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50 159

Cumulativ* Totals Projoctad
For FY 1996- 2015: 4,233

FEAUZDRATECFRETLRNASMPTION

Nominal

6%

642%

1%
fm rtkfl 1) UK w IP Il V.U
Post-it* £ax Note 7671 W ft p<gos /
T jfa/ffa poon 7
co \%
«*» o,
* ok ok __f" * ‘M 'Y Tb.
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asolOacember3t,1995
USE OF FUND INCOME
. Inllatlon- Distributions Reserves
Inflation- FY End Proofing Net Inllalion- Per Capita  Goncral Add  FYEnd
Balance Shortfall Incoma Proofing Dividend* Dividends Fund (Oelata) Balance
817 5,741 2,219 617 653 S404.00 1B6 763 763
216 6,281 1,021 218 303 5556.26 sol 1264-
148 7,854 1,069 148 301 5708.19 529 529
303 8,585 789 303 424 5826.93 62 501
360 9,173 668 360 460 5873.16 4 44 635
454 9,894 916 454 487 5952.63 4 (30) 605
559 10,868 1,030 559 489 5931.34 4 (24) 581
477 11,703 1,036 477 488 593134 5 64 645
362 12,385 1,226 362 532 5949.46 5 320 965

372 12.973 1,098 372 559 5983.90 1 151 1,117

348 13,645 1,013 348 565  5990.30 8 86 1203
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499 16,176 1,815 499 645 51,022.00 659 2,393
522 16,941 1,938 522 679 51.05100 723 3,115
547 17,733 2,069 547 732 $1,110.00 775 3,892
572 18,554 2,207 572 725 51,071.00 894 4,765
598 19,409 2,359 598 603  51,164.00 940 5,725
625 20,292 2,517 625 864 51128.00 1,009 6,734
653 21,203 2,683 653 928  51194.00 1,081 7,815
682 22,138 2,566 682 988  51,320.00 895 8,710
712 23,090 2,727 712 1,006 51,349.00 985 9,695
742 24,087 2,897 742 1,047 51,379.00 1,082 10,777
773 25,072 3,079 773 1,001 51,411.00 1,187 11,054
90S 26,109 3272 605 1,137  $1,445.00 1299 13263
838 27,178 3,478 638 1,216  $1,52300 1,390 14,653
872 28,280 3,694 672 1,301 $1,604.00 1,485 16,139
907 29,417 3,922 907 1,391 51,68900 1585 17,724
943 30,506 4,162 943 1,487 51,777.00 1,690 19414
960 31,790 4,414 960 1,589 51,869.00 1,799 21213
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SENATE FINANCE COMMITTEE

SB 51 DISPOSITION OF PERMANENT FUND INCOME
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STATE OF ALASKA FlSCAL NOTE

1996 LEGISLATIVE SESSION

Revision Date: Dept. Affected: Revenue

Title: An Act Relating to Income of the Permanent BRU: APFC

BILL NO:

Fund and Providing for on Effective Dote. Component:  APFC

Sponsor: Senator Rieger/Pearca

Requestor: Senate Finance COMPONENT SERIAL NO.

Expenditurei/Revenuos: (Thousands of Dollars)

109

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY0O0 FYO1

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other
TOTAL 0.0 0.0 0.0

Estimate of any current year (FY96) cost $

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

No fiscal impact.

Prepared by: Byron I. Mallott, Executive Director P
Divisron: Alaska Permanent Fyjnd Corporpyon, /.
Approved by Commissioner:

Agency: Department of Revenue /
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR S LEGISLATIVE OFFICE
For further distribution information call the Governor's Legislative Office

LEG DOCNAME XLS

0.0 0.0

0.0 0.0

hone: 465-2047
Date: 3/26/96
Date:

Page 1 of

SB 51

FY 02
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 51
1995 LEGISLATIVE SESSION
Revision D ate: Dept. Affected: Revenue
Title: An Act Relating to Income of the Permanent Fu BRU: APFC
and Providing tor an Effective Date Component: APFC

Sponsor: Senator Rieqer/Pearce
Requester: (S)STA COMPONENT SERIAL NO. 109
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FY 00 FY 01
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
ICHANGEIN REVENUES ( )

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1006 GF/MHTIA

Other

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY95) cost: S

POSITIONS
FULL-TIME
PART-TIME
TEMPORARY

No fiscal impact.

