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F IN A N C IA L  PROJECTIONS 
(in millions)

asolOacember3t,1995

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

Dedicated Inl latlon-
FY Bogin Appro­ Stata Inflation- FY End Proofing

FY Balance priations Revenue (’> Proofing Ba lance Shortfall
78
to
65 4,838 2,700 2,424 817 5,741
88 5,741 323 216 6,281
87 8.261 1,264 « 170 148 7,854
U 7,854 418 303 8,585
8? 8,585 228 360 9,173
90 9,173 267 454 9,894
9) 9,894 435 559 10,868
92 10,889 338 477 11,703
93 11,703 5 O’ 315 362 12,385
94 12,385 6 210 372 12.973
95 12.973 6 318 348 13,645

96 13,645 I 514 o' 118 398 u f f s ' A ' -  ■
97 14,775 9 216 448 15,448
98 15,448 13 217 499 16,176
99 16,176 14 229 522 16,941
0 18,941 15 231 547 17,733

17,733 18 233 572 18,554
18,554 17 239 598 19,409
19,409 19 238 625 20,292
20292 2l 237 653 21,203
21,203 22 229 682 22,138
22,136 24 218 712 23,090
23,090 26 209 742 24,087
24,067 20 203 773 25,072
25,072 31 202 90S 26,109
26,109 33 198 838 27,178
27,178 36 195 872 28,280
28.280 39 191 907 29,417
29,417 42 184 943 30,506
30,586 46 178 960 31,790
31,790 50 159 1,018 33.026

Cumulativ* Totals Projoctad •' V  v ' i "
For FY 1996- 2015: 4,233 14,132

REALIZED RATE OF RETURN ASSUMPTIONS:
Nominal

— m r6.96%
6 42%

Inflation 
2 77%
z .m
3.19%

W D&partrranl of Revenue Fa' I1995 M ldCa so  Revenue Forecast.
W Earnings reserve appropriated lo principal July 1.1987 and 1995 Real 1,1 Transferred to prlncpal (ram aarnngs rsssrvs account per AS 37.13.145(d).

T<5% w Based on 1995 CsJlan cap'tal martial BMumpHons.3 59% SENATE BILL NO. 51, ALL SURPLUS EARNINGS IN ERA. AND *280 OF EXISTING
524% UNREALIZED GAINS REALIZED EACH YEAR FROM 1997-2004

Net
Incoma

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

D is t r ib u t io n s  R e s e rv e s
Inllalion-
Prooflng Dividend*

Per Capita
Dividends

Goncral
Fund

Add
(Oelata)

FY End 
Balance FY

78
to,

2,219 617 653 S404.00 1B6 763 763 6S|
1,021 218 303 5556.26 SOI 1 2 6 4 - B8I
1,069 148 391 5708.19 529 529 87

789 303 424 5826.93 62 591
668 360 460 5873.16 4 44 635 64
916 454 487 5952.63 4 (30) 605 90|

1,030 559 489 5931.34 4 (24) 581 91;
1,036 477 488 593134 5 64 645 92'
1,226 362 532 5949.46 5 320 965 93,
1,098 372 559 5983.90 11 151 1,117 W
1,013 348 565 5990.30 8 86 1203 95

1.701 . 3W ;  631 $1,049.00 • ■.! *• r ; . 658, 1,361 96

1.167 448 636 51,030.00 374 1,734 97
1,815 499 645 51,022.00 659 2,393 98
1,938 522 679 51.05100 723 3,115 99
2,069 547 732 $1,110.00 775 3,892

°l
2,207 572 725 51,071.00 894 4,765 j j
2,359 598 603 51,164.00 940 5,725 .•21
2,517 625 864 51128.00 1,009 6,734 3
2,683 653 928 51194.00 1,081 7,815 4
2,566 682 988 51,320.00 895 8,710 5

2,727 712 1,006 51,349.00 985 9,695 . 6

2,897 742 1,047 51,379.00 1,082 10,777 7
3,079 773 1,091 51,411.00 1,187 11,054 8

3272 605 1,137 $1,445.00 1299 13263 9
3,478 638 1,216 $1,523 00 1,390 14,653 10

3,694 672 1,301 $1,604.00 1,485 16,139 11
3,922 907 1,391 51,68900 1,585 17,724 12
4,162 943 1,487 51,777.00 1,690 19,414 13
4,414 960 1,589 51,869.00 1,799 21213 14

4,678 1,018 1,695 51,96430 1,915 23,127 15

57,643

' I; 1 ; ' . • r' • »

r  14,131
*N 1 ...........

20.571
-f.r,|

$19,438

r *» • - ?•*
*j'
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STATE O F ALASKA
1996 LEGISLATIVE SESSION

FISCAL NOTE BILL NO: SB 51

Revision Date: _______________________________________________ Dept. Affected: Revenue____________________

Title: An Act Relating to Income of the Permanent_______ BRU: APFC________________________

Fund and  Providing for on Effective Dote._________________________ Component: APFC________________________

Sponsor: Senator Rieger/Pearca______________________________  _______________________________

Requestor: Senate Finance_________________________________COMPONENT SERIAL NO.   109

Expenditurei/Revenuos:________________________________________ (Thousands of Dollars)

OPERATING EXPENDITURES FY 97 FY 98 FY 99 FY00 FY01 FY 02
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

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 0.0 0.0 0.0

Estimate of any current year (FY96) cost $ 

POSITIONS:

FULL-TIME

PART-TIME
TEMPORARY

No fiscal impact.

465-2047

3/26/96

P a g e  1 of 1

Prepared by: Byron I. Mallott, Executive Director Phone:

Divisron: Alaska Permanent Fyjnd Corporpyon, / . _________  Date:

Approved by Commissioner: Date:

ment of Revenue /Agency: DepartmentPREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERN OR S LEGISLATIVE OFFICEFor further distribution information call the Governor's Legislative O ffice
LEG DOCNAME XLS



C ^ - S T ^ F f N J

FISCAL NOTE
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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

STATE OF ALASKA BILL NO. SB 51_________
1995 LEGISLATIVE SESSION

Expend itu re s /R evenues  __________  (Thousands o f 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: 
Division: 
Approved by 
Commissioner: 
Agency:
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Deborah Vogt 
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E X .

Phone:.
Date:.

Date:

465-2047
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STA TE O F ALASKA
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(S) Publish Date:
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Revenue

No. ____

Bill Version: ' S Q  G l

Sponsor:
Requester:

An Act Relating to Income of the Permanent FuBRU: APFC
and Providing for an Effective Date__________ Component: APFC
Senator Rieaer/Pearce
(S )S TA COMPONENT SERIAL NO. 109

Exp en d itu re s /R ev enu e s (Thousands of Dollars)
OPERATING EXPENDITURES FY 96 FY 97 FY 98 FY 99 FY00 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

CHANGE IN 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

E s tim a te  o f a n y  c u r re n t  y e a r  (FY 95) c o s t:  S
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Diuvtfl Session:
State Capitol, Room 51G 
Juneau. Alaska 99S01 

(907) 465-3S79

711) West lilt Avenue, Suite 530 
Anchorage, Alaska 99501 

(907) 258-SI 8S

I n f o r m a t i o n  o n  S B  5 1  -  R e l a t i n g  t o  i n c o m e  o f  t h e  p e r m a n e n t  f u n d

• Sponsor S tatem ent by Senator Steve Rieger

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

• Trustee's Position on SB 51 -  Alaska Permanent Fund 
Corporation

• A laska Population Projections, March 1992

• Report by Ibbotson Associates, Inc. -  Asset Allocation Study for 
the Alaska Permanent Fund

• Executive Sum m ary -  Knowles/Ulmer Policy Transition Teams' 
Report, January 1995

S e n a t o r  S t e v e  R ie g e r
District I

Senate Finance Committee
Chair, Senate Transportation Committee

Legislative Budget and Audit Committee 
Administrative Regulation Review Committee 
Legislative Council

Alaska £>tate ^euatt



Alaska £>tatz Senate
S e n a t o r  S t e v e  R ie g e r

District 1

Semite Finance Committee
Choir, Semite Transportation Committee

Durinji Session: 
State Capitol, Room 51G 
Juneau, Alaska 99801 

(907) 465-3879

Legislative Budget and Audit Committee 
Administrative Regulation Review Committee 
Legislative Council

716 West dill Avenue, Suite 530 
Anchorage, Alaska 99501 

(907) 258-,SIS,S

Sponsor Statement

SB 51 - An Act relating to the income of the Perm anent 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.

