o r p o r a t i o n  o n l y  t h r o u g h  a i l  i n t e r e s t  i n  a  

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

c o n d i t i o n s :

( A )  t h e  F u n d  s h a l l  n o t  o w n  m o r e  t h a n  a  6 0 %  i n t e r e s t  i n  a  

p a r t n e r s h i p  o r  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e ;

( B )  t h e  a g g r e g a t e  i n v e s t m e n t  o f  t h e  F u n d  u n d e r  t h i s  p a r a g r a p h  

m a y  n o t  e x c e e d  f i v e  p e r c e n t  o f  t h e  t o t a l  i n v e s t m e n t s  o f  t h e  F u n d :

( C )  a t  n o  t i m e  m a y  t h e  F u n d  o w n  d i r e c t l y  o r  i n d i r e c t l y ,  

t h r o u g h  a  c o r p o r a t i o n ,  p a r t n e r s h i p  o r  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e ,  m o r e  

t h a t  5 %  o f  a n y  e n t i t y  w h i c h  h a s  s u b s t a n t i a l  o i l  a n d  g a s  o p e r a t i o n s  i n  t h e  

S t a t e  o f  A l a s k a ;

( D )  a p p r o p r i a t e  p o l i c i e s  a n d  p r o c e d u r e s  f o r  i n v e s t m e n t s  u n d e r  

t h i s  s e c t i o n  s h a l l  b e  r e v i e w e d  a n d  a p p r o v e d  a n n u a l l y  b y  t h e  B o a r d  o f  

T r u s t e e s .



Attachment If 2

RESOLUTION OF THE BOARD OF TRUSTEES 
OF THE ALASKA PERMANENT FUND CORPORATION 

PERTAINING TO LEGISLATIVE CHANGES IN THE ALASKA STATUTES 
RELATING TO ALTERNATIVE INVESTMENTS BY THE 

ALASKA PERMANENT FUND CORPORATION

RESOLUTION 93-12

BE IT RESOLVED, THAT the Board of Trustees directs staff to 

seek legislative changes to provide that, notwithstanding any other provision of 

law, but subject to the prudent investor provisions, the Alaska Permanent Fund 

Corporation may invest in the category of "Alternative Investment Strategies."

PASSED AND APPROVED by the Board of Trustees of the Alaska

Alaska Permanent Fund Corporation

ATTEST:

Corporate Secretary



Attachment if3

C H A I R  S E E K I N S :  Y e s .  . M r .  B r a d y .

M R .  B R A D Y :  I ' m  g o m e  t o  f o l l o w  o u r  s e n i o r  T r u s t e e  s  e x a m p l e  o f  t r y i n g
t a k e  t h e  f l o o r  t o r  a  w h i l e  a n d  s t a n d  u p  h e r e  a n d  t a l k  t o  y o u  a b o u t  t h i s  
s u b j e c t .  N o  o f f e n s e ,  M r .  F r e e m a n .  I  t h i n k  M r .  S u r z ' s  p r e s e n t a t i o n  
h i g h l i g h t e d  a n  o p p o r t u n i t y  h e r e  t h a t  w a s n ' t  p r e s e n t e d  n e c e s s a r i l y  b y  
h i s  p r e s e n t a t i o n ,  b u t  p r e s e n t e d  t o  y o u  i n  t h e  f a s h i o n  o f  u n d e r s t a n d i n g  
o f  s o m e t h i n g  t h a t  s o u n d s  t o  b e  v e r y  c o m p l i c a t e d  a n d  p o s s i b l y  e v e n  
b e y o n d  t h e  g r a s p  o f  m o s t  o f  t h e  a c t i v i t i e s  w e  d o .  i n  y o u r  m i n d .

I  p r o b a b l y  a m  t h e  o n e  r e s p o n s i b l e  f o r  a l l  o f  t h i s  t o d a y  a n d  i t  h a s  t o  d o  
w i t h  a  n u m b e r  o f  c h i n g s .  F i r s t l y ,  w e ' v e  a l l  c o n c l u d e d  o n e  w a v  o r  
a n o t h e r ,  I  b e l i e v e ,  t h a t  t h e  s t r a t e g y  o f  d i v e r s i f i c a t i o n  t h r o u g h  a s s e t  
a l l o c a t i o n  i s  t h e  p r i m a r y  k e y  t o  o u r  s u c c e s s .  A s  a  m a t t e r  o f  f a c t .  I  
d o n ' t  k n o w  h o w  m a n y  o f  y o u  s a w  t h i s  a r t i c l e  i n  F o r b e s  M a g a z i n e  
r e c e n t l y ,  w i t h  w h i c h  I  d o n ' t  a g r e e ,  b u t  w h i c h  b a s i c a l l y  a s k s  w h y  
s p e n d  a  l o t  o f  m o n e y  w i t h  m o n e y  m a n a g e r s  b e c a u s e ,  i f  y o u  j u s t  
b o u g h t  i n t o  6 & P s  a n d  s a v e d  a l l  t h a t  m o n e y ,  y o u ' d  e n d  u p  w i t h  
a p p r o x i m a t e l y  t h e  s a m e  r e s u l t s ?  I  d o n ' t  c o n c u r  t h a t ,  o v e r  a  l o n g  
p e r i o d  o f  t i m e ,  t h i s  i s  t r u e .

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

F o r  e x a m p l e ,  w e  r e  l i m i t e d  t o  t h e  e x t e n t  o f  5 %  o n  a n y  p u b l i c l y  t r a d e d  
e q u i t y .  T h i s  s u m m e r ,  w h e n  a l l  t h i s  s t a r t e d .  I  m e t  s o m e  v e r y  b r i g h t  
f e l l o w s .  W e ' v e  h e a r d  o v e r  a n d  o v e r  a n d  o v e r  t h a t  t h e  k e y  t o  a  l o t  o f  
t h i s  i s  t h e  p e o p l e  y o u  f i n d  f o r  y o u r  p a r t n e r s .  I  t h i n k  t h a t ' s  t r u e  i n  a n y  
s u c c e s s f u l  e n t r e p r e n e u r i a l  e n t e r p r i s e .  T h e s e  g u y s  a n d  g a l s  h a v e  
r a t e s  o f  r e t u r n  t h a t  a r e  p h e n o m e n a l .  T h e y ' r e  d o i n g  p a r t n e r s h i p s  
w i t h  p e o p l e  l i k e  o u r s e l v e s .  I f  w e  h a d  a n  a l t e r n a t i v e  i n v e s t m e n t  
s t r a t e g y  o f  5 7c, w h e t h e r  w e  f u n d  i t  o r  n o t .  b y  r e s o l u t i o n  w e  c a n  r e s t r i c t  
i t  h o w e v e r  w e  w i s h .  L e t ' s  s a y  w e  d o n ' t  w a n t  t o  d o  t i m b e r ,  a l t h o u g h  
t h a t ' s  b e e n  v e r y  s u c c e s s f u l  r e c e n t l y ,  w e  d o n ' t  w a n t  t o  d o  d a i r y  f a r m s ,  
w e  d o n ' t  w a n t  t o  d o  g o l d  r a i n i n g ,  a n d  w e  d o n ' t  w a n t  t o  e v e n  g e t  i n t o

A la sk a  P e rm a n e n t  F u n d -54- D ecem ber 6, 1993



s o m e  o r  t h e  I P O s  o r  s o m e  01 t h e  o t h e r  t h i n g s  t h a t  a r e  h a p p e n i n g .  B u t .  
l e t ' s  s a y  t h a t  w e  w a n t e d  t o  p a r t n e r s h i p  w i t h  s o m e  p e o p i e  w h o  b u y  
w h a t  t h e y  f e e l  a r e  u n d e r v a l u e d  s m a i l - c a p ,  p u b l i c l y  t r a d e d  c o m p a n i e s ,  
f o r  w h a t e v e r  r e a s o n s .  T h e y  c a n  e i t h e r  i n f l u e n c e  t h e  b o a r d  o r  p u t  
t h e m s e l v e s  o n  t h e  b o a r d  o r  d o  t h i n g s  t o  m a x i m i z e  t h e i r  r a t e s  o f  
r e t u r n  t h a t  o t h e r w i s e  a r e n ' t  h a p p e n i n g .  I t  m a y  b e  t h a t  t h e r e ’ s  o n e  
s e n i o r  s h a r e h o l d e r  t h a t ' s  g o t  a  l a r g e  p e r c e n t a g e  o f  i t  a n d  y o u  c a n  
r e c a p i t a l i z e ,  d o  a i l  t h e  t h i n g s  t h a t  n e e d  t o  b e  d o n e  t o  t l x  t h e  c o m p a n y ,  
a n d  g e t  t h e  r a t e s  o f  r e t u r n  t h a t  c o m p a n y  i s  l i k e l y  t o  g e t  b e i n g  f i x e d ,  i f  
y o u  w i l l .

B i l l  S c o t t  a n d  I  m e t  w i t h  t h e s e  f o l k s .  T h e s e  k i n d s  o f  p e o p l e  a r e  r e a l  
i n t e r e s t i n g .  I  t h i n k  t h i s  i s  s o m e t h i n g  w e  o u g h t  t o  d a .  I  d o n ’ t  t h i n k  
w e  s h o u l d  t a k e  I f f  a n d  t h r o w  i t  o u t  t h e r e  f o r  a  h o m e  r u n .  b u t  I  t h i n k  
w e  s h o u l d  t a k e  s o m e  p e r c e n t a g e  a s  w e  b r o a d e n  o u r  d i v e r s i f i c a t i o n  
a n d  l o o k  a t  o p p o r t u n i t i e s  w i t h  p e o p i e  a n d  c o m p a n i e s  t h a t  a r e  
s u c c e s s f u l  a t  m a k i n g  a  l o t  o f  m o n e y .