Prepared by: Martin R. PihKActing E Phone:. 465-2047
Division: Alaska Permanent Func Date.:. 2/13/95
Approved by

Commissioner:  Deborah Vogt gy Date: 2/13/95
Agency: Revenue

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call Iho Governor's Loglslativo Office

(Rev 10/94) 95fisno.xIs/DBR Pago 1ol 1
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1002 Federal Receipts
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1004 GF
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Other

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
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Senator Steve Rieger
District |

Senate Finance Committee
Chair, Senate Transportation Committee

Legislative Budget and Audit Comittee
Administrative Regulation Review Committee
Legislative Council

Inform ation on SB 51 -

e Sponsor Statement by Senator Steve Rieger

Alaska £tate Neuatt

Diuvtfl Session:
Sate Capitol, Room 51G
Juneau. Alaska 99301
(907) 465-3S19

) West lilt Avenue, Suite 530
Anchorage, Alaska 99501
(907) 258-985

R elating to income of the permanentfund

» Editorial - "Real Dollars Now Means Real Dividends Later" by

Tim Bradner, Anchorage Daily News, January 8, 1995

e Trustee's Position on SB 51 - Alaska Permanent Fund

Corporation

 Alaska Population Projections, March 1992

e Report by Ihhotson Associates, Inc. - Asset Allocation Study for
the Alaska Permanent Fund

- Executive Summary - Knowles/Ulmer Policy Transition Teams'
Report, January 1995



Alaska £tatz Senate

Senator Steve Rieger
District 1
Durinji Session:
Sate Capitol, Room 5IG
Juneau, Alaska 99801
(907) 465-3379

Semite Finance Committee
Choir, Semite Transportation Committee

Legislative Budget and Audit Committee 716 Wt dill Avenue, Suite 530
Administrative Regulation Review Comrittee Anchorage, Alaska 99501
Legisiative Coundil (907) 28.955

Sponsor Statement
SB 51 - An Act relating to the income of the Permanent Fund

Senate Bill 51 places into statute the concept of "real earnings" and
applies that concept to the provisions for the uses of Permanent Fund

earnings.

Concept of Real Earnings

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

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

Appropriateness for the Permanent Fund

| believe that voters, in establishing the Permanent Fund, intended for
the Fund to be truly permanent in the sense that its purchasing power and
earning power should not be eroded over time. In this context, a real
earnings approach is most appropriate for the Permanent Fund. The only
money which should be put on the table for use each year is real earnings.



SB 51 - An Act relating to the income of the Permanent Fund
Sponsor Statement
Page Two

In contrast, under present statutes all of the nominal earnings are put
on the table for appropriation each year. The Legislature then allocates tine
earnings to dividends, inflation-proofing, and the earnings reserve account.
With SB 51, the inflation-proofing would be automatic and the Legislature
would provide for the allocation of real earnings between the dividends and
the earnings reserve account.

Effect on Permanent Fund Earnings Reserve

Since there would be no further need to reserve earnings for inflation-
proofing, the required size of the Permanent Fund Earnings Reserve (PFER) is
not as great. There would, however, be a reason to retain some amount in
the PFER to cover 5-year averaging provisions, such as the rule on dividends,
regardless of whether the real earnings concept is used. SB 51 is silent on the
issue of tine PFER and does not require any change from present PFER policy.

Effect on Dividends

The bill leaves untouched the underlying formula for calculation of
dividends. This formula prescribes a payment of approximately half of
earnings. However, since the earnings on which dividends are based are real
earnings rather than nominal earnings, the underlying formula will indicate
a slower rate of long-term growth in dividends, and could indicate a
temporary drop in the amount transferred to the dividend fund, depending
on the Permanent Fund's actual performance in the next few years.

It should be pointed out that the amount actually transferred to pay
dividends each year has been made by legislative appropriation. Even with
SB 51, the legislature maintains its ability to appropriate an amount different
from that prescribed by the underlying formula. The legislature may choose
to pay an amount higher than the formula indicates, but SB 51 is designed to
deter appropriations greater than tire fund's total real earnings performance.



SB 51 -An Act relating to the income of the Permanent Fund
Sponsor Statement
Page Three

Other Changes

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

summary

The overall effect of SB 51 will be that the Permanent Fund will be
made more permanent, because the question of mf_latlon—Eroofmg will be
removed from the annual process of allocating earnings.  Earnings will be
more realistic, as they are reflective of the actual economic earnings of the
Fund. However, the effect of converting to a real earnm(%s basis for the
annual allocation process will also lower the amount put on the table for
appropriation each year. The result of passm% SB 51 will be better protection
for the Fund, and a'better representation to the State of the maximum
amount which properly could be used each year.