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 
earn ings" 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.

I 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.

Concept of Real Earnings

Appropriateness for the Permanent Fund



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 Perm anent Fund 
Sponsor Statement 
Page Three

O ther 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.

Sum m ary

The overall effect of SB 51 will be that the Perm anent Fund will be 
made more perm anent, because the question of inflation-proofing will be 
removed from the annual process of allocating earnings. Earnings will be 
more realistic, as they are reflective of the actual economic earnings of the 
Fund. However, the effect of converting to a real earnings basis for the 
annual allocation process will also lower the amount pu t on the table for 
appropriation each year. The result of passing 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.

F ebru ary  15,1996



T I M  B I U D .M ’ R
Real dollars now means 
real dividends later

Om at tfc* mm ttm ibla public poiicy cropae- 
ais I to  hoard raeaotir la tu ta  Son. Storo RUfor'i 
ldoo lor roquirlao the Alaska Poreuaont PunO to 
report Its la n a l  profits In m i.  or Inflating i l l  
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B R A D N E R :  A c c o u n t i n g  i n  r e a l  d o l l a r s  m a k e s  s e n s e

Cont inued Itom Pag# C-l |
U n d e r  I h e  c u r r e n t  f o r ­

m u l a s .  w h i c h  p a y  d i v l -  
( le nd s  f i r s t ,  t h e r e  m a y  n o t  
b e  e n o u g h  l o  p a y  b o l h  d i v i ­
d e n d s  a n d  I n f l a t i o n - p r o o f .  
I n f .  L a t e s t  e s t im a t e *  b y  
H ie  P c i n i a n e n t  F u n d  C o r p .  
a r e  t h a t  t h e  s h o r t f a l l  w l l l  
s tm t  n b o u t  2000, a n d  even-  
l u n l l v  w i l l  r e a c h  h u n d r e d s  
n f  m i l l i o n s  o f  d o l l a r s  y e a r ­
l y

H i t h e r  i n f l a t i o n  p r o o f i n g  
w i l l  b e  s h o r t e d  b y  I I l l s  
i i i n o u i i l ,  o r  m o n e y  l o  in f ta-  
l i u n p i o o f  w i l l  h n v e  t o  b e  
I n k e n  ( r u m  ( l i e  p e r m a n e n t  
f u n d  e a r n i n g *  r e s e r v e ,  t h e  
m- coun t  o l  n r c n m u l a l a d  
p r o f i t s  n u t  u s e d  f o r  d i v i ­
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p r o f i t s  I n  r e a l .  I n f l a t i o n - a d ­
j u s t e d  d o l l a r s ,  t h e  " I n f l a ­
t i o n - p r o o f i n g "  a u t o m a t i c a l ­
l y  o c c u r s  f i r s t .  T h e  
d i v i d e n d  w i l l  b e  p a i d  o n  
t h e  b a s i s  o f  I n f l a t i o n  a d ­
j u s t e d  e a r n i n g s .  M le g e r  a r ­
g u e s  t h i s  Is l i r e  w a y  t u  
r e a l l y  p r o t e c t  t h e  iw n i i a -  
n e u l  f u n d  f o r  f u t u r e  g e n e r ­
a t i o n s  s m l  I a g r e e  w i t h  
h i m

A  s e c o n d  at I  m e t  I n n  t h e  
A n c h o r a g e  R e p u b l i c a n ' s  
I d e e  h a s  Is l h a l  I I  w o u l d  
m a k e  r o o m ,  a l t e r  a f e w  
y e a n ,  f o r  H i t  p e r m a n e n t  
f u n d  l o  m a k e  a s u b s t a n t i a l  
a u m u i i t  n f  n i i i u e y  a v a i l a b l e

f o r  t h e  g e n e r a l  s l a t e  t r e a ­
s u r y ,  h e l p i n g  n a i r n w  H ie  
f i s c a l  g a p .

T h i s  h a p p e n s  b e c a u s e  
w h e n  t h e  f u n d  m a n a g e s  i t ­
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w a y  to  p u t  t h e  d i v i d e n d  o n  
a u i o i e  l o t i u i i a l  base ,  a n d  
l o  h a v e  t h e  p e r m a n e n t  
f u n d  m a k e  m o r e  o f  a c o n ­
t r i b u t i o n  t o w a r d  c o v e r i n g  
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p r o p o s a ls  o n  H i t  t a b l e  l i k e  
c a p p i n g  t h e  d i v i d e n d  at 
p r e s e n t  l e v e l s  o r  e v e n  
r o l l i n g  It b a c k .
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m o i *  e a s i l y  a c c e p t e d  b y  
th e  p u b l i c  'Hi*- a m o u n t  o t  
m o n e y  l o r  d i v i d e n d s  s i l l )  
g r o w s ,  a l t h o u g h  m o r e  
s l u w l y  M u r e  I m p o i l a n l ,  
t h e  f u n d  Is e f f e c t i v e l y  n r o  
l e v i e d  a g a i n s t  I n f l a t i o n ,  
w h i c h  m e a n s  tho se  d i v i ­
d e n d s  t e a l l y  w i l l  b e  i h c i e ,  
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s a y .  for f u t u r e  g c u e i s l l u n s
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A la sk a  P e rm a n e n t  F u n d  C o rp o ra t io n
P.O. Box 25500 Juneau, Alaska 99802-5500 

(907) 465-2047
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M E M O R A N D U M

DATE: F eb ru a ry  27, 1995

TO: S ena to r S teve Rieger

FROM: Byron I. M allott
Executive D irector

SUBJECT: T r u s t e e s ’ P o s i t io n  o n  SB 51

Th is is to inform  you th a t  th e  Board of T ru stees did discuss S ena te  Bill No 
51 a t th e ir m ee ting  on F eb ru a ry  24. They s ta ted  th a t  they  did not in tend 
to take a  position on th e  bill itself, bu t th a t they were supportive of any 
changes to ex isting  law  which would enhance th e ir  ab ility  to pro tect the 
p rincipal of th e  P e rm an en t Fund. Certainly, th a t portion of SB 51 which 
m akes inflation-proofing th e  h ighest p rio rity  use would be such a change.

T here is an o th e r portion of th e  bill which would change the dividend 
form ula by basing  i t  on “re a l” income ra th e r  th an  “n e t” income. T h a t 
proposal falls ou tside th e  scope of w ha t previous boards -- as well as the 
cu rre n t board -- view as th e ir a rea  of responsibility.

I would req u e s t th a t  th e  Board be given th e  opportun ity  to comment again 
a t  a la te r d a te  if th e  bill undergoes any sub s tan tiv e  changes as it moves 
th rough  th e  leg isla tive process.

As always, the s ta ff  of th e  Corporation would be p leased to respond to any 
reques ts for financial ana ly sis of any legislative proposal re la tin g  to the 
P e rm an en t Fund.

c: Board of T ru s tee s
P a t Pourchol, Governor’s Legislative D irector 
J im  Kelly, Research & Liaison Officer
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Tab le  F.
A nnua l  P r o j e c t i o n s  and C om p o n e n t s  O f  C h an g e  
F o r  the Tota l  P opu l a t i o n  o f A la ska ,  1 9 9 0 - 2 0 1 0 .