B y  t h e  w a v .  a l t h o u g h  I  k n o w  t h i s  d o e s n t  c a r r y  a  l o t  o f  w e i g h t  w i t h  
y o u .  M r .  F r e e m a n ,  a l m o s t  e v e r y b o d y  e l s e  i s  d o i n g  t h i s .  I t  i s  n o t  j u s t  
t h e  s w i n g e r s ,  t h e  u n i v e r s i t i e s ,  a n d  t h e  c o l l e g e s ,  b u t  t h e  p u b l i c  
e n t i t i e s ,  t h e  s t a t e s ,  a n d  t h e  c o r p o r a t i o n s  a r e  i n  t h ' s  c a t e g o r y .  I  g o t  a  
s a m p l i n g  o f  t h i s  m y s e l f  a n d  o v e r  1 0 0  e n t i t i e s  s i n m a r  t o  o u r s e l v e s  
h a v e  a n  a l t e r n a t i v e  i n v e s t m e n t  s t r a t e g y .  T h a t  d o e s n ' t  m e a n  w e  t a k e  
5 %  o f  o u r  m o n e y  a n d  t h r e w  i t  a t  t h e  w a l l  a n d  s a y ,  " D o  d e a l s ,  w h a t e v e r  
t h e y  a r e ,  a n d  w e  j u s t  t r u s t  y o u . "  T h a t ' s  n o t  t h e  s u g g e s t i o n  I  h a v e  
h e r e .  T h e  s u g g e s t i o n  I  h a v e  h e r e  i s  t h a t  w e  p a s s  a  r e s o l u t i o n  t h a t  
a l l o w s  u s  t o  i n c o r p o r a t e ,  i n  o u r  l e g i s l a t i v e  p a c k a g e ,  t h e  a b i l i t y  t o  
i n v e s t  i n  a l t e r n a t i v e  c a t e g o r i e s ,  t h e n ,  t h r o u g h  o u r  o w n  m e a n s  a n d  
d e v i c e s ,  s u c h  a s  l i m i t a t i o n s  a s  w e  t a l k e d  a b o u t  w i t h  r e a l  e s t a t e ,  w e  
c o n t r o l  t h r o u g h  r e s o l u t i o n s  w h a t  i t  i s  w e  w a n t  a n d  w i s h  t o  d o .  I  d o n ' t  
h a v e  a n y b o d y  i n  m i n d .  T h e r e ' s  n o t  m a n y  D u r a c e i l  d e a l s  f l o a t i n g  
a r o u n d .  T h o s e  c o m e  a r o u n d  o n c e  i n  a  w h i l e .  T h e r e  a r e .  h o w e v e r ,  a  
l o t  o f  s m a l l - c a p  c o m p a n i e s  a n d  o t h e r  s i t u a t i o n s  t h a t  c o m e  a l o n g  t h a t  
a r e  g o o d .  T h e  r a t e s  o f  r e t u r n  s o m e  o f  t h e s e  p e o p l e  a r e  g e n e r a t i n g  a r e  
r e a l l y  g o o d .  A s  o u r  o i l  r e v e n u e s  g o  d o w n  a n d  o t h e r  t h i n g s  t a k e  p l a c e ,  
y o u  c o u l d  c r e a t e  a  s c e n a r i o  t h a t  w e  o u g h t  t o  h a v e  o t h e r  o p p o r t u n i t i e s  
a n d  w a y s  t o  m a k e  m o n e y  a r o u n d  h e r e .

H a v i n g  s a i d  t h a t ,  t h e  e x a m p l e  t h a t  I  t r i e d  t o  l a y  o u t  h e r e  t o  d o  t h i s  i s  
p r o h i b i t e d  b e c a u s e ,  i n  m a n y  i n s t a n c e s ,  w e  m a y  f i n d  o u r s e i v e s  i n  a  
p a r t n e r s h i p  w h e r e i n  w e  w o u l d  o w n  m o r e  t h a n  5 %  o f  a  s p e c i f i c  s t o c k .  
W e  c a n ' t  d o  t h a t .  B u t .  i f  w e  h a d  a n  a l t e r n a t i v e  i n v e s t m e n t  c a t e g o r y  
a n d  w e  i n v e s t e d  w i t h  p a r t n e r s  a n d  i t  w a s  u n d e r s t o o d  t h a t  t h e s e  
i n v e s t m e n t s ,  m a d e  f r o m  t i m e  t o  t i m e ,  i n  m o s t  c a s e s ,  w e  w o u l d  f i n d  
o u r s e l v e s  i n  a  s i t u a t i o n  w h e r e  w e  w o u l d  h a v e  2 0 %  t o  3 0 %  o f  t h i s  
p a r t n e r s h i p  t h a t  w o u l d  o w n  3 0 %  t o  5 0 %  o f  a  p u b l i c l v  t r a d e d  c o m p a n y .

A la sk a  P e r m a n e n t  F u n d -55- D ecem ber fi, 1993



W e  j u s t  t l i p p e d  o v e r  t h e  e a c e .  W l i a t  I  w a n t  t o  d o  i s  c o n v i n c e  y o u .  a s  
b e s t  I  c a n .  t h a t  t h r o u e n  o u r  a s s e t  a l l o c a t i o n  a n d  d i v e r s i f i c a t i o n ,  w e  
s h o u l d  h a v e  t h i s  c a t e g o r y .  O n c e  w e  h a v e  t i n s  c a t e g o r y  a n d  t h e  
a u t h o r i t y  t o  d o  t h e s e  s o r t s  o f  t h i n g s .  t h e n  w e  c o m e  b a c k  a n d  w e  l o o k  a t  
t h e  o p p o r t u n i t i e s  t h r o u g h  p r e s e n t a t i o n s  t o  l e a r n  t h e  h i s t o r y ,  t h e  t r a c k  
r e c o r d s ,  t h e  b e n c h m a r k s ,  a n d  a l l  t h e  t h i n g s  w e  t a l k e d  a b o u t  e a r l i e r  
t h a t  w e  n e e d  a n d  w a n t  t o  h a v e  t o  t’e e i  c o m f o r t a b l e  a b o u t  t h i s .  T h e n ,  i f  
w e  c h o o s e  t o  d o  t h i s ,  w e  c a n  d o  i t .  M r .  S u r z  s a i d  i t  a n d  M r .  S t o n e  s a i d  
i t .  N o t  j u s t  b e c a u s e  e v e r y b o d y  e l s e  i s  d o i n g  i t .  I  d o  b e l i e v e  i t ' s  a  m i s s e d  
o p p o r t u n i t y ,  i f  w e  d o n ' t  h a v e  o u r s e l v e s  p o s i t i o n e d  s o  t h a t  w e  c a n  t a k e  
a d v a n t a g e  o f  t h e s e  k i n d s  o f  o p p o r t u n i t i e s  a s  t h e y  c o n t i n u e  t o  c o m e  
a l o n g .

W i t h  S 8 0  m i l l i o n  t o  S 1 2 0  m i l l i o n  a  m o n t h  c o m i n g  i n .  t h e  p y r a m i d  
k e e p s  g e t t i n g  b i g g e r  a n d  w e  r e  s h a l l o w e r  o n  o u r  d i v e r s i f i c a t i o n .
T h a t ' s  w h y  I  f e e l ,  a f t e r  h a v i n g  l e a r n e d  a  l i t t l e  b i t  a b o u t  t h i s  f r o m  
r e a d i n g  s t a c k s  o f  i n f o r m a t i o n  a n d  d i s c u s s i n g  t h o s e  w i t h  
C o m m i s s i o n e r  R e x w i n k e l .  i t ’ s  s o m e t h i n g  w e  s h o u i d  b e  d o i n g .  T h e  
o t h e r  b o a r d  C o m m i s s i o n e r  R e x w i n k e l  s i t s  o n  i s  g o i n g  t o  d o  i t .  W e ' r e  
n o t  t h r o w i n g  s o m e t h i n g  a t  t h e  w a l l ,  c l o s i n g  o u r  e y e s ,  a n d  l o o k i n g  o u t  
t h e  c o r n e r  t o  s e e  w h a t ' s  g o i n g  t o  h a p p e n .  T h i s  i s  s o m e t h i n g  t h a t ' s  
g o t  s o m e  p r e m e d i t a t e d  t h o u g h t  t o  i t  a n d  s o m e  p r e - e x a m i n a t i o n .  I  f e e l  
v e r y  s t r o n g l y  t h a t  t h i s  i s  s o m e t h i n g  w e  s h o u l d  h a v e  i n  a  r e s o l u t i o n  t o  
b e  a b l e  t o  i n c o r p o r a t e .  I ’ v e  g o t  a  c o p y  o f  t h e  N e w  Y o r k  s t a t u t e ,  i f  
a n y b o d y  w a n t s  t o  s e e  w h a t  t h e y  d i d .  T h e y  j u s t  a u t h o r i z e d  u p  t o  " X "  
p e r c e n t  o f  t h e i r  a l l o c a t i o n  f o r  t h a t  c a t e g o r y .

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

C H A I R  S E E K I N S :  A r e  t h e r e  a n y  c o m m e n t s ?  M r .  F r e e m a n .