February 15,1996
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Alaska Permanent Fund Corgoration .
P.0. Box 25500 Juneau, Alaska 99802-5500 &

(907) 465-2047

MEMORANDUM
DATE: February 27, 1995
TO: Senator Steve Rieger

FROM: Byron I. Mallott
Executive Director

SUBJECT: Trustees’Position on SB 51

This is to inform you that the Board of Trustees did discuss Senate Bill No
51 at their meeting on February 24. They stated that they did not intend
to take a position on the bill itself, but that the% were supportive ofany
changes to existing law which would enhance their ability to protect the
principal ofthe Permanent Fund. Certainly, that portion of SB 51 which
makes inflation-proofing the highest priority use would be such a change.

There is another portion of the bill which would change the dividend
formula by basing it on “real”income rather than “net”income. That
proposal falls outside the scope of what previous boards —as well as the
current board —view as their area ofresponsibility.

| would request that the Board be given the opportunity to comment again
at a later date if the bill undergoes any substantive changes as it moves
through the legislative process.

As always, the staff ofthe Corporation would be pleased to respond to any
requests for financial analysis ofany legislative proposal relating to the
Permanent Fund.

¢.  Board of Trustees S
Pat Pourchol, Governor’s Legislative Director
Jim Kelly, Research & Liaison Officer
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Table F.
Annual Projections and Components Of Change
For the Total Population of Alaska, 1990-2010.

pprt A MIddI* SertM

Population cnange July 1 to July 1

Calendar July 1 Nat Natural Births Deaihs _ Net In Out
Year Population Change increase Migration
1990 553.600 — ---= -
1991 574.000 20.400 9,654 11.825 2.172 10.746 57.654 46.3C8
1992 593.100 19.100 10.017 12283 2266 9.083 57.720 48.637
1993 607.500 14.400 10.320 12.676 2.356 4.080 54.733 50,653
1994 622.300 14.800 10.506 12.942 2.436 4.294 56.174 51.880
1995 637.300 15.000 10.690 13204 2.514 4.310 57.451 53.141
1996 652.500 15200 10.849 13.437 2.5ea 4,351 58.769 54.418
1997 668.000 15.500 11.004 13.678 2.674 4.496 50.207 55.711
1998 683.900 15.900 11,194 13.949 2.755 4,706 51.737 57.031
1999 700.000 16.100 11.398 14.241 2.843 4.702 53.088 58.386
2000 716.500 16.500 11,608 14.545 2.937 4,892 54.650 59.758
2001 732.800 16.300 11.853 14,878 3.025 4.447 65.613 51.165
2002 749.000 16200 12.092 15217 3.125 4.108 56,664 52.555
2003 764.900 15.900 12.333 15.551 3218 3.567 57.505 53.938
2004 780.700 15.800 12.572 15.878 3.306 3.228 58.522 65.294
2005 796.200 15.500 12.775 16.182 3.407 2.725 69.365 66.640
2006 811.400 15200 12968 16.477 3.509 2232 70.193 67,961
2007 826.200 14,800 13.169 16.770 3.601 1,631 70.887 59.256
tro 2008 840.700 14.500 13.331 17.034 3.703 1,169 71,685 70.515
r 2009 854.700 14.000 13.476 17,268 3.792 524 72274 71.750
2010 868.300 13.600 13.593 17.474 3.881 7 72.947 72.940

Rata per 100 d year population (%)

Average

Calendar July 1 Annual Natural Births Deaths _ Nat In Cut
Year pulatlon Change Incrvasa Migration

1990 553.600 - - -
1991 574.000 3.62 1,68 2.06 0.38 1.87 10.04 8.17
1992 593.100 327 1.69 2.07 038 1.53 9.73 3.20
1993 607.500 240 1.70 2.09 039 0.67 9.01 8.34
1994 622300 241 1.69 2.08 039 0.69 9.03 8.34
1995 637.300 238 1.68 2.07 0.39 0.68 9.01 8.34
1996 552,500 236 1.66 2.06 0.40 0.67 9.01 8.34
1997 006.000 235 1.65 2.05 0.40 0.67 9.01 8.34
1998 683,900 235 1.64 2.04 0.40 0.69 9.03 8.34
1999 700.000 233 1.63 2.03 0.41 0.67 9.01 8.34
2000 718.500 233 1.62 2.03 041 0.68 9.02 8.34
2001 732800 225 1.62 2.03 041 0.61 8.95 8.35
2002 749.000 219 1.61 2.03 0.42 0.55 8.90 8.35
2003 764.900 210 161 2.03 0.42 0.47 8.83 8.36
2004 780.700 204 161 2.03 0.42 0.41 8.78 8.36
2005 796200 1.97 1.60 2.03 0.43 034 8.71 8.37
2006 811.400 1.89 1.60 2.03 0.43 0.28 8.65 8.38
2007 826200 1.81 1.59 2.03 0.44 0-20 8.58 8.38
2008 840.700 1.74 1.59 203 0.44 0.14 8.53 8.39
2009 854.700 1.65 1.58 2.02 0.44 0.06 8.46 8.39
2010 868,300 1.58 1.57 2.01 0.45 0.00 8.40 8.40