. ' t r?

p p r t  A M lddl* SertM

Calendar July 1 
Year Population

Population cnange July 1 to July 1

Nat Natural 
Change increase

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000 
2001 
2002
2003
2004
2005
2006
2007
2008
2009
2010

Calendar
Year

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000 
2001 
2002
2003
2004
2005
2006
2007
2008
2009
2010

553.600 — ----
574.000 20.400 9,654
593.100 19.100 10.017
607.500 14.400 10.320
622.300 14.800 10.506
637.300 15.000 10.690
652.500 15200 10.849
668.000 15.500 11.004
683.900 15.900 11,194
700.000 16.100 11.398
716.500 16.500 11,608
732.800 16.300 11.853
749.000 16200 12.092
764.900 15.900 12.333
780.700 15.800 12.572
796.200 15.500 12.775
811.400 15200 12968
826.200 14,800 13.169
840.700 14.500 13.331
854.700 14.000 13.476
868.300 13.600 13.593

Rata per 100
Average

July 1 Annual Natural
p u l at! on Change Incrvasa

553.600 —

574.000 3.62 1,68
593.100 327 1.69
607.500 240 1.70
622300 241 1.69
637.300 238 1.68
552,500 236 1.66
006.000 235 1.65
683,900 235 1.64
700.000 233 1.63
718.500 233 1.62
732800 225 1.62
749.000 219 1.61
764.900 210 1.61
780.700 204 1.61
796200 1.97 1.60
811.400 1.89 1.60
826200 1.81 1.59
840.700 1.74 1.59
854.700 1.65 1.58
868,300 1.58 1.57

Department of LaDor. Research A

Births Deaihs Net
Migration

In Out

_ _ _ _

11.825 2.172 10.746 57.654 46.3C8
12283 2266 9.083 57.720 48.637
12.676 2.356 4.080 54.733 50,653
12.942 2.436 4.294 56.174 51.880
13204 2.514 4.310 57.451 53.141
13.437 2.5ea 4.351 58.769 54.418
13.678 2.674 4.496 50.207 55.711
13.949 2.755 4,706 51.737 57.031
14.241 2.843 4.702 53.088 58.386
14.545 2.937 4,892 54.650 59.758
14,878 3.025 4.447 65.613 51.165
15217 3.125 4.108 56,664 52.555
15.551 3218 3.567 57.505 53.938
15.878 3.306 3.228 58.522 65.294
16.182 3.407 2.725 69.365 66.640
16.477 3.509 2232 70.193 67,961
16.770 3.601 1,631 70.887 59.256
17.034 3.703 1,169 71,685 70.515
17,268 3.792 524 72274 71.750
17.474 3.881 7 72.947 72.940

d year population (%)

Births Deaths Nat In Cut
M igration

- —-

2.06
2.07 
2.09
2.08 
2.07 
2.06 
2.05 
2.04
2.03
2.03
2.03
2.03
2.03
2.03
2.03
2.03
2.03 
203 
2.02 
2.01

0.38
038
039 
039 
0.39 
0.40 
0.40 
0.40 
0.41 
0.41 
0.41 
0.42 
0.42 
0.42 
0.43 
0.43 
0.44 
0.44 
0.44 
0.45

1.87
1.53
0.67
0.69
0.68
0.67
0.67
0.69
0.67
0.68
0.61
0.55
0.47
0.41
034
0.28
0-20
0.14
0.06
0.00

10.04
9.73
9.01
9.03
9.01
9.01
9.01
9.03
9.01
9.02 
8.95 
8.90 
8.83 
8.78 
8.71 
8.65 
8.58 
8.53 
8.46 
8.40

8.17
3.20
8.34
8.34
8.34
8.34
8.34
8.34
8.34
8.34
8.35
8.35
8.36
8.36
8.37
8.38
8.38
8.39
8.39
8.40



A laska  P e rm a n e n t  F u n d  C o rp o ra t io n
P.O. 3ox 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 99801-1182

Dear Senator Phillips: 
i

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

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

After reading the Ibbotson report, Callan made the following observations:

1. Recent performance 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
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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 1994.

4. Diversificadon within the fixed-income portfolio could be improved with explicit 
allocauons to major 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 already 
has been scheduled for the upcoming board meeting. As an aside, I 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 bond returns. While I 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 long 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 very clearly advises that the board control asset allocation at a more micro 
level than it has in the pasL Specially, the study advises that the board set specific 
allocations within the fixed-income and domestic equity areas and make extensive 
use of specialists in the international area. The directions suggested are contrary to 
the board's movement toward providing less restrictive guidelines to its managers, 
particularly the global managers. I think that this is an important issue that already 
has been discussed at length during 1993 and warrants continued close mooitoring
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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. La sum. rbbotson's management structure comments are important and I 
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 to be efficiently managed, employing reputable and capable 
managers for both its equity and fixed income assets. The Fund has the been able to 
manage its substantial fixed income portfolio entirely in-house, 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 enjoy returns similar to those it has earned in recent years. 
Specifically, the Board should consider the following actions:

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

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

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

► Set specific target allocations across fixed income sectors.

By implementing these changes, the Board can help ensure that the Permanent Fund 
will achieve the highest expected return for its chosen risk level. This will help the 
Board achieve its statutory goals of maximizing total Fund return and providing the 
maximum amount 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 important implementation issues.

I. A nalyzing an Investm en t Portfo lio

A first step in analyzing an investment portfolio is determ in ing whether the portfolio 
adequately compensates the investor for taking risk. Ideally, the portfolio is efficient in 
providing return to the investor; i.e., the portfolio provides the most return possible for 
the amount of risk taken. In reality, however, few portfolios accomplish this objective.

D efin ing  A sse t Classes

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

U.S. EauftY A n t i
Large Capitalization 
Mid/Small Capitalization
Non-U.S. Eouftv A w U
Canada
Europe
Pacific
Emerging Markets

Q ta tL A a m i

Real Estate

Non-UA Flxtd Income A—t l i
Intermediate-Term Government/Corporate Bonds 
Long-Term Government/Corporate Bonds 
Mortgage-Backed Securities

Non-U.S. Fixed Income A l f f l l
Non-U.S. Government Bonds
Cash

U.S. Treasury Bills

l



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

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

The basis of our fixed income return forecasts is the current risk-free rate of return, as 
proxied by the current yield on a risk-free government bond with a maturity matching 
the investment time horizon. Currently, this rate is 6.31 percent, the current yield on 
20-year U.S. Treasury bond. To this rate, we add the appropriate maturity premium 
(additional return required by investors for relinquishing the use of their money for long 
time periods) and default premium (additional return that compensates investors for 
buying bonds that have default 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 gains or losses will not affect the long-term return on 
international assets. Currency fluctuations do increase risk, however, and are accounted 
for in our risk forecasts of non-U.S. fixed income assets.

Forecasting Return

Forecasting Risk

When forecasting the risk of an asset, we typically assume that the future will equal the 
past. Therefore, we forecast risk by calculating the historical standard deviation using a 
long time period over which we have reliable data, and data that is representative of 
possible future scenarios. Although investment 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 provides an estimate of how much actual 
returns may deviate from the average, expected return over time. We use shorter time 
periods only when we can identify a permanent and dramatic process shift in the 
behavior of an asset class, such as the late 1960s when bond market volatility increased 
noticeably from its observed volatility during the previous 40 years.

F o re c a s tin g  R e tu rn  C o rre la tio n

Return and risk are not the only factors that determine how a portfolio performs. The 
correlation between the returns of two assets also plays an important role in portfolio 
performance. Correlation measures how much the returns of two assets tend to move 
together or move separately. If the returns move together, the assets are positively 
correlated. 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 hand, portfolios with assets that have low or 
negative return correlations will provide more stable returns because, even though some 
assets may perform poorly, other portfolio assets will perform better, serving to reduce 
portfolio volatility. The benefits of diversification, therefore, are a direct result of 
relatively low return correlations among portfolio assets.

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

Determining t h e  Fund's Current Allocation

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

3



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.

A



Cu rren t and Three-Year Target Portfo lios

A sse t C lass

C u r r e n t
A llo c a tio n

(%)

3-Year
T a rg e t

A llo c a tio n
(%)

U.S. Large Capitalization 
Stocks

21.17 24.00

U.S. Mid/Small 
C apita liza tion  Stocks

0.65 6.00

Canad ian Stocks 0.03 0.04
European Stocks 2.54 4.28
Pacific Region Stocks 2.94 4.97
Emerging M arket Stocks 0.42 0.72
Real E sta te 6.69 10.00
Cash 4.64 0.00
In te rm ed ia te  Govt/Corp 
Bonds

30.86 25.32

Long-Term Govt/Corp Bonds 25.27 20.74
Mortgage-Backed Securities 3.94 3.24
Non-U.S. Government Bonds 0.85 0.69

E x p e c te d  R e tu rn  (%) 8*53 9.93
S ta n d a r d  D ev ia tio n  (%) 7.57 9.91



II. A ss e t A llo c a tio n  R e c o m m e n d a tio n s

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

The current portfolio need not be drastically changed in order to achieve a higher 
expected return. In fact, the percent of the portfolio invested in equities (approximately 
35 percent, including real estate) and in fixed income assets (approximately 65 percent), 
is the same in both the current and revised portfolios. Rather, the composition of the 
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.