M R .  F R E E M A N :  I  w o u l d  a s s u m e  f r o m  y o u r  r e m a r k s ,  M r .  B r a d y ,  t h a t  a  
c h a n g e  i n  l e g i s l a t i v e  a u t h o r i z a t i o n  w o u l d  b e  n e c e s s a r y  f o r  w h a t  y o u  
w a n t  t o  d o ?

M R .  B R A D Y :  I  t h i n k  s o .  o n l y  a s  r e s p e c t s ,  f r o m  w h a t  I  u n d e r s t a n d ,  t h e
p o t e n t i a l  o f  i n t e n t i o n a l l y  g o i n g  o u t  a n d  h a v i n g  a n  i n d i r e c t ,  b u t  r e a l ,  
o w n e r s h i p  i n  m o r e  t h a n  59c o f  a  p u b l i c l y  t r a d e d  c o m p a n y .  T h a t ' s  
w h e r e  t h e  L e g i s l a t u r e  w o u l d  h a v e  t o  c o m e  i n t o  p l a y .

M R .  S C O T T :  I f  y o u  c a n ' t  d o  t h a t ,  t h e n  y o u  c a n ' t  a c c o m p l i s h  t h e  t y p e s  o f
p r i v a t e  b u y - o u t s  i n v o l v e d  h e r e .  I f  y o u  c a n ' t  o w n  m o r e  t h a n  596, t h e n  
y o u  c a n ' t  e f f e c t i v e l y  o p e r a t e  i n  t h i s  a r e n a .
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I t ' s  i n t e r e s t i n g  t o  m e .  a n d  i t  m a v  b e  j u s t  c o i n c i d e n t a l  h e l p ,  t h a t  i t ' s  
b e e n  d e m o n s t r a t e d  o v e r  t h e  y e a r s  t h a t  h i g h e r  t a x  r a t e s  d r y  u p  
e n t r e p r e n e u r i a l  c a p i t a l .  T h e  o n l y  r e a s o n  1 m a k e  t h a t  p o i n t  i s  t h a t  
w e ' r e  y "  n g  i n t o  a  p e r i o d  o f  h i g h e r  t a x  r a t e s ,  u n l e s s  C o n g r e s s  a n d  
C l i n t o r .  c h a n g e  t h e i r  m i n d s ,  a n d  w e ' r e  g o i n g  t o  s e e  a  d r y i n g  u p  o f  
e n t r e p r e n e u r i a l  c a p i t a l  a n d  i t  m a y  v e r y  w e l l  b e  t h a t  a l s o  
d e m o n s t r a t e s  a n  o p p o r t u n i t y  f o r  t h e  i n s t i t u t i o n a l  i n v e s t o r  t o  t a k e  t h e  
p l a c e  o f  s o m e  o f  t h a t .

C H A I R  S E E K I N S :  C o m m i s s i o n e r  U s e r a .

C O M M I S S I O N E R  U S E R A :  I ' m  w o n d e r i n g  w h a t  i s  y o u r  e x p e r i e n c e  i n
t e r m s  o f  t h e  n e c e s s i t y  o f  h a v i n g  s t a f f  i n v o l v e d .  D i d  y o u  f e e l  t h a t  t h e  
W a s h i n g t o n  a n d  O r e g o n  f u n d s  f e l t  i t  w a s  n e c e s s a r y  t o  s t a f f  u p  t o  d o  
o v e r s i g h t  o f  t h i s  p r o c e s s ?

M R .  S T O N E :  I t  w a s  i n t e r e s t i n e  t h a t ,  a t  t h e  t i m e  w e  g o t  i n v o l v e d ,  s t a f f  d i d  i t  
a l l .  T h e r e  w a s  n o  o u t s i d e  e x p e r t i s e .  T o  b e  h o n e s t  w i t h  y o u .  I  d o n  t  
t h i n k  t h e y  i n c r e a s e d  t h e i r  s t a f f  a t  a i l  w i t h  r e s p e c t  t o  w h a t  t h e y  w e r e  
d o i n g .  T h a t ' s  n o t  t r u e .  I n  W a s h i n g t o n ,  t h e y  a d d e d  o n e  p e r s o n  w h o  
w a s  s p e c i f i c a l l y  i n v o l v e d  i n  a l t e r n a t i v e  i n v e s t m e n t s .

C O M M I S S I O N E R  U S E R A :  T h e  i m p r e s s i o n  I  g e t  i s  t h a t  y o u  d o  h a v e  t o  
k n o w  w h a t  y o u ' r e  d o i n g .  Y o u  h a v e  t o  b e  t u n e d  i n t o  i t  a n d  n o t ,  l i k e  
w i t h  p a s s i v e  i n v e s t m e n t s . - s a y  t h a t  y o u ' l l  c h e c k  b a c k  i n  s i x  m o n t h s  o r  
a  c o u p l e  o f  y e a r s .  C e r t a i n l y ,  i t  r e q u i r e s  c l o s e  m o n i t o r i n g  a n d  h a v i n g  
a  s o u n d  c o m m u n i c a t i o n  s y s t e m  b e t w e e n  t h e  f u n d s ,  a s  w e l l  a s  t h e  
g a t e k e e p e r  a n d  t h e  c o m p a n y  t h a t ' s  g o i n g  t o  b e  a  p a r e n t .  I f  I ' m  
h e a r i n g  y o u  r i g h t ,  w h a t  t h e y ' r e  d o i n g  i s  s a y i n g  t h e y ' r e  i n  a g r e e m e n t  
a n d  t h e y  c o l l e c t i v e l y ,  a s  p a r t n e r s ,  a r e  g o i n g  t o  i n s u r e  t h e  s u c c e s s  o f  
t h i s  c o m p a n y  b v  u s i n g  t h e s e  v e r y  b e s t  a n d  b r i g h t e s t  p e o p l e  w h o  a r e  
g o i n g  t o  g o  i n  a n d  a d d  v a l u e  t o  t h e  i n v e s t m e n t .

M R .  S T O N E :  T h a t  i s  t r u e ,  t o  a  c e r t a i n  d e g r e e .  L e t  m e  a d d  t h i s .  J o h n  w a s  
m e n t i o n i n g  P a u l  S a y l o r  e a r l i e r  w i t h  r e s p e c t  t o  r e a l  e s t a t e .  H e  i s  v e r y  
w e l l  k n o w  a n d  v e r y  g o o d .  S u r p r i s i n g l y ,  i n  t h i s  a r e a  t h e r e  a r e  s o m e  
v e r y  g o o d  p e o p i e .  W e  f o u n d  s o m e  e x c e l l e n t ,  i f  y o u  w i l l .  P a u l  S a y l o r  
t y p e s  w h o  c o u l d  m o n i t o r  t h i s  a n d  h a v e  d o n e  a  v e r y  g o o d  j o b  f o r  
W a s h i n g t o n  a n d  O r e g o n .

C O M M I S S I O N E R  U S E R A :  T h e y  w e r e  o n  a  c o n t r a c t  b a s i s ?

M R .  S T O N E :  Y e s .  I ' m  n o t  r e c o m m e n d i n g  a d d i n g  s t a f f .  T h i s  g u y  t a l k e d  
e a r l i e r  a b o u t  s m a r t  p e o p l e .  T h e r e  i s  s o m e  r e a l  t a l e n t  o u t  t h e r e  i n  
t e r m s  o f  c o m p a n i e s  w h o  a r e  o v e r s e e i n g  t h i s  a s  c o n s u l t a n t s  a n d  
a d v i s o r s  w h o  d o  a  w o n d e r f u l  j o b .
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C O M M I S S I O N E R  U S E R A ;  M r .  C h a i r m a n ,  c o u l d  I  a s k  j u s t  o n e  o t h e r  
q u e s t i o n ?  W h a t  i s  t h e  c o m p e t i t i o n  f o r  t h e  p o o d  d e a i s ?

M R .  S T O N E :  W h a t  v v e  t o u n d  t o  h a p p e n  i s .  i n  t h e  1 9 8 0 s .  t h i s  a s s e t  c a t e g o r y  
g o t  f l o o d e d  w i t h  m o n e y .  I  t h i n k  t h a t  i s  o n e  o f  t h e  r e a s o n s  y o u ' v e  g o t  
s o  m a n y  p r o b l e m s .  W h a t  h a s  h a p p e n e d  n o w  i s  a  l o t  o f  t h a t  m o n e y  
h a s  p u i l e d  b a c k .  T h a t  s  i n  t h e  f o r m  o f  i n s u r a n c e  c o m p a n i e s .  B a n k s  
c a n ' t  d o  i t  a n y  m o r e  b e c a u s e  t h e  r e g u l a t i o n s  h a v e  c h a n g e d  a n d  t h e y  
c a n  n o  l o n g e r  b e  i n v o l v e d  i n  t h i s  t y p e  o f  a s s e t  c a t e g o r y .  S o ,  t h e  
n u m b e r  o f  g o o d  d e a l s  h a v e  i n c r e a s e d  d r a m a t i c a l l y  w i t h  t h e  a v a i l a b l e  
d o l l a r  t h a t ' s  o u t  t h e r e .  T h e  f u n d s  a r e  h a v i n g  p o t e n t i a l  d e a l s  g o  
a c r o s s  t h e i r  t a b l e  t h a t  a r e  v e r y  a t t r a c t i v e .

C O M M I S S I O N E R  U S E R A ;  D o  t h e  d e a l s  c o m e  t o  y o u  o r  d o  y o u  g o  o u t  a n d  
l o o k  f o r  t h e  d e a l s ?

M R .  S T O N E :  T h e y  c o m e  t o  t h e  f u n d .