Department of LaDor. Research A



Alaska Permanent Fund Corporation
P.O. 30x 25500 Juneau, Alaska 99802-5500
907) 465-2047

January 13 1994

Senator Randy Phillips _ _
Legislative Budget A Audit Committee. Chairman

State Capitol Building, Room 103
Juneau. AK 99301-1182

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 hoard commences its
annual review of APFCs asset allocation at the February 3 meeting in Juneau.

Since April 1993, the APFC has heen involved with a significant portfolio restructurin?
program under the direction of the Board of Trustees. Upon completion, the APFC will
place mgmﬂcantlg 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 bas 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



January 13 194
Senator Randy Phillips

Page 2

assessment and you. through significant binding ot*global portfolios in recent
months, have already essentially reached the strategic target allocations.

3. Diversification within the domestic equicv 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-representadon in this area and plans to address it
through the hiring of two small/mid-cap domestic equity managers in the first half

of 19%.

4. Diversificadon within the fixed-income portfolio could be improved with explicit
allocauons to maﬁor segments such as mortgages. As dismissed ar length at our
recent meeting, the effects of statutory limitauoos on fixed-income management
must be carefully considered. The use of derivadve securities, lower-rated bonds
and non-USS denominated bonds are ail influenced by current (statutory)
restrictions. In addition, managing liquidity to meet annual dividend requirements
is incr?asingly affecting the fixed-income portfolio. Non s'tosless, broader
diversification of the fixed-income effort warrants fiirther discussion and alread
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. It also is important to note that at least over the past several years
an allocation to mortgages would have hindered performance.

. Ibbotsoris expected equity returns are extraordinarily high relative to the firm's
expected hond returns. While 1 sincerely hope that they are correct, the very large
premiums and the high absolute levels may result in an underestimrrion 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 I_on? run but we all also recognize that shorter-
term consistency in returns is particularly important to the Fund since the annual
dividend is potentially ar 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 verK cIearI%/ advises that the board control asset allocation at a more micro
level than it has in the #JasL 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 suglgested are contrary to
the board's movement toward providing less restrictive guidelines to its managers,
ﬁarncularl_ the global managers. I think that this is an important issue that already

as been discussed at length during 1993 and warrants continued close mooitoring



January 13 '994
Senator Randy Philips
Page 3

and review as we gain experience with the current structure. My current view is
that +e board's basic asset allocation plan, while theoretically vulnerable to the
actions ot 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. Lasum. rbbotson's management structure comments are important and |
agree chat 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 Budge: &
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 the accessary

arrangements.

We would like to express our appreciation for LB&A's efforts and those of Ibbotson in
conducting this review. It is 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 the Board of Trustees at its meeting on February 3,

1994 at the .APFC offices in Juneau.

Sincerely,

William H. Scott
Executive Director
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Summary 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 tobe efficiently managed, emplo |n|t__1 reputable and capable
managers for both its e(%_uny and fixed income assets. The Fund has the been able to
manage jts substantial fixed income portfolig entwelg in-house, keeping 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 enhoy returns, similar to those it has earned in recent years.
Specifically, the Board should consider the following actions:

»  Revise its current three—Year tarq_et asset mix to include a larger allocation
to domestic mid and small capitalization equities, European, Pacific Rim
and emerging market equities, and mortgage-hacked securities.

»  Adopt a more a?gress_ive investment style by allocating a larger percentage
of Fund assets 0 equity assets and real estate.