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

Allocation with Risk of the Target Portfolio

The graph on page 7 shows that the Fund's target portfolio also does not provide the 
highest possible expected return for the amount of risk taken. Although both the 
allocations of the target and revised target portfolios are equally divided between equity 
and fixed income assets, the revised target portfolio has a significantly higher expected 
return and less risk. The composition of both portfolios, along with their expected 
returns and standard deviations, is given on page 8.
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C u r r e n t  a n d  R e c o m m e n d e d  

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

A llo c a t io n s

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

Current
Portfolio

(%)

R evised
Current

(%)
3-Year
Target

(%)

R evised
Target

(%)

Aggressive
Portfolio

(%)

U.S, Large Cap Stocks 21.17 11.00 24.00 16.00 18.00

U.S. Mid/Small Cap 
Stocks

0.65 4.00 6.00 8.00 10.00

Canadian Stocks 0.03 0.00 0.04 0.00 0.00

European Stocks 2.54 3.50 4.28 6.00 7.50

Pacific Region Stocks 2.94 4.00 4.97 7.00 10.50

Emerging Market 
Stocks

0.42 2.50 0.72 3.00 4.00

Real Estate 6.69 10.00 10.00 10.00 10.00

Cash 4.64 1.00 0.00 1.00 1.00

Intermediate-Term 
Govt/Corp Bonds

30.86 40.00 25.32 30.00 18.00

Long-Term Govt/Corp 
Bonds

25.27 12.00 20.74 5.00 6.00

Mortgage-Backed
Securities

3.94 12.00 3.24 14.00 15.00

Non-U.S. Govt Bonds 0.35 0.00 0.69 0.00 0.00

E xpected Return 8.53 8.89 9.93 10.31 11.33

Standard D eviation 7.57 7.40 9.91 9.89 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 w ith  many other portfolio assets, and therefore 
provide enhanced diversification benefits.

Allocation of a 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.

9
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To ensure the validity  of our recom m ended portfolios, we tested  those portfolios and the 
Fund’s cu rren t and ta rg e t portfolios for stability. A stab le  portfolio is one th a t perform s 
well under a variety  o f possible fu ture m arke t conditions; i.e., the portfolio provides 
adequate  re tu rn  for the  am ount of n sk  tak en  u n d er conditions th a t differ from our 
forecasts. We tested  th e  portfolios using "worst-case" scenario j w here the re tu rn  of one 
or more assets is lower th an  expected and  the  risk  is h igher th an  expected. The 
following scenarios w ere used, both individually  and  in com bination, to te s t our 
recom m ended 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.

T e s t in g  O u r  R e co m m e n d e d . P o r tfo lio s
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W hichever portfolio the Board chooses, several issues m ust be addressed by the Board to 
ensu re  m axim um  Fund perform ance. The single most im portan t issue is the degree of 
adherence to the chosen allocation. R esearch  has suggested  th a t the asset allocation 
decision accounts for over 90 percen t of the variab ility  of re tu rn s  on a portfolio, and is 
the single largest d e te rm in an t of portfolio perform ance.1 Consequently, individual 
secu rity  selection and active security  m anagem ent, the two factors commonly assum ed to 
con tribu te  the most to the re tu rn  of a portfolio, actually  account for only a sm all am ount 
of portfolio re tu rn  variability . T herefore, adherence to the  chosen allocation is crucial to 
the fu tu re  perform ance of any  in v estm en t portfolio, including the  P erm anen t Fund. 
Accordingly, the Board m ust decide w h eth er the cu rren t investm en t s tra tegy  of the Fund 
accom m odates a stric t adherence to the  chosen allocation. We address this issue 
sep a ra te ly  for equity and  fixed income a sse ts  in  the  following two sections.

Equity Assets
As of A pril 1993, the B oard decided to use active m anagers only for dom estic mid/small 
cap ita lization  stocks and  all in te rn a tio n a l equities. Since our recom m ended portfolios 
are based  on passive benchm arks, we believe th a t the  long-term  perform ance we forecast 
can be achieved through the  use o f passive m anagers, a lthough  it is certain ly  possible 
for active m anagers to m eet or exceed th a t  perform ance. For th is  reason, we believe the 
B oard 's decision to re ta in  active m angers  is app rop ria te , a s  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.

I I I .  I m p l e m e n t a t i o n  I s s u e s

1 G ary  P. B rinson, Brian D. S inger, and  G ilbert L. Beebower, "D eterm in an ts  of portfolio 
perform ance II: 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 average 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

1J



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.

C onc lu s i o n

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.

14



A p p e n d i x  A :  B e n c h m a r k s  U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y

Aaaet Class

U.S. L a rg e  C a p i t a l i z a t io n  E q u i ty  

U.S. M id /S m a ll C a p i t a l i z a t io n  E q u i ty

C andida E q u i ty  

E u ro p e  E q u i ty

P a c if ic  E q u i ty

E m e rg in g  M a r k e ta  E q u i ty

C aah

B e n c h m a r k  D c a c r io t io n

S A P  500: A m ark e t capitalization-w eighted index 
of 500 of th e  la rg est stocks of com panies domiciled 
in  th e  U nited  S ta tes .

R u s s e l l  2000 In d e x :  A m arket cap ita lization- 
w eigh ted  index of the  stocks of the bottom  two 
th ird s  of th e  la rg e s t 3,000 publicly trad ed  
com panies dom iciled in the  U nited S ta tes .

M o rg a n  S ta n le y  C a p i ta l  I n t e r n a t io n a l  C a n a d a  
T o ta l  R e tu r n  In d e x : A m arke t cap ita lization- 
w eigh ted  index  of 81 large C anadian  stocks.

M o rg a n  S ta n le y  C a p i ta l  I n t e r n a t io n a l  E u r o p e  
T o ta l  R e t u r n  In d e x :  A m arket cap ita lization- 
w eigh ted  index  of large stocks from A ustria , 
B elgium , D enm ark , F inland, France, G erm any, 
Ire lan d , Ita ly , N etherlands, Norway, Spain ,
Sw eden, S w itzerland , and the  U nited Kingdom.

M o rg a n  S ta n le y  C a p ita l  I n t e r n a t io n a l  P a c i f ic  
T o ta l  R e t u r n  In d e x :  A m arke t cap ita liza tion- 
w eigh ted  index  of large stocks from A u stra lia , H ong 
ICong, Ja p a n , M alaysia, New Zealand, and  
S ingapore .

XFC E m e rg in g  M a r k e t  C o m p o c ite  In d e x :  A 
b road -based , m a rk e t capitalization-w eighted index 
o f s tocks listed  in  countries w ith a per cap ita  G DP 
below an  annually-disclosed figure. C u rren tly , 20 
co u n trie s  a re  rep resen ted  in the  Com posite index.

U .9 . 9 0 -D ay  T r e a s u r y  B ills : Published by 
Salom on B ro th ers  in International Bond and Money 
Market Performance.
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IT  G o v t/C o rp  B o n d s

L T  G o v t /C o r p  B o n d s

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

N on-U .S . B o n d s

R e a l  E s t a t e

L e h m a n  B r o th e r s  In te r m e d ia te -T e rm  
G o v e rn m e n t /C o r p o ra te  B o n d  T o ta l  R e tu r n  
In d e x :  A portfolio of U.S. governm ent issues 
(>S100 million par value) and investm ent grade 
co rpo rate  deb t (>$50 million par value) w ith  an 
average  m a tu rity  of 4.42 years as of N ovem ber 29. 
1993.

L e h m a n  B r o th e r s  G o v e rn m e n t/C o rp o ra te  
B o n d  T o ta l  R e tu r n  In d e x : A portfolio of U.S. 
governm en t issues (>$100 million par value) and 
in v es tm en t g rad e  corporate debt (>$50 m illion par 
value) w ith an  average m atu rity  of 10.81 y ea rs  as 
o f N ovem ber 29, 1993.

L e h m a n  B r o th e r s  M o r tg a g e -B a c k e d  S e c u r i t i e s  
T o ta l  R e t u r n  In d e x :  An index of all fixed-rate 
secu ritie s  backed  by m ortgage pools of th e  
G o v aram en t N a tio n al M ortgage A ssociation 
(GNMA), F ed era l Home Loan M ortgage 
C orpora tion  (FHLM C), and the Federal N ational 
M ortgage A ssociation (FNMA). The index has an 
average  m a tu r ity  of 5.39 years.