C O M M I S S I O N E R  R E X W I N K E L :  M r .  C h a i r m a n .  I  h a v e  a  q u e s t i o n .  D o  w e  
h a v e  l e g i s l a t i v e  a u t h o r i t y  t o  d o  s o m e  o f  t h e s e  t h a t  M r .  S u r z  p o i n t e d  
o u t  o n  p a g e  2  o f  h i s  p r e s e n t a t i o n ,  w h i c h  i n c l u d e  h e d g e d  f u n d s ,  
m a r k e t  n e u t r a l ,  a n d  m a n a g e d  f u t u r e s ?

M R .  B R A D Y :  N o .

C O M M I S S I O N E R  R E X W I N K E L :  N o n e  o f  t h e m ?

M R .  S C O T T :  W e  c a n  h e d g e  i n d i v i d u a l  p o s i t i o n s ,  b u t  n o t  o n  a  s p e c u l a t i v e  
b a s i s .

C H A I R  S E E K I N S :  M r .  F r e e m a n .

M R .  F R E E M A N :  I  s u s p e c t  t h a t  m y  f e e l i n g s  a n d  p o s i t i o n  o n  t h i s  a n d  m y
l a c k  o f  e n t h u s i a s m  d o e s n ' t  c o m e  a s  a  s u r p r i s e  t o  M r .  B r a d y .  I  d o n ' t  
w a n t  t o  m a k e  a  l o n g - w i n d e d  p i t c h  o n  t h e  m e r i t s  o f  i t .  I ' l l  b e  a  l i t t l e  
m o r e  p r a c t i c a l  t h a n  t h a t .  I  a s k e d  t h e  q u e s t i o n  w h e t h e r  y o u  t h o u g h t  
t h i s  w a s  g o i n g  t o  r e q u i r e  l e g i s l a t i v e  a p p r o v a l  a n d  a  c h a n g e  i n  t h e  
s t a t u t e  a n d  I ' m  s u r e  t h a t  i t  w i l l .  F r o m  a  p r a c t i c a l  s t a n d p o i n t ,  h o w  d o  
I  p u t  t h a t ?  O n e  o f  t h e  l e s s o n s  I  l e a r n e d  i n  p o l i t i c s  i s .  o n c e  i n  a  w h i l e ,  
y o u  t r y  t o  d o  s o m e t h i n g  y o u  t h i n k  s h o u l d  b e  d o n e ,  b u t  i t ' s  v e r y  
u n p o p u l a r  p o l i t i c a l l y .  E v e n  t h o u g h  s o m e t h i n g  i s  u n p o p u l a r ,  i f  y o u  
c a n  g e t  i t  d o n e ,  i t ' s  a  l o s e / w i n  s i t u a t i o n ,  a s  f a r  a s  p o l i t i c s  i s  
c o n c e r n e d .  B u t  a n y t i m e  y o u  t a c k l e  s o m e t h i n g  t h a t ’ s  v e r y  u n p o p u l a r  
a n d  d o n ' t  g e t  t h e  j o b  d o n e ,  a l l  y o u ' v e  d o n e  i s  d i m i n i s h  y o u r  c r e d i b i l i t y ,  
h a r m e d  y o u r  r e p u t a t i o n  p o l i t i c a l l y ,  a n d  h a v e n ' t  a c c o m p l i s h e d  
a n y t h i n g  o t h e r  t h a n  t h a t .
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F r o m  a  p r a c t i c a l  s t a n d p o i n t .  1 9 9 4  i s  a n  e l e c t i o n  y e a r  a n d  y o u  k n o w ,  
a s  w e l l  a s  I  d o .  t h e  c o n c e r n  t h a t  o u r  p o l i t i c i a n s  h a v e  t o r  r e a c t i o n  f r o m  
t h e  p u b l i c  a s  f a r  a s  t a m p e r i n g  w i t h  t h e  P e r m a n e n t  F u n d .  T h e  
c h a n c e s  o f  a c c o m p l i s h i n g  t h e  c h a n g e s  i n  t h e  l a w  t h a t  y o u  n e e d  a r e  
j u s t  a b o u t  n i l .  I f  y o u ' r e  n o t  g o i n g  t o  a c c o m p l i s h  t h a t  a n d  c a n ' t  g e t  t h e  
j o b  d o n e ,  I  t h i n k  i t ' s  h a r m f u l  t o  t h e  P e r m a n e n t  F u n d  w i t h  r e g a r d  t o  
t h e  f e e l i n g s  o f  t h e  p u b l i c  a s  f a r  a s  t h e  P e r m a n e n t  F u n d  B o a r d  o f  
T r u s t e e s  i s  c o n c e r n e d  t o  a t t e m p t  i t ,  i f  y o u  c a n ' t  g e t  t h e  j o b  d o n e .  Y o u  
c a n  d o  a s  y o u  w i s h ,  b u t  w h e t h e r  t h i s  i s  g o o d  o r  b a d .  t h e r e  a r e  a  l o t  o f  
p e o p i e  i n  t h e  L e g i s l a t u r e  t o d a y  t h a t  I  s e r v e d  w i t h  y e a r s  a g o  a n d  w e r e  
t h e r e  w h e n  t h e  P e r m a n e n t  F u n d  w a s  c r e a t e d .  T h e y  a r e  w e l l  a w a r e  
o f  t h e  b a c k g r o u n d ,  t h e  h i s t o r y ,  a n d  t h e  p h i l o s o p h y  a l l  a l o n g  t h e  l i n e  
a n d  m o s t  o f  t h o s e  p e o p l e  h a v e  e n o u g h  s e n i o r i t y  t h a t  t h e y ' r e  i n  
p o s i t i o n s  o f  r e a s o n a b l e  i n t l u e n c e  t o d a y .  W h e n  I  h a v e  s e r i o u s  
t h o u g h t s  a b o u t  t h e  P e r m a n e n t  F u n d .  I  d o n  t  h e s i t a t e  t o  t a l k  t o  t h e m  
a n d  I  h a v e  a  p r e t t y  g o o d  i d e a  w h a t  a r e  s o m e  o f  t h e i r  f e e l i n g s .  
R e g a r d l e s s  o f  t h e  m e r i t  o f  w h a t  y o u ' r e  t r y i n g  t o  d o .  i t ' s  n o t  g o i n g  t o  
h a p p e n .  M y  s u g g e s t i o n  w o u l d  b e  t o  d i s c u s s  i t  a n d  w h a t e v e r  y o u  w a n t  
t o  d o .  b u t  I  w o u l d n ' t  p u t  m y  f o o t  o n  t h e  l i n e  t o  g e t  i t  d o n e .  T h a t ' s  j u s t  
m y  o p i n i o n .

M R ,  B R A D Y :  M r .  C h a i r m a n .

C H A I R  S E E K I N S :  M r .  B r a d y .

M R .  B R A D Y :  M r .  F r e e m a n ,  I  r e s p e c t f u l l y  d i s a g r e e .  Y o u  k n o w  b e t t e r  t h a n  
I  t h e  e v o l u t i o n  o f  t h e  i n v e s t m e n t  s t r a t e g y  o f  t h i s  F u n d .  A t  o n e  t i m e ,  
w e  d i d n ’ t  h a v e  a  r e a l  e s t a t e  p o r t f o l i o .  A t  o n e  t i m e ,  w e  d i d n ' t  i n v e s t  i n  
s t o c k s .  W e  s i m p l y  s t a r t e d  w i t h  s o m e  b o n d s  a n d  s o m e  c a s h .  I  t h i n k  
t h a t  t h e  F u n d  w a s  l a t e  i n  m a k i n g  t h e  p r o p e r  d e c i s i o n s  i n  t h o s e  
i n v e s t m e n t  s t r a t e g i e s .  T h e  r e s u l t s  w i l l  b e a r  t h a t  o u t .

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

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

C H A I R  S E E K I N S :  M r .  B r a d y ,  i f  y o u  p e r h a p s  w a n t  t o  b r i n g  s o m e  a c t i o n ,  y o u  
m i g h t  w a n t  t o  d o  t h a t  d u r i n g  N e w  B u s i n e s s .

M R .  B R A D Y :  I  i n t e n d  t o  d o  s o .

C H A I R  S E E K I N S :  T h a n k  y o u  v e r y  m u c h .  W e  a r e  o n e - h a l f  h o u r  b e h i n d  o n  
o u r  a g e n d a .

M R .  S C O T T :  M r .  C h a i r m a n ,  b e c a u s e  w e  a r e  o n e - h a l f  h o u r  b e h i n d ,  c o u l d  I  
i n t e r c e d e  h e r e ?  I  h a v e  c h e c k e d  w i t h  M r .  O ' L e a r y  a n d  h e  c o u l d  
s w i t c h  t o  a  p o i n t  l a t e r  o n  i n  t h e  a g e n d a .  W e  d o  h a v e  C a p i t a l  
G u a r d i a n  h e r e  t o  a d d r e s s  y o u  a n d  o n e  p a r t  o f  t h e i r  p r e s e n t a t i o n  i s  
g o i n g  t o  b e  a  c o n f e r e n c e  t e l e p h o n e  h o o k - u p  T h o s e  p e o p l e  a r e  r e a d y  
a n d  w a i t i n g  a n d .  i f  i t ' s  a l l  r i g h t  w i t h  y o u ,  I  t h i n k  w e  s h o u l d  g o  o n  t o  
t h a t  o n e  n e x t .

C H A I R  S E E K I N S :  W e  w o u l d  l i k e  t o  t h e n  g o  a h e a d  w i t h  Capital 
G uardian, w h o  i s  r i g h t  o n  t i m e .