* Revise its ealuity 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 nhighest 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 of disposable 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 impoftant implementation Issues.

l. Analyzing an Investment Portfolio

A first step in analyzing an investment portfolio is determining whether the portfolio
adequately comperisates, the investor for taking risk. I_deall¥, e portfolio is efricient In
Frowdmg return to the investor; i.e., the portfolio provides the most return.possible for
he amotnt 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
inour analysis are listed in"Appendix A at the end of this report. The asset classes used

in our study are as follows:

U.S. EauftY A nti Non-UA FIxtd Income A—tl|
Large CaPitaliz_ati_on _ Intermediate-Term Government/Corporate Bonds
Mid/Small Capitalization k/lon?-TermBGoQ/eéngwentltCorporate onds
orfgage-Backed Securities
Non-US. Eoufty Aw U Jagers
Non-U.S. Fixed Income A [ffl]
Canada
Euro Non-U.S. Government Bonds
Pacific
Emerging Markets Cash
QtatLAami U.S. Treasury Bills

Real Estate



Forecasting Retum

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 rong-term - they apply to an
investment horizon of 10 years or more. Qur 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 hasis 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™equity risk gremlum for Iargge capitalization domestic equities over the ﬁenod
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 expectéd 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
Prox_led by the current yield on a risk-free government bond with a maturity matching
he investment time horizon. Currently, this rate is 6.31 percent, the currént yield on
20—3/_ear U.S. Treasury bond. To this rate, we add the appropriate maturity prémium
(additional return required by investors for relinquishing the use of their money for long
fime periods) and default premium (additional return that compensates investors for
buying bonds that have default nsk, 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 were
denominated in U.S. dollars. Since currency fluctuations are expected to average to zero
over time, any short-term currency ?am_s 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 typlcaII%I assume that the future will equal the
Past. Therefore, we forecast risk by calculating the historical standard deviation using a
ong time period over which we have reliable data, and data that is representative of
possible future scenarios. Although investment nsk can be quantified in a number of

2



ways. for asset allocation purposes, we believe that risk is best modeled as the annual
volatility of returns, and standard deviation Prowdes an estimate of how much actual
returns ‘may deviate from the average, expected return over time. We use shorter time
Berlod,s onlry when we can identify & permanent and dramatic process shift in the
ehavior of an asset class, such & 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
Ferformance. Correlation measures how much the returns of two assets tend to move
ogether or move separately. If the returns move together, the assets are posmvegl
correlated. If they 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'fiand, 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 voIaﬂhtr he benefits of diversification, therefore, are a direct result of
relatively low refurn 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 hetween assets, observed over the longest time period 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 usin
information in the Fund's 1993 Annual Report, with supplemental information ?rowde
by William L. Means, the Fund's Chief Investment Officer. Market values,of al
investments came from the Annual Report, while Mr. Means provided clarification
regarding the amount curren_tlz_ invested in equities of domestic companies with
capitalizations larger than Si Dillion (large capitalization equities), the amount currentl
invested in equities of com(s)anles with capitalizations of $1 billion or Jess (mid and sma
capitalization equities), and the amount currently invested in domestic government and
corporate bonds with maturities ranging from onie 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-
yearttarget 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 Stocks
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
0.42
6.69
4.64
30.86

25.21
3.94
0.85

853
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
9.01



Il. 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 %Taph 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” Rrowdes a higher expected return and slightly less.
risk than the current portfolio. (The graph.is titled "Efficient Frontier" becduse 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 ﬁwen level of
risk.) The allocations for both the current and revised portfoligs, as well as their

expected returns and standard deviations, are shown on page 8

The current portfolio need not be drastically chant]]_ed_ in order to achieve a higher
expected return. In fact, the percent of the portfolio invested in equities ﬁapggommately
35ﬁercent, including real estate) and in fixed income assets (apBrommatey, percent),
is the same in both the current and revised portfolios. Rather, 't ecom?osmon_ofthe
equity and fixed income portions need only change. By shifting part of the equity
portion from 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.

A_Ithou%h 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-hacked securities, and international stocks have low correlations with many of

the other portfolio assets.

Allocation with Risk ofthe Target Portfolio

The graph on Page 7 shows that the Fund's tar?et portfolio also does not provide the
h|Fhest possible expected return_ for the amount of risk taken. Although both the
allocations of the target and revised target portfolios are eq_uall}/_ 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, along with their expected
returns and standard deviations, is given on page 8



ot Hfaet Frate

» I i I ! ‘ | ! I I ! ! Il
3.73 6.00 8.00 10.00 12.00 14.00 16.00 18.00 20.00 22JJO 24.00 2100 2100 30.00 3221

Sarcrd Diviction (R



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

Recom mended

Portfolio A llocations

Current Revised
Portfolio Current

(9

21.17

0.65

0.03
2.54
294
042

6.69
4.64
30.86

25.27

394

0.35

8.53
1.57

(%)