S a lo m o n  B r o th e r s  N on-U -S. 1+ B o n d  In d e x : A 
m a rk e t cap ita lisa tion -w eigh ted  index of bonds from 
A u stra lia , C an ad a , G erm any, Jap an , N e therlands, 
S w itzerlan d , and  th e  U nited  Kingdom w ith  one 
y e a r  or m ore to  m a tu rity . T he average m a tu rity  of 
bonds in th e  index  is €.95 years.

W ils h ir e  R e a l  E s ta te  S e c u r i t i e s  T o ta l  R e tu r n  
I n d e x :  A m ark e t cap ita lization-w eighted  index  of 
app rox im ate ly  85 rea l e s ta te  investm ent t ru s t  and 
rea l e s ta te  o p e ra tin g  com panies.
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A p p e n d i x  B :  F o r e c a s t s  U s e d  i n  A s s e t  A l l o c a t i o n  S t u d y  

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

A ss e t  C la s s
E x p e c t e d
R e t u r n

S t a n d a r d
D e v i a t i o n

U .S .  L a rg e  Cap Stocks 13 .56 20 .61
U .S .  M id /Sma l l  Cap 
S tocks

18 .03 32 .95

C an ad a  Stocks 13 .73 24 .64
E u r o p e  Stocks 13 .98 22 .69
Pacif ic Stocks 15 .11 28 .2 4
Em e rg ing  M a rk e t  Stocks 21 .38 47 .00
R e a l  E s ta te 9 .90 13.63
Cash 4 .61 2.73
I T  Gov t /Co rp  Bonds 5 .8 9 4 .10
L T  Gov t /Co rp  Bonds 6 .3 7 7 .22
Mo rtgage -Backed
Secur i t ies

, 7 .45 9 .28

N on -U .S .  Gov t  Bonds 6 .01 14 .75
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Fiscal Policy
T h e  K n o w le s /U lm e r  A d m in is tra t io n  a sk e d  th e  F isca l P o licy  te am  to b u ild  o n  th e  id eas  from  o th e r  p u b lic  

fo ru m s  to  d e v e lo p  g u id e lin e s  fo r a re sp o n s ib le  fiscal p la n  to  g u id e  th e  s ta te  in to  th e  2 1 s t c e n tu ry , an d  to 

m a k e  r e c o m m e n d a t io n s  o n  h o w  to  a c h ie v e  th e  b ro a d  p u b lic  s u p p o r t  n e c e s sa ry  fo r th e ir  im p le m e n ta tio n .

R E C O M M E N D A T IO N S

■ C o n t in u e  to  a r tic u la te  a 'v i s io n '’ o f  th e  sta te 's  f in a n c ia l fu tu re — th e  a d m in is t ra t io n 's  v iew s o n  th e

a p p r o p r ia te  ro le  o f  g o v e rn m e n t a n d  th e  v a lu es a n d  c r i te r ia  th a t  s h o u ld  g u id e  o u r  p u b lic  p o lic y  d e c i­

s io n s— a n d  re c o g n iz e  th e  th re a t  th e  fisca l gap  p o se s  to  o u rse lv e s  a n d  o u r  c h i ld re n .
• M a k e  a c o m m itm e n t  to  d e v e lo p  a p la n  to  b r in g  a n n u a lly  r e c u rr in g  re v e n u e s  in to  b a lan c e  

w ith  s ta te  sp e n d in g .
• I n te g ra te  th e  c a b in e t  in to  th e  p la n  an d  p ro c e s s , i.e ., th e  c o m m is s io n e rs  s h o u ld  all be 

s p e a k in g  in  c o n c e r t  a n d  a c tiv e ly  in v o lv e d  in  th e  p lan 's  d e v e lo p m e n t.
• C o n v e y  th e  m e ssa g e  th a t  s o u n d  fiscal m a n a g e m e n t  e q u a ls  g o o d  g o v e r n m e n t  a n d  g o o d  

g o v e r n m e n t  m e a n s  g o o d  p o litic s .
• T h e  te a m  e m p h a tic a lly  e n d o rs e s  th e  K n o w le s /U lm e r  c a m p a ig n  p le d g e  to  cap  to ta l s ta te  

s p e n d in g  ( e x c e p t fo r e d u c a t io n  fu n d in g )  a t  th e  FY 9 5  level.
• Q o n tin u e  w ith  a n  u n w a v e r in g  p o lic y  o f  b u d g e t  s u s ta in a b il i ty  a n d  d e v e lo p  a n  a n n u a l  re p o r t 

c a rd  to  in fo rm  th e  p u b lic  a b o u t  th e  s u c c e s s  o f  th e  a d m in is t r a t io n ’s  a c tio n s  to  p ro te c t  

A lask a 's  fiscal fu tu re .

a G iv e  a v e ra g e  c i tiz e n s  a d ire c t  v o ic e  in  s h a p in g  th e  f u tu re  a n d  in v ite  th e  p u b lic  to  h e lp  d e v e lo p  a

s h a re d  v is io n  fo r A lask a  a n d  th e  ro le  o f  g o v e r n m e n t  in  th e ir  lives.

• D e v e lo p  a s tra te g y  fo r in v it in g  p u b lic  in p u t  in to  fiscal d e c is io n s  a n d  c o lle c t b a se lin e  
in f o rm a tio n  o n  p u b lic  a t t i tu d e s  re g a rd in g  th e  fisca l gap .

• I m p le m e n t  a s tra te g y  fo r e d u c a t in g  th e  p u b l ic  o n  A laska 's  fisca l s i tu a t io n  a n d  o u r  ch o ic e s  
fo r  th e  fu tu re . E ffec tive  fo ru m s  m ig h t in c lu d e :  n e w s p a p e r  in s e r ts ,  to w n  m e e tin g s ,  m a rk e t 
re se a rc h , in d u s t ry  g ro u p s , so c ia l s e rv ic e  g r o u p s  a n d  loca l g o v e rn m e n t  b o d ie s .

» A sk  th e  le g is la tu re  to  p a r t ic ip a te  in  ev e ry  s te p  o f  th e  o u tr e a c h  p ro c e s s .
• M a k e  g o v e rn m e n t  m o re  o p e n  to  th e  p u b lic  th r o u g h  b e . te r  u s e  o f  c o m m u n ic a t io n  sy s tem s , 

in c lu d in g  e le c tro n ic  m e d ia  (v id e o  c o n fe re n c e ,  in te r n e t ,  A la sk a  O n lin e ,  e tc .) .
• A s p a n  o f  a lo n g - te r m  s tra teg y , th e  a d m in is t r a t io n  s h o u ld  b u d g e t  fo r  p u b lic  p a r t ic ip a tio n  

in  r e e x a m in in g  th e  re sp e c tiv e  ro le s  o f  s ta te  a n d  lo c a l g o v e rn m e n ts ,  s e t t in g  g o a ls  a n d  
b e n c h m a rk s  fo r A lask a , a n d  d e c id in g  th e  ro le  o f  th e  P e rm a n e n t  F u n d  in  d ie  s ta te 's  fiscal 

fu tu re .

a C re a te  a n  a n n u a l ly  u p d a te d  fiv e -y ea r fiscal p la n .

• W o rk  w ith  a n d  in fo rm  th e  le g is la tu re  in  a  t im e ly  m a n n e r  o f  a n y  c h a n g e s  th e  a d m in is t r a ­
t io n  w ish e s  to  m a k e  in  th e  FY 9 6  b u d g e t ,  a n d  a n n o u n c e  th a t  a fisca l p la n  w ill b e  in  p lace  

b y  th e  tim e  th e  FY 97  b u d g e t  is p ro p o s e d .
D e v e lo p  a f iv e -y ea r  p la n  a n d  a c o m p re h e n s iv e  re p o r t in g  f ra m e w o rk  th a t  e n c o m p a s s e s  all 
a s p e c ts  o f  s ta te  s p e n d in g  a n d  re v e n u e s , in c lu d in g  “o ff-b u d g e t 1161X15" s u c h  as P e rm a n e n t 

F u n d  e a rn in g s . P e rm a n e n t  F u n d  d iv id e n d s ,  c a s h  re se rv e s , p u b lic  c o r p o r a t io n s ,  e tc. In ­
c lu d e  d e fe rre d  m a in te n a n c e  a n d  th e  o p e r a t in g  a n d  m a in te n a n c e  c o s ts  o f  c a p ita l p ro je c ts  in 

th e  p la n .