M S .  Y O R B A :  T h e y  h a d  t o  g o  o u t  a n d  p l a c e  a  q u i c k  t e l e p h o n e  c a l l .

C H A I R  S E E K I N S :  S o .  w e  w i l l  h a v e  t w o  n e w  i t e m s  u n d e r  N e w  B u s i n e s s .
O n e  w i l l  b e  a  r e a l  e s t a t e  r e s o l u t i o n  a n d  o n e  w i l l  b e  d e a l i n g  w i t h  
a l t e r n a t i v e  i n v e s t m e n t s .

M r .  S c o t t ,  w o u l d  y o u  i n t r o d u c e  t h e  n e x t  p r e s e n t e r s  o n  t h e  a g e n d a ,  
p l e a s e ?
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E x e c u t i v e  S u m m a r y

T h e  2 0 0  l a r g e s t  

p e n s i o n  f u n d s ,  
e n d o w m e n t s  a n d  

f o u n d a t i o n s  I n  t h e  
U n i t e d  S t a t e s  a n d  
C a n a d a  c u r r e n t l y  

h a v e  $ 3 6  b i l l i o n  
I n v e s t e d  I n  
a l t e r n a t i v e  
I n v e s t m e n t s

Pension funds, endowments and foundations have invested significant assets in 
alternative Investments^) -- the top 200 funds In the United States and Canada!2) have 
invested $36 billion. This represents 3.6% of the assets of those funds that allocate 
dollars to alternative investments.
Alternative investments have, until recently, been the province of a small group of 
Investors; participation is broadening significantly:

• 54% of all respondents participate in alternative investments
9 Over 80% of funds with greater than $10 billion in assets participate in alternative 

Investments
Buyout funds and venture capital have been the predominant investment strategies.
Limited partnerships are the most common investment vehicle; 80% of all alternative 
investment dollars are channelled through them.
There Is a strong appetite for alternative Investments going forward:

9 71% of all respondents plan to increase commitments to alternative investments
• Venture capital continues to dominate Investor Interest

(1) ’ARMMrihrt bwtrtntnli* »re difin«d»»n o r H m d W o n * ) l h » t  «r» KfquMandhavs t  •ubitanW aqulty component So»p.22for«nwi« 
(XHMpfcte difWfcvt.(2) 8m p. 2  lo t t  br*«kriawn of IntttMlOfu sutvtycd. A sunny o< 72 of lha top 100 pcn»fcn furvis in t*  U.8. and Csnsria wm» psrformsd by 
QoWmsn Sachs In 1991.
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hen interest rates on U.S. Treasury 
bills dipped below 3% last summer 
to their lowest level in thirty yean, 
investors and the public alike were 

caught by surprise.
But no one was more alert to this drop than 

pension fund managers. These specialists knew that 
the continuation of this trend could make it difficult 
to match the high investment returns of the 1980s.

One look at the figures illustrates the prob­
lem: between the end o f 1991 and the end of 1992, 
total returns on equities dropped from 33.0% to 
9.0%; on cash, from 5.75% to 3.61%; and on fixed- 
income investments, from 16.1% to 7.6%.*

NEW ASSET CLASSES IN  SPOTLIGHT

Tax-exempt funds, appropriately, arc explor­
ing new ways to increase returns. One result is 
greater interest in categories like alternative invest­
ments, which have a strong potential for higher 
returns.

A number of studies have shown that private

U.S. equities produced returns o f  18% o r 19% 
during the latter part of the 1980s, while some lever­
aged buyout funds did considerably better.

O f  course, the illiquidity o f  these private 
investments makes them subject to greater due dili­
gence and oversight. But the results can be worth it, 
especially when other potentially high-yielding asset 
classes like real estate are still under water.

Additionally, with traditional sources o f capi­
tal like insurance companies and banks facing major 
constraints, tax-exempt funds find themselves in a 
new role —  providing a much more active source o f 
capital. They are offered a much wider range o f  
private investment opportunities at extremely attrac­
tive returns.

Yet this asset category still suffers from one 
major problem, along with its potential cyclicality 
and relative youth: Very little systematic data are 
available. Funds traditionally have been secretive 
about their most successful alternative investments, 
and the variety o f strategies involved has made it 
hard to develop useful benchmarks.

To start building a more accurate picture,



Goldman, Sachs & Co. and the Frank Russell 
Company joined forces last summer to iaunch the 
first truly comprehensive study o f this investment 
category. The study requested data on alternative 
investment participation from the 228 largest tax- 
exempt funds in the U.S. and Canada (assets ranging 
from $500 million to $68 billion).

194 (85%) of the 228 funds contacted respond­
ed, a remarkably high response rate (Exhibit 1). The 
results of the study, endded “ 1992 Survey of Alterna­
tive Investments by Pension Funds, Endowments and 
Foundations,” wete released in the fall of 1992.

STRONG PARTICIPATIO N IN  
ALTERNATIVE INVESTM ENTS

This article discusses the findings o f the 
survey, using the terms tax-exempt fund and investor 
interchangeably to refer to respondents. Percentages 
arc rounded in the text and shown to the nearest 
tenth of a percentage point in the exhibits.

The survey defines alternative investments 
(Al) as illiquid private investments that have not 
been registered with the Securities and Exchange 
Commission. It focuses on eight different types of 
strategies within the asset class, strategies typically 
grouped together under the rubric o f "alternative 
investments.”2

These strategies are buyout funds, venture 
capital, mezzanine financing, oil and gas programs, 
distressed companies, targeted investments, timberland 
(and/or farmland), and other. All strategies involve an 
equity or equity-like component (Exhibit 2).

LARGEST FUNDS MOST AC TIVE 
IN  TH IS M ARKET

One of the most impressive findings of the 
survey is the fast growth rate of this asset class. The 
assets held by tax-exempt funds have tripled over the 
past sue years.

More specifically, in 1986 about one-third of 
the respondents in the survey held $12 billion in this 
investment category (Exhibit 3). Today over half 
(54%) have invested a total o f $36 billion in alterna­
tive investments. This is a compound annual growth 
rate of 20%.

The survey reveals that the largest funds are 
most active in alternative investing (Exhibit 4). These 
investors dominate the asset category. By and large, 
they are the ones that have committed professional 
staff and developed consistent strategies within this

S u r v e y  P a r t i c i p a t i o n : B r e a k d o w n  o f  
F u n d s  S u r v e y e d

EXHIBIT 1

No Information obtained 34 funds (15%)$209 billion (12%)
Union7 fund* (3%)$35 billon (2%)

Endowment/ Foundation 19 funds (0%) $66 biion (4%)

Total Fund* S u w y M  - 228. r*pm »nong *1.7 tnlUon u n d  
Total Fu rd*  fltnpond irtg • 194. f* fxm a<n jngS1 .5 ln iN onuM ta

investment category.
Over 80% o f investors with assets o f $10 

billion or mote participate in at least one alternative 
investment asset. Put another way, thirty-three funds 
with assets o f $10 billion or more account for 69%, 
or $24.6 billion of all alternative investment assets.

Among the remaining funds, those with assets 
from $5 billion to $9.9 billion account for only

EXHIBIT 2
A s s e t  A l l o c a t i o n

Sources: Pensions & In vestm e n ts , Goldman Sachs/Frank 
Russell 1992 Suivey.



EXHIBIT 3
E s t i m a t e d  G r o w t h  o f  A l t e r n a t i v e  
I n v e s t m e n t s

EXHIBIT 5
A v e r a g e  A l l o c a t i o n  t o  A l t e r n a t i v e  
I n v e s t m e n t s  b y  F u n d  S i z e

17.9%, or $6.4 billion, while funds with under $5 
billion have 13%, or $4.8 billion, in A1 assets.

The largest funds certainly have significantly 
greater resources to investigate opportunities in this 
market. They also have the potential to obtain better 
returns and gain more control than smaller players. 
Furthermore, large funds can make significant invest­
ments in private equity without exceeding their asset 
allocation guidelines.

For example, funds with over $10 billion in 
assets commit, on average, $750 million to AI assets, 
versus a mere $106 million for funds under $4 billion 
(Exhibit 5). Yet alternative investments comprise 
only 3% of total assets for these giants, compared to 
5% for the funds with under $4 billion in assets.

‘ Includes ill funds committed whether drawn down o r not.

This docs not mean that smalle. funds cannot 
invest efficiently in alternative investments. It just 
means that when they do, the investment usually 
involves a larger portion of their asset allocation. And it 
usually means that they invest more heavily in certain 
types of AI investment than do their larger peers.

BEHAVIOR DIFFERS BY FUND TYPE

The historical behavior of tax-exempt funds 
differs not only by fund size, but also by fund type 
(Exhibit 6). Endowments and foundations were the

EXHIBIT 4
P a r t i c i p a t i o n  i n  A l t e r n a t i v e  
I n v e s t m e n t s  b y  F u n d  S i z e

EXHIBIT 6
A l t e r n a t i v e  I n v e s t m e n t s  b y  F u n d  T y p e
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first to enter this market, investing steadily in the 
1970s and 1980s. This early involvement probably 
stemmed from the long-range thinking o f their 
boards, as well as a shorter chain of command. Even 
today, these funds are the most committed to alter­
native investing, keeping 10% o f their assets in AI 
funds versus only 5% for corporate funds and 3% for 
public funds. Despite their smaller size, endowments 
and foundations continue to com m it a greater 
portion o f their assets to alternative investments than 
corporate or public funds.

Corporate and public funds did not start 
participating heavily in this market until 1982. Today 
their total investment in this asset class far surpasses 
the others. This fact is probably more a function of 
their size than a greater commitment.