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
740

Allocations

3-Year
Target
(>0

24.00

6.00

0.04
428
497
0.72

10.00
0.00
2532

20.74

324

0.69

9.93
9.91

Revised
Target
(%9

16.00

8.00

0.00
6.00
7.00
3.00

10.00
1.00
30.00

5.00

14.00

0.00

10.31
9.89

Aggressive
Portfolio
(%)

1800
10.00

0.00
7.50
1050
400

1000
1.00
1800

6.00
1500

0.00

1133
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 asset3, the Board has indicated
that it 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

gTaph 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. The 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.
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Testing Our 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 nsk taken under conditions that differ from our
forecasts. We tested the portfolios using "worst-case" scenarioj 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

e . 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 brad 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 ruks outlined above. This indicates that the revised portfolios will
perform better over the long run, despite possible extreme underperformance of some

markets.



1. Implementation Issues

W hichever 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.1 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 the Board to the manager. As
mentioned earlier, asset allocation, not security selection 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 moet 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 Il: An update,” Financial Analysts Journal, M»y-June 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 dVEIdJ€ an 80 percent large
cap and 20 percent mid and small cap investment. This manager 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 class 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
income 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

N



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

Aaaet Class

U.S. Large Capitalization Equity

U.S. Mid/Small Capitalization Equity

Candida Equity

Europe Equity

Pacific Equity

Emerging Marketa Equity

Caah

Used in A sset Allocation Study

Benchmark Dcacriotion

SAP 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 3,000 publicly traded
companies domiciled in the United States.

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

Morgan 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.

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

XFC Emerging Market Compocite Index: A

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

U.9. 90-Day Treasury Bills: Published by

Salomon Brothers in International Bond and Money
Market Performance.
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IT Govt/Corp Bonds

LT Govt/Corp Bonds

Mortgage-Backed Securities

Non-U.S. Bonds

Real Estate

Lehman Brothers Intermediate-Term
Government/Corporate Bond Total Return
Index: A portfolio of U.S. government issues
(>S100 million par value) and investment grade
corporate debt (>$50 million par value) with an
average maturity of 4.42 years as of November 29.
1993.

Lehman Brothers Government/Corporate
Bond Total Return Index: A portfolio of U.S.
government issues (>$100 million par value) and
investment grade corporate debt (>$50 million par
value) with an average maturity of 10.81 years as
of November 29, 1993.

Lehman Brothers Mortgage-Backed Securities
Total Return Index: An index of all fixed-rate
securities backed by mortgage pools of the
Govarament National Mortgage Association
(GNMA), Federal Home Loan Mortgage
Corporation (FHLMC), and the Federal National
Mortgage Association (FNMA). The index has an
average maturity of 5.39 years.

Salomon Brothers Non-U-S. 1+ Bond Index: A
market capitalisation-weighted index of bonds from
Australia, Canada, Germany, Japan, Netherlands,
Switzerland, and the United Kingdom with one
year or more to maturity. The average maturity of
bonds in the index is €.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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A ppendix B: Forecasts Used in A sset 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 4.61 2.13
IT Govt/Corp Bonds 5.89 4.10
LT Govt/Corp Bonds 6.37 1.22
Mortgage-Backed , 1.45 9.28
Securities
Non-U.S. Govt Bonds 6.01 14,75
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Fiscal Policy

The Knowles/UImer Administration asked the Fiscal Policy team to build on the ideas from other public

forums to develop guidelines for a responsible fiscal plan to guide the state into the 21st century, and to

make recommendations on how to achieve the broad public support necessary for their implementation.

RECOMMENDATIONS

m Continue to articulate a 'vision' of the state's financial future—the administration's views on the

appropriate role of government and the values and criteria that should guide our public policy deci-

sions— and recognize the threat the fiscal gap poses to ourselves and our children.

Make a commitment to develop a plan to bring annually recurring revenues into balance
with state spending.

Integrate the cabinet into the plan and process, i.e., the commissioners should all be
speaking in concert and actively involved in the plan's development.

Convey the message that sound fiscal management equals good government and good
government means good politics.

The team emphatically endorses the Knowles/UImer campaign pledge to cap total state
spending (except for education funding) at the FY 95 level.

Qontinue with an unwavering policy of budget sustainability and develop an annual report
card to inform the public about the success of the administration’ actions to protect

Alaska's fiscal future.

a Give average citizens a direct voice in shaping the future and invite the public to help develop a

shared vision for Alaska and the role of government in their lives.