R esolve legal q u e s tio n s  s u r r o u n d in g  th e  u se  o f  th e  C o n s t i tu t io n a l  B u d g e t R eserve  funds. 
;ne se ttin g  ol specific  re v e n u e  a n d  e x p e n d i tu r e  ta rg e ts  ( .in c lu d in g  P e rm a n e n t F u n d  d iv i­
d en d s  ). d e v e lo p m e n t o f  a d e b t p o lic y  in c lu d in g  sc h o o l d e b t r e im b u rs e m e n t) ,  an  overa ll 
reserves po licy  e m p lo y in g  tr ig g e rs  fo r in s t i tu t in g  a n  in c o m e  tax . a n d  a c a sh -flo w  m a n a g e ­
m en t p lan .

Im p le m e n t th e  fiv e-v ea r p la n  a n d  k ee p  th e  p u b lic  in fo rm e d  o f  A lask a 's  fiscal s itu a tio n  and  
o ro g ress  to w ard  re a c h in g  fiscal s tab ility . A lth o u g h  n o  c o n s e n s u s  w as re a c h e d , o n e  a p ­
p ro ac h  re c o m m e n d e d  w as to  se t u p  a b u d g e t  c o m m is s io n  o r  b lu e  r ib b o n  ta sk  force to  ac t 
as a c o n d u it b e tw e e n  th e  e x e c u t iv e  b r a n c h ,  le g is la tu re  a n d  th e  p u b lic  to  d e v e lo p  a lo n g ­
te rm  fiscal s tra te g y  fo r A lask a .

C a p ita liz e  ca sh  re se rv e s  to  th e  g re a te s t  e x t e n t  p o ss ib le .
Pass le g is la tio n  to a u to m a t ic a lly  in f la t io n - p ro o f  th e  P e rm a n e n t  F u n d  by d is t r ib u t in g  on ly  

real e a rn in g s  fo r d iv id e n d s .
E x p lo re  m ean s o f  c o n t ro l l in g  p e r s o n n e l  c o s ts .
E x am in e  v a rio u s  p u b lic  se rv ic e s  fo r  p o te n t ia l  p r iv a t iz a tio n .
E valua te  all e n t i t le m e n t p ro g ra m s  o n  a n  a b i lic v -to -p a v  basis .

■ F o rm  p a r tn e rs h ip s  for e c o n o m ic  d e v e lo p m e n t  a n d  in te rg o v e rn m e n ta l  a l lia n c e s .

• E m p h a s ize  p a r tn e rs h ip s  b e c w e e n  th e  e x e c u t iv e  a n d  le g is la tiv e  b r a n c h e s ,  s ta te  a n d  local

g o v e rn m e n ts , a n d  th e  p u b lic  a n d  p r iv a te  s e c to r s .
• C rea te  a s p ir it  o f  c o o p e r a t io n  b e r w e - n  th e  s ta te  o f  .Alaska a n d  th e  fe d e ra l g o v e rn m e n t.

• E lim in a te  u n fu n d e d  m a n d a te s  o n  lo ca l g o v e r n m e n ts .
• R eex am in e  th e  sta te 's  p e t ro le u m  ta x  a n d  ro y a lty  re g im e  w i th  th e  in te n t io n  o f  m a in ta in in g  

A laska's c o m p e ti tiv e n e s s .
Im p ro v e  federa l re la t io n s  a n d  u n d e r s ta n d in g  o f  A lask a  issu e s , p a r t ic u la r ly  w ith  re sp e c t to 
oil an d  gzs d e v e lo p m e n t,  a n d  a d o p t  a “V is it A ^ k a "  p ro g ra m  to  a l lo w  m e m b e rs  o f  C o n ­
gress to  see  tn e  s ta te  in  o r d e r  to  m a k e  m o re  in fo rm e d  d e c is io n s .
M a in ta in  th e  e c o n o m ic  v ia b ili ty  o f  r e s o u rc e  d e v e lo p m e n t  b y  e n s u r in g  th a t  etTorts a im ed  at 
in c re a s in g  rev e n u es  f ro m  re s o u rc e  in d u s t r ie s  a re  m a d e  v ia  a n  in c o m e  tax  o n  jo b s  ra th e r  

th a n  th ro u g h  in c re a se d  b u s in e s s  ta x es . ( T h e  te a m  n o te d  th a t  n o n - p e tr o le u m  re so u rce  
d e v e lo p m e n t a c tu a lly  e n d s  u p  c o s tin g  th e  s ta te  m o n e y  in  c o m p a r is o n  to  re v e n u es  g e n e r­
a ted .)

• M ake se r io u s  efTorts a t r e g u la to r y  r e fo rm  to  r e d u c e  g o v e rn m e n t  r e d  ta p e .

■ O rg a n iz e  p ro g ra m s to  s t r e a m lin e  th e  d e l iv e ry  o f  s t a t e  g o v e r n m e n t  s e rv ic e s .

• M ake s ta te  g o v e rn m e n t as  c o s t-e f f ic ie n t  as  p o s s ib le  by  a d o p t in g  a c u s to m e r-o r ie n te d  

a p p ro a c h  to  p u b lic  s e rv ic e  de livery .
• D evelop  a n d  b eg in  to  im p le m e n t  m e a n in g f u l ,  r e a l-w o r ld  p e r f o rm a n c e  m e a su re s  o f  th e  

e ffec tiv en ess  o f  g o v e rn m e n t  p ro g ra m s .
• In o rd e r  to  p ro v id e  in c e n tiv e s  to  a g e i. ic s , c o m m is s io n e r s  s h o u ld  be a l lo w e d  >o u se  p a n  

o r  all o f  th e ir  co s t sa v in g s  fo r  in v e s tm e n ts  th a t  w ill in c re a se  fu tu re  p r o d u c tiv ity
• A n e m p lo y e e  re c o g n itio n  a n d  c a s h  re w a rd  s y s te m  s h o u ld  b e  d e v e lo p e d  a n d  fu n d e d  for 

e m p lo y e e  ideas th a t  sa v e  m o n e y
• Jo in  in  a p a r tn e rs h ip  v /u h  lo c a l g o v e r n m e n ts  to  th o r o u g h ly  e v a lu a te  th e  d e liv e ry  o f  se r­

vices to  th e  p u b lic . E n s u re  th a t  p u b lic  s e rv ic e s  a re  d e l is e re d  a t  th e  m o s t  a p p ro p r ia te  level 
o f  g o v e rn m e n t to  m e e t th e  n e e d s  o f  th e  c i t iz e n r y  in  th e  m o s t  c o s t-e f fe c tiv e  m a n n e r  p o s ­

sib le , e v e n  if g o v e rn m e n t ro le s  n e e d  r e d e f in i t io n .

M



A laska  £>tate Senate
S e n a t o r  S t e v e  R i e g e r

District I

Senate Finance Committee
Chair. Senate Transportation Committee

Legislative Budget and Audit Committee 
Administrative Regulation Rcvie.v Committee 

''Legislative Council

Duriiiti Srwinu:
Slate Capitol. Room 510 
Juneau. Alaska 99,SOI 

(907) 4In .1.979

7 Hi West 4th Avenue, Suite 530 
Ancltotage, Alaska 91151)1 

(9071 25SS1SS

\  TO:

FROM:\

DA1E;
\

RE:

Senator Rick Halford
Co-Chair, Senate Finance Committee

Senator Steve Rieger ^

March 9,1995

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. I am attaching a bill 
packet for distribution to member’s files.

N
Thank you for your consideration of this matter.



A laska  & t n t t  Senate
S e n a t o r  S t e v e  R i e g e r

District I Du mill Session;
State Capitol. Room SIB

Senate Finance Committee Juneau, Alaska 99SM
Chair. Senate Transportation Committee I907) 165-3879

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 /2 5 /9 5  
-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 N ow  Means Real Dividends Later" by Tim Bradner 
Anchorage Daily N ew s, January 8,1995 

-EXECUTIVE SUMMARY - K nowles/Ulm er Policy Transition Teams' 
Report, dated January, 1995



A laska  £>tat* Senate
S e n a t o r  S t e v e  R i e g e r

District I

Senate Finance Committee
Chair. Senate Transportation Committee

Uttriitti Session: 
State Capitol. Room 516 
Juneau. Alaska 99801 

(907) 465-3879

Legislative Budget and Audit Committee 
Administrative Regulation Review Committee 
Legislative Council

716 West Itli Atenue. Suite 5.10 
Anchorage. Alaska 9950) 

(907) 258-8188

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.