In fact, corporate funds today lead their 
public fund peers, although the public funds appear 
to be catching up. With the possible exception of 
targeted investments (assets with a special component 
such as a social or geographic imperative), union 
pension funds that flirted briefly with the idea of 
alternative investing seem to be sitting on the side­
lines. This may be the  result o f  m em bership 
constraints.

THE E IG H T MAJOR INVESTM ENT 
STRATEGIES

Our study breaks alternative investments into 
eight different investment strategies (Exhibit 2). 
Some of these, like venture capital and oil and gas 
programs, have been around for yean, and thus have 
solid track records.

But others came o f age in the 1980s. These 
include several corporate finance-related strategies 
such as leveraged buyout equity funds (LBOs), 
m ezzanine financing (subordinated debt), and 
distressed companies (restructuring or bankruptcy 
funds). The remaining strategies include farmland 
and/or timberland and “targeted investments."

The alternative investment assets of respon­
dents that did not provide a detailed breakdown 
were assigned to the “other" category. Coinvest­
ments and project financings are likely to be among 
the investments in this category.

Inclusion of these newer strategies dramati­
cally expands the AI category. This expansion has 
given AI assets more importance in the overall asset 
mix and is probably the reason why alternative assets 
are considered such an important, newly recognized 
asset class today.

EXHIBIT 7
F u n d  P a r t i c i p a t i o n  b y  I n v e s t m e n t  
S t r a t e g y

Percent of Funds that Participate in Each Investment Strategy 
and Plan to Commit Initial/Additional Funds
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FUNDS DIFFER IN  TH E IR  
INVESTM ENT M IX

W hen tax-exempt funds first consider AI 
investing, they usually start with venture capital, 
complementing it with one or two other strategics. 
Within this structure, most investors do not seem to 
have one preferred plan for AI asset allocation.

Given this pattern, it is no surprise that 
venture capital is the most popular asset on a partici­
pation basis (Exhibit 7). Almost 90% of the funds 
with alternative investments have allocated some 
dollars to this strategy. Investors also report that they 
are more interested in investing in venture capital in 
the future than in any other investment strategy.

Even though venture capital attracts more 
participants, however, it attracts far fewer dollars than 
leveraged buyouts (Exhibit 2). Investors have invest­
ed $9 billion in venture capital versus $14 billion in 
buyout funds.

LBOs represent 41% of all AI assets, which 
makes them the largest AI investment component 
(Exhibit 2). Venture capital comprises 26% of all AI 
assets, while mezzanine financing accounts for 10%. 
These top three strategies represent 77% of all AI 
assets. O f the remaining 23%, investors have put 7% 
in oil and gas programs, perhaps because these have 
been around the longest, 4% in distressed companies, 
3% in targeted investments, 2% in timberland or 
farmland, and 6% in "other."

The popularity of LBOs is related to the size 
of each investment. Despite the attraction of venture 
capital, it is difficult for investors to commit large 
amounts of assets to these deals because o f the small



E X H IB IT  8
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size of individual venture investments.
Leveraged buyouts, however, give equity 

investors an opportunity to commit large dollar 
amounts in far fewer deals. In doing this, the investor 
usually purchases significant control of a company. 
Given die asymmetry between the two most popular 
AI strategies, it is not surprising that large investors 
and public funds, in particular, gravitate toward 
buyout funds, while smaller investors, endowments, 
and foundations focus on venture capital (Exhibit 8).

EXHIBIT 9
I n v e s t m e n t  P r o c e s s  —  V e h i c l e s *

'Lim ited partnerships and other commingled vehicles.

Coinvestm ent/Add-on Investment w ith Funds: The investor 
invests in parallel w ith  o r in d iffe ren t securities from  the 
Lim ited Partnership.
Fund o f  Funds: A  multiple-manager vehicle with investments 
in more than one fond.
Direct Investments: T h e  investor does no t use an intermedi­
ary such as a Lim ited Partnenhip o r Fund o f Funds.

The largest funds keep 46% of their AI assets 
in buyout funds, while public funds keep 50%. On 
the other hand, smaller funds have 39% of their assets 
in venture capital, while the largest invest only 20% 
in that strategy.

REASONS FOR INVESTING  IN  
TH IS ASSET CLASS

The study examines the main reasons funds 
invest in alternative investments. Predictably, 63% 
said they were looking for superior returns. But 
another 33% said their main motive was diversifica­
tion. This is understandable because the volatility of 
this asset class has a low correlation with other asset 
classes. O f the remaining participants, 2% said they 
are looking for an inflation hedge, while 2% believe 
these assets enhance their reputation.

The lack of information about alternative 
investing has made it difficult to understand the 
investment process itself. To clarify this, the study 
looks at three different aspects o f the process: the 
choice of investment vehicle; organization and deci­
sion-making; and monitoring and measurement.

THE PO PULARITY OF LIM ITE D  
PARTNERSHIPS

Limited partnerships are by far the most 
popular investment vehicle, accounting for 80% of 
all alternative investment dollars (Exhibit 9). Direct 
investment accounts for 13%, while coinvestment 
with funds represents 4% and fund ot funds are 3%.

With limited partnerships, investors can rely 
on outside experts for assistance in making their 
investment decisions. This is particularly helpful for 
smaller investors with limited staff.

Although many investors reported seeking 
out coinvestment opportunities with general part­
ners. only the largest funds have been able to do this 
on a consistent basis. To date, comvcstment attracts 
approximately $1.6 billion.

The study shows that limited partnerships 
have been, and will likely continue to be, the prima­
ry vehicle for alternative investing (Exhibit 9). But it 
also reveals that certain pressures are changing the 
typical partnership structure. As pension funds gain 
more experience in alternative investing, they want 
to take a more active role.

For instance, investors rank negotiating terms 
and conditions as the most important contractual 
issue. Additionally, investors are putting pressure on



partnerships to establish priority returns and to 
reduce the carry jx>m the traditional 20%.

While some investors do not emphasize these 
cost issues, they do search for general partners that 
put their own capital at risk rather than relying solely 
on investors’ capital. Overall, the bottom line seems 
to be a trend toward selecting a general partner with 
whom the investor can forge long-term partnerships.

Although direct investment is the second 
favorite investment vehicle, with 13% of alternative 
investment dollars, it is difficult to gauge whether 
more funds arc going to move toward this vehicle in 
the future. There is no consensus on the subject.

Clearly, the largest and most experienced 
funds arc those that do the most direct investing. 
They are also the ones that plan to do the most direct 
investing in the future (Exhibit 9). For example, 50% 
of the investors with over $10 billion in assets plan to 
commit additional funds through direct investing, 
compared to only 25% of the smaller funds.

Direct investing allows the larger funds to 
avoid the fees charged by general partners. Many 
smaller funds say they would like to do more direct 
investing, but they simply do not have the resources, 
time, or staff to do the necessary groundwork.

D EC ISIO N -M AKIN G

Participation in alternative investments brings 
with it a unique set of risks and rewards. As private 
investments, these assets are much less liquid than 
traditional stocks and bonds. Thus the due diligence 
process is different, more complex, subjective, and 
more judgmental. In addition, investments must be 
held longer than many others to yield the expected 
results.

To determine whether investors handle this 
category differently, the study looks at who is 
responsible for the decision-making process, includ­
ing the initial decision to participate in alternative 
investments; allocation by strategy; and, finally, selec­
tion of individual investments.

The study shows that top-level management 
exercises unusually strong control over this entire 
three-tier process. The investment committee or 
board of directors maintains total control over the 
first two decisions virtually 100% of the time. They 
maintain control over the selection o f individual 
investments about two-thirds of the time. When 
they do give up control, the board or investment 
committee delegate the third tier of decisions to the 
chief investment officer or other professional staff

29% of the time and to an outside consultant to% of 
the time.

Nearly half (4996) of the investors use outside 
consultants to help evaluate or manage this asset 
category. The study defines consultants as external 
advisors who provide either non-discretionary advice 
or handle selection and oversight o f investments on a 
discretionary basis.

Looking at the specific functions performed 
by these advisors, survey respondents said they use 
consultants in an advisory capacity (22%), to handle 
due diligence (18%), to take on the entire decision- 
making process (6%), and as Qualified Plan Asset 
Managers (QPAMs) (3%).

M O N ITO R IN G  AN D  MEASUREMENT

There is no consensus among respondents 
about how to measure performance in this asset cate­
gory. Although 52% report using a benchmark, there 
appears to be little consistency. Many tunds consider 
their benchmarks to be proprietary information.

When it comes to measuring actual perfor­
mance, most investors report turning this risk over to 
the internal staff or the trustee bank. The respondents 
are split on measurement methods. 53% use internal 
rate of return as their primary method; 48% use time- 
weighted race of return; and 16% use cash on cash.

A large majority o f respondents (84%) say 
they would welcome developm ent o f generally 
accepted performance measurement standards for 
this asset class.

TH E FUTURE OF 
ALTERNATIVE INVESTM ENTS

Looking toward the future, 71% o f  the 
funds say they intend to expand their alternative 
investm ent assecs in the fu tu re . T his answ er 
suggests a strong appetite for these investments. 
More specifically, the funds selected four strategies 
as most popular going forward; venture capital, 
buyout funds, distressed companies, and mezzanine 
financing.

Investors were also asked which single invest­
ment strategy they would favor if  they were just 
starting out. The three top choices were venture 
capital (39%), buyout funds (16%), and mezzanine 
financing (8%), in that order.