Develop a strategy for inviting public input into fiscal decisions and collect baseline
information on public attitudes regarding the fiscal gap.

Implement a strategy for educating the public on Alaska's fiscal situation and our choices
for the future. Effective forums might include: newspaper inserts, town meetings, market
research, industry groups, social service groups and local government bodies.

Ask the legislature to participate in every step of the outreach process.

Make government more open to the public through be.ter use of communication systems,
including electronic media (video conference, internet, Alaska Online, etc.).

As pan ofalong-term strategy, the administration should budget for public participation
in reexamining the respective roles of state and local governments, setting goals and
benchmarks for Alaska, and deciding the role of the Permanent Fund in die state's fiscal

future.

a Create an annually updated five-year fiscal plan.

Work with and inform the legislature in a timely manner of any changes the administra-
tion wishes to make in the FY 96 budget, and announce that a fiscal plan will be in place
by the time the FY 97 budget is proposed.

Develop a five-year plan and a comprehensive reporting framework that encompasses all
aspects of state spending and revenues, including “off-budget 1161X15" such as Permanent
Fund earnings. Permanent Fund dividends, cash reserves, public corporations, etc. In-
clude deferred maintenance and the operating and maintenance costs of capital projects in

the plan.



Resolve legal questions surrounding the use of the Constitutional Budget Reserve funds.
;ne setting ol specific revenue and expenditure targets (.including Permanent Fund divi-
dends). development of a debt policy including school debt reimbursement), an overall
reserves policy employing triggers for instituting an income tax. and a cash-flow manage-
ment plan.

Implement the five-vear plan and keep the public informed of Alaska's fiscal situation and
orogress toward reaching fiscal stability. Although no consensus was reached, one ap-
proach recommended was to set up a budget commission or blue ribbon task force to act
as a conduit between the executive branch, legislature and the public to develop a long-
term fiscal strategy for Alaska.

Capitalize cash reserves to the greatest extent possible.

Pass legislation to automatically inflation-proof the Permanent Fund by distributing only
real earnings for dividends.

Explore means of controlling personnel costs.

Examine various public services for potential privatization.

Evaluate all entitlement programs on an abilicv-to-pav basis.

m  Form partnerships for economic development and intergovernmental alliances.

¢ Emphasize partnerships becween the executive and legislative branches,state and local
governments, and the public and private sectors.

e Create a spirit of cooperation berwe-n the state of .Alaska and the federal government.

e Eliminate unfunded mandates on local governments.

¢ Reexamine the state's petroleum tax and royalty regime with the intention of maintaining
Alaska's competitiveness.
Improve federal relations and understanding of Alaska issues, particularly with respect to
oil and gzs development, and adopt a “Visit A~ka" program to allow members of Con-
gress to see tne state in order to make more informed decisions.
M aintain the economic viability of resource development by ensuring that etTorts aimed at
increasing revenues from resource industries are made via an income tax on jobs rather
than through increased business taxes. (The team noted that non-petroleum resource
development actually ends up costing the state money in comparison to revenues gener-
ated.)

e Make serious efTorts at regulatory reform to reduce government red tape.

m  Organize programs to streamline the delivery of state government services.

¢ Make state government as cost-efficient as possible by adopting a customer-oriented
approach to public service delivery.

¢ Develop and begin to implement meaningful, real-world performance measures of the
effectiveness of government programs.

e Inorder to provide incentives to agei. ics, commissioners should be allowed >0 use pan
or all of their cost savings for investments that will increase future productivity

« An employee recognition and cash reward system should be developed and funded for
employee ideas that save money

¢« Join in a partnership v/uh local governments to thoroughly evaluate the delivery of ser-
vices to the public. Ensure that public services are delisered at the most appropriate level
of government to meet the needs of the citizenry in the most cost-effective manner pos-

sible, even if government roles need redefinition.



Alaska £>tate Senate

Senator Steve Rieger
District | R
Duriiiti Swirut
Slate Capitol. Room 510

Senate Finance Committee Juneau. Alaska 9,0
(907) 4in 190

Chair. Senate Transportation Committee

Legislative Budget and Audit Committee 7H West 4th Avenue, Stite 530
Administrative Regulation Revie.v Committee Ancltotage, Alaska 91501

"Legislative Council (9071 25SS1Ss
\ TO: Senator Rick Halford
Co-Chair, Senate Finance Committee
FRQl\A: Senator Steve Rieger
DALE; March 9,1995
RE: \ SB 51 - "An Act Relating to the Income of the Permanent Fund”

I respectfully request that you calendar the above referenced bill in the
Senate Finance Committee at your earliest convenience. | am attaching a bill

packet for distribution to member’s files.
N

Thank you for your consideration of this matter.