A laska  Perm anent Fund C orporation

F IN A N C IA L  P R O JE C T IO N S  
(in  tr.iilionsi

n o t  January 31,1999

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

REALIZED RATE OF RETURN ASSUMPTION*

frTW
F Y »-80 : —  
FYwr-id-.

t w t
9 11%
3 00%

t u t
379%
900%

- r m
4 36%
3 00%

FY Begin 
BaHnct

Appro­
priations

Dedicated
Stsa

Aevenuaa*
inflation-
Proofing

FY End 
Balance

Inflation-
Proofing
Shortfall

•3 j 54 54 i
’9 54 84 139 1
10 '39 344 4*3
11 483 =00 385 1.761
12 '.769 300 400 2.988
13 2.969 400 421 231 4.021
94 4.021 300 38* 191 4AM
39 4.838 300 36* 23S 5,741
36 3741 323 211 6.281
37 5.281 1.264 " 170 14* 7J84
0 7.864 411 303 8-5*6
H 83*5 226 360 9.173
90 9.173 267 454 9J84
31 9.894 435 591 10.1*1
92 10.IU 33* 477 11.703
93 11.703 5 *” 31S 342 11311
94 113*9 6 210 373 11*71
35 12.973 5 212 344- 13JS4
96 13.534 * 196 519 14253
37 14.253 194 542 14,181
98 14.996 7 183 570 15.757
99 15.757 3 166 91* 11*33
0 16.532 S 160 1,002 17.188
1 17.699 5 149 1.071 11821
2 18.921 7 130 1.143 21381

3 20201 7 117 1211 21 241
4 21.545 3 109 1 2 * rr.tm
5 2195* 9 94 un 21444
6 24.444 10 17 1,472 21812
7 26.012 11 61 ito zrjm
1 27.669 12 71 IMS 21421
9 29.421 13 n 1,778 31273

13 31.273 14 67 1to 31234
Cu
F a

mulatto Totals Profac** 
r F Y 1 * 6 -2 Q 1 fc  2 j B t ijfiE .

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

D is tr ib u tio n *
! N«f Par Capita W la'ion- Gansrai AM FYEnd
' Incoma Dividends Dividends Prooffng Fond 'ONaW Satanes p

2 1 7c
8 7 79

32 12 12 30
150 28 28 58 50 11
36* 71 91.000.00 71 181 244 92
471 108 930119 231 110 110 364 13
930 178 m i  2t 161 m W *4

69* 217 148100 239 308 781 85
1.021 303 95812* 216 901 1204 " 86
1,06* 381 978118 14* 521 921 17

7*1 424 f f H f f 303 a 981 *W
961 488 987118 380 4 a 0 6 " w

911 487 S H 2J) 464 4 (3*) M "S I
1,030 488 983124 59* 4 • W 981 I i !
1,030 418 383124 477 5 84 646 G
1228 932 tY lftH 3*3 5 m •81 G
1-006 981 8083JI 373 11 h i 1.117 t::
K 0 Ml sm u i 344 14 2 m  i j n m j 85

1292 5*0 515 191 1287 "S

1.325 601 9*78.00 543 m 1,488 67

1,402 627 tmoo 570 1*0 1264 c
1.4*3 686 9102706 591 211 1218 G
1,74* 798 I1.134J8 1,002 (11) 1 2 * m
1J6* 112 912S2J0 1,071 (34) 12W n
1.96* 878 9127120 1,143 («2) 1,788 m
2081 948 11J61O0 1218 (H ) 1274 m
11*6 1,023 91.42820 1288 (1 » ) 1243 m
2218 12*3 31,48220 1213 (W 1 2 * m
144* 1,143 8121720 1,473 im 1208 B
1578 1201 8128320 1206 i m 1 2 * m
1713 1271 1120028 1.806 (381) 788 m
2J67 1230 11,70820 1.770 m 984 K
3007 1.410 31,77020 1200 m . 2*7 KQ

32.17T i4j«_m m ._12£L 14 jj'CV J
• Daoa/mani ot Raarua Fal1984 LmaCaaa Roar** Fomcs*.
” Eanwga mean* apgropnaiad to Ftrd pmac* t»y ihs lagauiure Juty 1.1917.
• "  Trw*an'BOlopr»ruaHiemaamnaBiaaBtvaia»rtoaf AS37.13.143WL
"" Baaati on caaM inwMt m u«» ' adoptt by ms Tmaaaa n Mart* 18*4. 

STATUS QUO WTTM F€R CAPITA DMOOtOI



A l a s k i  P e rm an e n t  F und  C o r p o r a t i o n

FINANCIAL PROJECTIONS 
r,n millions i

s i of January 31. :995

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

T< 5eom Aooro-
Oadicaitd

Stata nflatiorv 'End
inflation- < 
Proofing |

r /i raiance -nations Revetiuas' P-ooiina Eli anc* Shortfall

*!l 54 :4

11 *4 34 139

3QI ■39 344 143

311 433 300 385 1,769

321 \:S 9 300 100 22«9

331 2.365 400 421 231 4.021
341 4.021 200 344 151 4J34

331 4 338 :co 361 235 5.741
361 =.741 323 218 5211

371 5281 1154 •• 170 144 7J44
H I 7.364 *  418 303 9515

H I 3-S8S 228 360 9.173

301 3.173 267 454 3484

311 3.394 135 559 10J44

321 3.394 435 559 I0J44

331 71.703 315 .3(2 11345

341 ■1385 210 372 11373

351 i 2.973 ti 212 344- 13,53*

361 •3.345 3 204 497 13,734

371 •3.241 5 184 479 I3J31

311 '3.428 5 174 445 14,110

361 '3.500 160 m 14291
31 13.440 3 131 444 14.411
'I 13.595 123 751 14,534

:i 13.711 • 103 774 14.639
31 •3.310 3 IS 711 14,729
41 •3.395 74 7M 14A0I
il '3,968 3 54 790 14^72
si •4.031 5 54 794 14.931

“ 71 14.086 3 <7 797 14JC2
SI 14,135 5 41 800 n o n

31 14,179 a 17 102 I5JJ72

H I •4218 5 32 806 11110
CumuUdwTotais Pro|tct»d-____
Fog F H 995^ 2010:. L 7 3 d  Htftt--

REALIZED RATE OF RETURN ASSUMPTIONS:
rrfladon

FYJfer 5.49% 181% 3.84%

FVH-4t:~~ 3.11% 3.73% 4 36%

FY 08? 2010: 900% 6.00% 3.00%

L'SE O F  F U N D  IN C O M E

Distributions Reserves
' Net PsrCioita intlatkxi- General Add FY Sna

Income OivWends Olvidands F-ooflna : <jnd 'Oaf alii Saiance

I 2 
3 

•2 i %Ii

1
7

12
—

I :*o 25 29 59 59 :
*53 •*: i 51.000.00 •4i • 165 244
471 108 6316.15 231 n o 110 354 :
530 175 633129 151 203 557 M-
554 217 640420 235 201 763 : :

1.021 303 <t<H 26 216 501 1264 *
1.069 391 1704.11 144 529 529 i j

739 424 112113 303 62 531 ! i
564 460 617114 :so 4 44 535 n
915 447 59S2J3 454 4 (301 506 I *

1,030 419 593124 559 4 (24) 511 i i
1.030 441 S91544 559 • (24) 511 s:
1228 532 6944.44 362 5 320 365 L i
1.094 554 tgyy yq 372 11 151 1.117 i 3*

950 551 59422)0 344 14 2 T 1,14$'-' 95

1204 551 5921 JO 497 145 1250 1 3(
1231 564 5910.00 479 157 1262 ; 9;
1256 561 go 445 171 1.490 I 31
1210 579 SK4JJ0 492 112 1A19 1 55
1.422 610 592100 444 (9) 1219 ! -
1,425 624 nn 769 (29) 1,406 n
1,425 637 592100 776 (49) 1212 i :
1.423 541 592400 781 (65) 1,144
1,411 660 592120 794 (99) 995 t j
1,411 554 59022)0 790 (94) 344 | :
1.403 656 54922)0 794 (103) 693 □
1J95 653 tsasnn 797 (112) 643 c
1JS6 549 fyay nn 300 (120) 392 j_J
1277 545 542100 802 (127) 243 [ _
1367 641 54062)0 80S (133] _ 94 1 It

2TJ74 9 M T -  91412ZT ‘ 10.M3L 14-
’ Oeowmart of Reiranu* Fal 1984 low-Caa* Revenue ForaeasL
'* Exrrongt reserve u f r x m o  lo Fund otrapel By M  Le^siatae Juy 1. >942.
-  Transferred to cnnapat Iram eamngi reeerve ac ca rto e f AS J7.13.14SW).