However, when asked to select three invest­
ment strategies, investors still rank venture capital 
first (81%), but mezzanine financing is second



(56%) and buyout funds third (52%). This suggests 
that venture capital and mezzanine financing may 
be the leading alternative investment strategies in 
the tuture.

GREATER O PPO RTUNITIES FOR 
INVESTORS

The timing seems right. Today, the economy 
has started to expand. Yet many traditional lenders 
arc still relegated to the sidelines until they solve 
their own capital adequacy and loan problems.

In the meantime, pension funds, endow­
ments, and foundations are filling this gap. These 
tax-exempt investors have suddenly become a much 
more important source o f capital to the economy as 
a whole. Thus, they receive a much larger flow of 
more sophisticated transactions to evaluate and select 
from. And many of these transactions fall into the 
alternative investment category.

To evaluate and track these transactions may 
take more expertise than other investments. But with 
the potential for double-digit returns, clearly the 
rewards justify the extra effort.

It is clear today that alternative investments 
offer investors an unusual opportunity. By investing 
in these strategies, tax-exempt funds may achieve 
both the higher returns and the diversification they 
will need in the 1990s to succeed in the new, lower- 
return investment environment.

ENDNOTES

The authors with to thank for their assistance with the 
research anil preparation ot' thij article: W. Dlair GatfT. Matthew A. 
Bernstein. and Jill Byatt of Goldman, Sacht 4c Co : diiaron L. 
Hammel. Holly F. D'Annunzio. Heide L. Brttger, and Sandra M. 
Sullivan of The Frank Russell Company; and April W. Klimley of 
Rlimley Communication!.

'Sources for these figures: equities, the Ruuell 1000 
index; cash, ninety-day Treasury bills; fixed-income, the Lehman 
Brothers Long-Term High Quality Government/Corporate Bond 
Index.

following is how the study defines the eight strategies 
commonly considered alternative investments:

Venture capital: Equity investments in companies that have 
undeveloped or developing products or revenue.

Buyout funds: Equity investmenu in public or private 
companies that result in the purchare of a significant portion or 
majority control of the company.

Distressed companies: Investments made through the 
purchase of debr or trade claims in companies that are m financial 
distress, restructuring, or bankruptcy.

Klezaamne Jinananf: Investment in the subordinated debt 
of pnvately owned companies. The debtholder participates m equity 
apprecianon through conversion features such as rights, warrants, or 
options.

Oil and gas programs: Investment m the exploration for oil 
and/or gas resetvei or in the development of proven reserves.

Timberland or farmland: Investment in land to harvest 
timber or farm commodities.

Targeted investments: Investments that have a special 
component, usually related to geographical, economic, or social 
issues. These investments are somenmes referred to as “ETIs,” or 
"economically targeted investments," and include investment in 
minority-owned businesses and state-financed housing.

Other: This category is a catchall that includes assets that 
respondents did not break down into individual strategies. Coinvcst- 
ments and project financings may be among the investments in this 
category.



A laska Permanent 
Cap ita l M anagement Company

900 West Fifth Avenue, Suite 701 
Anchorage, Alaska, 99501Phone: (907) 272-7575 Fajc (907) 272-7574

February 2,1994

Mr. Carl Brady, Jr.
Board Member
Alaska Permanent Fund Corporation 

VIA COURIER 

Dear Carl:

Thank you for providing a copy of the Permanent Fund Trustees' Resolution 93-12 
which sets in motion a legislative request to authorize Alternative Investment Strategics.
Thank you, also, for a copy of the proposed legislation and the analysis thereof.

At the outset, allow me to comment that this proposal appears to have been well thought 
out The Trustees started with the broad concept of Alternative Investments (which 
could have involved everything from investments in timber, agricultural land, and venture 
capital) and quickly narrowed it down to investments in corporate stock.

Having established rhnt focus, certain important investment parameters were wisely 
established:

1. Other institutional co-invertors are required This insures that additional 
participants—institutional investor peers— scrutinize each transaction.

2. A significant level of other institutional participation Is established. When the 
Fund started real estate investing, it used the same approach and it provided for the 
important useful exchange of information between large funds. It also provided a needed 
comfort and confidence level aud "eased" us into investments and relationships over time.
This gave us an opportunity to expand our knowledge, increase our returns and revise and 
establish policy over a long protracted period.

3. A cap la placed on the amount of such investment. This is wise as it controls the 
amount of non-diversification which could occur and restricts the Fund to activity in the 
small and medium capitalization company field. You won't be able to join i n  uie 
Paramount takeover under this legislation; and you shouldn't!!
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1994 LEGISLATIVE SESSION
Revision Dale:
Title:

STATE OF ALASKA
F ISCA L NOTE

BILL NO.

■A \  V 

Senate  Bill No. 2-14

'An Act relating to investments ot the permanont fund in certain 
limited partnerships each ol who principal purpose is investment In 
securities of public or private companies; and providing for an 
effective date.*

Dept. Affected: 
BRU:

Component:

Department of Revenue
APFC

APFC
Sponsor:
Requestor:

Senate Rules Committee by Request.
Sena teS ta te  Affairs. COMPONENT SERIAL NO. 109

OPERATING FY95 FY96 FY97 FY98 FY99 FY00
PERSO NAL S ER V IC ES
TRAVEL
CONTRACTUAL
SU PPL IES
EQUIPMENT
LAND & STRU CTU RES
GRANTS, CLAIMS
MISCELLANEOUS

200.0 206.0 215.0 223.0 232.0 240.0

TOTAL OPERATING 200.0 206.0 215.0 223.0----------- 232.0 240.0

CAPITAL

REVENUE FUND SOURCE:

FUNDING:______________________________________________________________________________ (Thousands of Dollars)
1002 Federal Receipts
1003 G F Match
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA
Other (Corporation Receipts • 1022) 200.0 206.0 «:15.0 223.0 232.0 240.0
TOTAL 200.0 206.0 215.0 223.0 232.0 240.0

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY
Estimate of current year (FY94) Impact: S ___________

ANALYSIS: (Attach a separate page if necessary) The Corporation intends to begin expending money for due diligence relating to these 
investments on Ju ly  1,1994. These  costs will Include a ’ gatekeeper* fee  similar to current real esta te  advisory fees; and will Increase annually at 
the 3.75% Inflation r a t e .     _______________

Prepared by: William H. Scott. Executive Director  Phono:  (907) 465-2047
Division: Alaska Permanent Fund Corporation Date: April 12.1994
Approved by
Commissioner: Darrel J .  Rexwinkel. Commissioner________________________________  D a te :_____________________________
Agency: Department of Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For furthor distribution Information call the Govornor's Loglslatlvo Office

iti#vie92)93iijnoju!/D0n Pago 1 o' t
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4. An effort is made to specifically exclude companies in die oil and gas sectors who 
may operate in Alaska. This, too, is prudent in that it would be wise to avoid even the 
appearance of involvement in this sector in an oil and gas stale.

I think that you and the Trustees have done a fine job and that the request for the 
legislation is reasonable and well thought out You are to be commended on reaching for 
the opportunity to increase bottom line yield and tho passage of the legislation will permit 
that

Finally, allow mo to observe that the current legislative draft is adequate and will permit 
you to do the job. It is not as artfully written as I would have preferred because it appears 
to be preoccupied with the business form of how a transaction might be put together 
rather than the investment itself. Each transaction is different and it could be a limited 
partnership, a joint venture, a corporation, etc. Each venture might use a financial 
adviser, a consultant, a brokerage merger and acquisition team, etc. If I had a chance to 
rewrite the legislation, I would dwell on the investment not who pulls the deal together 
and how it is organized.

I have taken tho liberty of enclosing my view of more focused legislative verbiage.

As always, thanks for giving me an opportunity to comment. I cpjoy being "kept in the 
loop1' and hope that I have teen constructive.

Please give my regards to the other Trustees.

Sincerely,

David A, Rose 
Chairman



S T A T E  O F  A L A S K A
B o a r d s  a n d  C o m m i s s i o n s

PERMANENT FUND
BOARD: Board of  T r u s t e e s  of t h e  Alaska  P e r m a n e n t  Fund Corporat ion

BOARD IDENTIFICATION NUMBER: 0 7 6

DEPARTMENT: D e p a r t m e n t  of  R evenue

AUTHORITY: AS 3 7 . 1 3 . 0 4 0

STATUS: Act ive

REQUIREMENTS: Financial Disclosure

PROHIBITIONS: Conf l ic ts  of I n t e i e s t  - O w n e r s h i p  of i n te r e s t  in en t i t i e s  in w h ic h  corpora t ion  
a s s e t s  a re  inves ted ;  publ ic m e m b e r s  m a y  n o t  hold a n y  o the r  s t a t e  or federal  o f f ice/pos i t ion 
e x c e p t  a s  a m e m b e r  of  the  a rm e d  fo rces .

TERM: 4  yea rs

DESCRIPTION: 6 m e m b e r s  a p p o in t e d  by Governor :  4  publ ic m e m b e r s  (may  no t  hold a n y  other  
s t a t e  or federal off ice ,  posi t ion or e m p l o y m e n t ,  e i the r  e lec t ive  or appo in t iv e ,  e x c e p t  a s  
m e m b e r  of a r m e d  fo rces)  wi th  recogn ized  c o m p e t e n c e / w i d e  e x p e r i e n c e  in f inance ,  
i n v e s tm e n t s ,  or o ther  b u s in e s s  m a n a g e m e n t - r e l a t e d  fields; 2  h e a d s  of principal d e p a r t m e n t s ,  
1 being th e  C om m iss ione r  of t h e  D e p a r t m e n t  of  R e ve nue ;  board  e l e c t s  chair ;  v a c a n c i e s  to  be 
filled promptly; t e r m s  of  publ ic m e m b e r s  shall  b e  s t a g g e r e d  s o  t h a t  no  m o r e  t h a n  one  te rm of 
a public m e m b e r  exp ir es  e a c h  year .