Alaska & n:0 Senate

Senator Steve Rieger

District | Durill m
State Capitol. Room SIB
Senate Finance Committee Juneau, Alaska 99SM
Chair. Senate Transportation Committee 1907) 165-3379
Legislative Budget and Audit Committee ‘*6 West 4th Asenuc. Suite 530
Administrative Regulation Review Committee Anchorage, Alaska 99501
Legislative Council (907) 258-818S

SENATE BILL 51

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

-SPONSOR STATEMENT

-PERMANENT FUND TRUSTEES’ POSITION PAPER, 2/25/95

-PERMANENT FUND PROJECTIONS, January, 1995

-ALASKA POPULATION PROJECTIONS, March 1992

-IBBOTSON REPORT- Asset Allocation Study of the Alaska
Permanent Fund Report dated January, 1994

-"Real Dollars Now Means Real Dividends Later” by Tim Bradner
Anchorage Daily News, January 8,1995

-EXECUTIVE SUMMARY - Knowles/Ulmer Policy Transition Teams’

Report, dated January, 1995



Alaska £>tat* Senate

Senator Steve Rieger
District |
Uttriitti Session:
State Capitol. Room 516
Juneau. Alaska 99801
(907) 465-3879

Senate Finance Committee
Chair. Senate Transportation Committee

716 West Itli Atenue. Suite 510
Anchorage. Alaska 9950)
(907) 258-8188

Legislative Budget and Audit Committee
Administrative Regulation Review Committee
Legislative Council

PERMANENT FUND PROJECTIONS

The attached projections from die Alaska Permanent Fund
Corporation show the effect cf different earnings assumptions on the sLze of
the Permanent Fund, as well as the amount of each year's earnings and
transfers to the dividend fund, through the year 2000.

The first 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.

At my request, the Permanent Fund Corporation also did additional
runs, vvhich reflect the higher earnings assumptions suggested in the Ibbotson
Associates’ report (enclosed). The Ibbotson report was commissioned by the
Legislative Budget and Audit Committee and completed January 1994. This
report recommends a target portfolio which is higher-yielding than its
present po~tfolio because of a greater amount of assets invested in higher-
yielding securities. This return was estimated by Ibbotson to be 10.31%. The
attached projections include assumptions of 10.31% nominal earnings and 6%
inflation; and assumptions of 10.31% nominal earnings and 4% inflation.
Finally, the projections are stated in nominal dollars and inflation-adjusted

dollars.
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FINANCIAL PROJECTIONS
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Alaski Permanent Fund Corporation

FINANCIAL PROJECTIONS
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
(in mtilions)

isot January 31. 1995
|
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AJaska Permanent Fund Corporation

FINANCIAL PROJECTIONS
un millions)

ot «anuary 31. '995
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

GROWTH OF FUND PRINCIPAL
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SENATE BILL NO. 51, BUT ASSUMES 1031% FUTURE RATE OF RETURN

AND 5% RATE OF INFLATION.
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Alaska Permanent Fund Corporation

FINANCIAL PROJECTIONS

GROWTH OF FUND PRINCIPAL
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Alaska Permanent Fund Corporation

financial

GROWTH OF FUND PRINCIPAL
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ENATE COMMITTEE REPpPRT
First Committee of Referral

DATE: 1/25/95 FURTHER/ Finance

DATE TURNED

Date of 5-Day Notice: 3--cr-9 C
INTO OFFICE: 6>

(in accordance with Uniform Rule 23)
State Affairs Committee considered SENATE BILL NO. 51

"ANEt relating to income of the permanent fund; and-pfovtdtngHof-an-effeetivo dateJ'

and recommends: Senate Bill:
| | same title
be replaced with Cs ) ] ] new title
House Biill:
adopt previous Cs ) f | technical change
[ new: SCR"
attached amendment(s)
adopt Letter of Intent by Committee
further referral to the Committee
SIGNING DO PASS DP OTH&k RECOMMENDATIONS NR DNP  AM
y

((T% cJ*k

y — = — P
CHAIR:
NEW FISCAL NOTE(S): PREVIOUS ETSCAL NOTE(S):*
Department Date Zero  Fiscal Department Date  Zero Fiscal

\JUte ph Yy

| | APPROPRIATION -- no fiscal note einclude fiscal notes aceompauing Governor’s bill