FUNCTION: M a n a g e  a n d  inves t  t h e  a s s e t s  of t h e  p e r m a n e n t  fund an d  o th e r  fu n d s  d e s ig n a t e d  
by law.

CHAIR: Board e le c t s .

SPECIAL FACTS: Quorum  - 4  m e m b e r s ;  m a y  be  r e m o v e d  by the  Governor  w i th  a w r i t t en  
explana t ion;  repor t  (by S e p t e m b e r  30)  to  Governor/Legis la ture /publ ic .

COMPENSATION: S t a n d a r d  Travel  a n d  Per  Diem. Public m e m b e r s  r ece iv e  honorar ium  of $ 4 0 0  
per day.

MEETINGS: 8 t im e s  pe r  year ;  10 d a y s  to tal .

FOR FURTHER INFORMATION CONTACT: Mr. William H. S c o t t ,  Execu t ive  Director,  Alaska  
P e r m a n e n t  Fund Corporat ion.  P.O.  Box 2 5 5 0 0  M/S 0 4 0 1 ,  J u n e a u ,  AK. 9 9 8 0 2  5 5 0 0 ,  
Phone:  9 0 7  4 6 5  2 0 4 7 ,  Fax: 9 0 7  5 8 6  2 0 5 7

(Raviaed Decambar 23. 1993)
2 0 2



S T A T E  O F  A L A S K A
B o a r d s  a n d  C o m m i s s i o n s

M e m b e r s h ip  Ros te r  
'  PERMANENT FUND (076)

M em ber Appointed Reappointed

Nancy Bear Usera 11 /2 7 /91
Commissioner/Principal State Departm ent 
C om m /D O A /P .O . Box 1 1 0 2 0 0  
Juneau, AK 9 9 8 1 1 -0 2 0 0

Carl F. Brady, Jr.
Public
2 1 0 0  A tw ood Drive 
Anchorage, AK 9 9 5 1 7

Oral E. Freeman 
Public
2 7 4 3  Third Avenue 
Ketchikan, AK 99901

John T. Kelsey 
Public
P.O . Box 527  
Valdez, AK 9 9 6 8 6

Darrel J. Rexwinkel 
Commissioner/Revenue 
Com m /DOR/P.O . Box 1 1 0 4 0 0  
Juneau, AK 9 9 8 1 1 -0 4 0 0

Ralph C. Seekins 0 2 /0 1 /9 1  0 7 /2 0 /9 3
Public -- Chair 
1 625  Old Steese Highway  
Fairbanks, AK 99701

0 2 /0 1 /9 1  0 7 /0 1 /9 2

0 2 /0 1 /9 1

0 3 /0 6 /8 7  0 7 /0 1 /9 1

1 0 /01 /91

Term  Exp.

0 7 /0 1 /9 6

0 7 /0 1 /9 4

0 7 /0 1 /9 5

0 7 /0 1 /9 7

(Rovt«»d Oacomb«f 23, 1993) 2 0 3



1994 LEGISLATIVE SESSION
Revision Date:
Title:

STA TE O F ALASKA
F I S C A L  N O T E

B IL L  NO. Senate Bill No. 244

'An Act relating to Investments of the permanent fund in certain 
limited partnerships each of who principal purpose is investment in 
securities of public or private companies; and providing for an 
effective date.*

Dept. Affected: 
BRU:

Component:

Department of Revenue
APFC

APFC
Sponsor:
Requastor:

Sena te  Rules Committee by Request.
S ena teS ta te  Affairs. COMPONENT S ER IA L  NO. 109

OPERATING FY95 FY96 FY97 FY98 FY99 FY00
PERSO NAL S E R V IC E S
TRAVEL
CONTRACTUAL
SU PP L IE S
EQUIPMENT
LAND & STRU CTU RES
GRANTS, CLAIMS
M ISCELLANEOUS

200.0 206.0 215.0 223.0 232.0 240.0

TO TAL OPERATING 200.0 206.0 215.0 223.0 232.0 240.0

| CAP ITAL

REVEN U E FUND SO U RCE:

FUNDING:______________________________________    (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 GF
1005 GF/Program  Receipts
1006 GF/MHTIA
Other (Corporation Receipts - 1022) 200.0 206.0 215.0 223.0 232.0 240.0
TOTAL 200.0 206.0 215.0 223.0 232.0 240.0

POSITIONS:
FULL-TIME
PART-TIM E
TEM PO RARY
E stlm a to  o f cu rren t yea r (FY94) Impact: $  ^

AN ALYSIS : (Attach a separate page if necessary) The Corporation intends to begin expending money for due diligence relating to these 
investments on Ju ly  1.1994. These  costs will Include a ‘ gatekeeper* fee similar to current real e sta te  advisory fees; and will increase annually at 
the 3.75% inflation rate.

Prepared by; 
Division:
Approved by
Commissioner:
Agency:

William H. Scott. Executive Director
Alaska Permanent Fund Corporation

Darre' J .  Rexwinkel, Commissioner 
Department of Revenue

Phone:
Date:

Date:

(907) 465-2047
April 12,1994
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P erm a n en t F u n d  c h a n g e s  a s k e d
T h e  b o a r d  w a n t s  leg! ,.ative p e r m i s s i o n  to 

invest s o m e  of t h e  s t a t e’s  s a v i n g s  in limited 

p a r t n e r s h i p s ,  w h i c h  c a r r y  a  h i g h e r  return 

b u t  a l s o  a  h i g h e r  risk.

BRIAN S. AKRE
ASSOCIATED PRESS
The Alaska Permanent Fund 
ard of trustees wants legislative 
rmission to invest a portion of 
3 state’s oil-wealth savings ac- 
unt in limited partnerships.
But one trustee questions the 
sdom of putting hundreds of mil- 
ms of dollars into limited part- 
.•rships. an area of investments 
e considers too broad and risky. 
The trustees also are asking 

iwmakers to lift the restriction 
hat prevents the fund from invest- 
ng in more than 40 percent of any 
juilding or other real estate.
Supporters say the changes 

would allow the fund to adapt to a 
changing investment market and 
continue bringing in high returns 
that lead to larger dividends for 
Alaskans.

The two changes are in Senate 
Bills 244 and 245, introduced on be­
half of the board. Both are sched­
uled to have their first hearing Fri-. 
day before the Senate State Affairs 
Committee.

SB244, the limited partnership 
bill, is expected to generate the 
most debate.

Limited partnerships are in­
vestments usually sold through 
brokerage firms, investors put up 
cash that typically goes toward 
real estate, stock or major devel­
opments, such as oil and natural 
gas drilling projects.

The limited partners risk only

their investment, while the general 
partner who puts the deal together 
assumes the legal liability. In re­
turn, investors can receive in­
come. capital gains and tax bene­
fits.

Under state law. the Permanent 
Fund invests only in domestic and 
foreign stocks, government bonds, 
real estate, mortgage securities 
and Treasury bills.

SB244 would only allow invest­
ments in limited partnerships that 
are principally invested in corpo­
rate stocks. It would require the 
general partner to have at least 
five years experience managing 
large securities investments. The 
fund could contribute no more than 
60 percent of the capital for the in­
vestment.

Total investment in limited 
partnerships could not exceed 5 
percent of the Permanent Fund, or 
about $750 million under the fund's 
current value.

The legislation has been nar-
t
I

then for legislation that would al­
low investments in the far broader 
category of “alternative invest­
ment strategies," which also in­
cludes leveraged buyouts, oil and 
gas projects, and commodities 
such as timber.

The board, on a 5-1 vote, ap­
proved a resolution directing its 
staff to seek such legislation.

But the staff “toned down" the 
legislation in light of trustee Oral 
Freeman’s objections, research of­
ficer Jim Kelly said.

"It was just too wild. He didn’t 
think in an election year the Legis­
lature would give the board the au­
thority, basically, to do anything it 
wants to do."

There initially were concerns 
that the change was being pushed 
as a way to get the fund to invest 
in the trans-Alaska natural gas 
pipeline, which Gov. Walter J. 
Hickel has promoted for years.

But SB244 would specifically 
prohibit investment in limited

operations in Alaska.
Freeman cast the only dissent­

ing vote on the alternative invest­
ment resolution. He still opposes 
the narrower legislation that re­
sulted, saying the term “limited 
partnership" is too vague.

Freeman said Monday that 
while limited partnerships pro; 
ise greater returns, they aL ' f'nme 
with greater risk of big losses.

Senate President Rick Halfoiu 
R-Chugiak. referred both bills to 
four committees each - a long 
path to travel through one cham­
ber. He did not return phone calls 
for comment P'riday and Monday.

Rep. Terry Martin, R-Anchor- 
age, said the Legislative Budget 
and Audit Committee introduced 
the bill Friday simply to open up 
the issue for discussion. Me, too, 
doubted it would go far,

SB245, which would remove the 
provision in slate law that says the 
fund cannot own more than 40 per­
cent of any real estate investment, 
has a better chance of gaining pas­
sage. Martin said.

The fund began investing in real 
estate in 1983. The 40 percent limit 
was intended to reduce the risk of 
being a novice investor by allow­
ing the fund to use the expertise of 
experienced partners.

In a recent m e m o  to the board, 
Pete Jeans, the fund’s real-estate