***" S ued  on caoiul ma/n( u u r w r a  aooowd by the Trunees r  Mann ' 99a

STATUS QUO IN REAL 19M OOUAA3

'•n m iin rfle *1

i .n m  o l any mtial.on iha valm i of !rw d e a r  »<od*» ***< nm *. Ad|u*i.ng lu iute nomn-al am oon i* lo  c o n iiam  1995  do lla r*  
ttmove* in* e l le c u  of m lla ln n  Irom lh *  M u r*  pncatags.



AJaska Permanent Fund Corporation
F IN A N C IA L  P R O JE C T IO N S  

(in m tilions)

is o t  January 31. 1995

G R O W T H  O F  F U N D  P R IN C IP A L
' I

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

_  ~f 3egin
=*fl Balance

Appro­
priations

Dedicated inflation-1
State inflation- Ff End Proofing 

Revenuss* 3,cofinq Balance Shortfall I

D is t r ib u c io u j R eserves
Net 

1 Income
inflation- Per Capita General
Prootinq Dividends Dividends Fund

Add
(Deietsi

PY End 
Salince

*31 0 £4 54 ! 2• 1 73
T9I £4 34 139 ! i 3 7 LH
101 139 314 463 ! 32 12 12 30
311 463 =60 265 1.769 150 28 28 £9 59 n r
321 1.769 30C 400 2.969 366 71 51.000.00 71 165 244 J2
J3I 2.969 400 421 231 4,021 471 231 108 831115 110 110 354 33
341 1.021 200 266 151 4,838 530 151 173 833129 203 37 64
351 4.636 300 366 235 5.741 656 235 217 8404,00 206 783 L«
=61 5741 323 218 52281 1,021 218 303 853626 501 1264 " 86
371 5.281 1.264 " t  170 146 7,£44 1,069 141 391 870119 529 529 *7
361 7,364 418 303 3.565 789 303 424 882193 52 591 81
391 3.565 228 360 9,173 864 380 460 817111 4 44 535 89
=01 9.173 257 454 9.894 916 454 467 896183 4 (30) 606 90
311 9.394 435 539 10,868 1.030 559 489 893124 4 (24) 31 91
321 10.366 336 477 11.703 1,036 477 481 8915J4 5 54 545 92
331 ! 1.703 5 ~ 315 362 12285 1,226 362 532 8949.46 5 320 966 93
341 12.385 5 "* 210 372 12J73 1.096 372 556 ten  yi 11 151 1.117 94

:5| 12.973 5 212 344 13,534— 95a: 344- 57.V 3877:00 14 55-- 1,182: 95

=61 13.534 5 196 SIS 14052 1.255 SIS 490 244 1.426 91
37' 14.252 7 194 542 14,996 1236 542 482 873120 328 1,752 77
=31 •4.995 7 185 566 15,756 1,426 566 424 426 2,178 96
391 15.756 3 169 597 16330 1,526 597 441 866120 480 2,554 99
31 15.530 5 160 1.001 17,896 1,820 1,001 427 SS2100 366 3,043 0
1! 17 596 S 145 1,071 1M19 1,966 1,071 443 MT000 448 3,4M 1
21 •3,919 1 130 1.143 20200 2.123 1,143 481 884100 511 4,000 2

_3I :o.:oo 7 117 1,219 21344 2291 1,211 481 886820 582 4.582 _3
11 21.544 3 105 1,299 22J84 2,473 1299 SOI 888100 661 5240 4
j| 22.956 9 96 1,383 24,442 2,666 12*3 556 873100 720 5280 5
51 24,442 10 87 1,472 28,010 2,376 1,472 806 879020 781 5,746 6
*| 25.010 11 61 1,566 27,867 3,098 1,564 m 8M7.no 657 7,603 7

~3i 27.567 12 7» *.J* 28,411 3,335 1,666 727 881720 9a 1535 _ i
51 29.419 13 70 1,789 3127* 3,589 1,786 793 8917.00 1,014 9,549 9

"ml 31.271 14 57 1.699 33231 1,659 1.680 864 81,08100 1.101 10680 10

Jumulative Totals Projectadru 
-or FY 1995"-2010: 2.023?’ 18,0342-

- ■ ..... •> •— :* .* 
2M89P» lltJJC r* M 73FtT22nr"* T 4r

" •»i ’. iv  '

REALIZED RATE OF RETURN ASSUMPTIONS:

Norm net Inflation Rad

-*V95i 5.49% 2.51% 138%
•7 3.11% 3.75% 4 36%
T 2000-10: 9 00% 5.00% 3.00%

• Department of Revenue Fal 1994 loe-Gase Revenue Forecast.
"  Earnings reserve atxtropnaiedtoFundpnrKartbytheLe^taaaeJuly 1. 1967. 

*" Transferred to pnncoal from eananqa reeerve account per AS 37.13.145(d). 
•"* Eased cn capital marKet assumpsons adopted by me Trustees in Maren 1994.

SENATE BILL UO. 51



A Ja s k a  P e rm an e n t  Fund  C o r p o r a t i o n

F IN A N C IA L  P R O JE C T IO N S  
un m illions)

33 ot «anuary 31. ’ 995

GROWTH OF FUND PRINCIPAL

_  Segin 
~<\ Balance

Dedkzma
iooro- SUSi nflatlon- FY Snd 

:nations a«vtmjM* ^foorino Balance

'31
II

J2J
311

J 2 !

_SJ
J4 J

351
J 8 j

371
."SI
i“5)
j g
J U
J2I

331
941

:4
139
483

1.7S9
2.369
4.021
4.336
5.741
5.281
7,964
1545
9.173
3.394
9.894

11.703
12.345

=00
.=00
400
:oo
300

1.254

9SI 12,973

J6I 
J7I 
j8i 
J9I 
_JI 
_ ! l  
_2I 
_3I 
_4|
Jl

l i i
_7J
_3J
JJ I
101

13.045 
13.241 
13.427 
•3.S99 
•3.455 
13.594 
’3.710 
13.809 
13.894 
>3.967 
>4.030
14.045 
14.134 
14.178 
’4.217

54
94

3*4
345
400
421
368
364
223
170
411
228
267
435
435
315
210

231
151
235
216
144
303
340
154
559
£59
362
372

212:
204
144
174
180
134
123
100
m
79
44
54
47
41
77
32

498
471
4 5
491
448
78*
778
781
788
790
794
797
800
802
804

13.737
13J3I
14.108 
14,267 
14,410 
14J33 
14.138 
14,721 
14J08 
14471 
14430 
14,982 
15429 
15,070
15.109

CumoiftlvrTotais 
For F Y 1 ? 9 5 -2010:

P r o |* c t» * r
n r » K X 5 t r

Nommat Irrtabon R u t

r o b 5.4% 2.51% 3.38%

FY 88 .  99: — 3.11% 175% 436%

?Y 00 - 2010: 300% 5.00% 3.00%

inrtaoon-i

£4
139
4 3

1.769
2.969
4,021
4,438
5,741
5481
7.864
1545
9.173
9494

10.844
10.444
12445
12.973

344- 13,534-

REALIZED RATE OF RETURN ASSUMPTIONS:

USE OF FUND INCOME

D is t r i b u t i o n s R e s e r v e s
j Net RsrCapds infUboo- General id d FY End
1 Income (Dividends 'Dividends Prootind Fund 'Deiete, Balance

2
3

32 12

1
7

’2 aC
130 28 *8 £9 59 V
£64 71 51.00040 :i 185 ; u =:
471 104 534119 231 110 110 1541

| 530 178 533149 151 203 557 r r r

1 854 217 5404,00 215 208 763 15

1 1.021 303 1<y?4 218 SOI 1.264 - 86
; j  I.CS8 391 570119 t a £29 529 57

| 784 424 5X2193 103 52 £91 88i
864 480 547114 a o 4 a sa 891

j 918 447 598243 454 4 (30) 905 301
1 1,030 488 5991.14 £59 4 (24) 541 911

1 ; 1.030 441 391544 £59 4 (24) 541 321

i i '•228 532 5 * 4 ia 332 5 320 988 931
! I 1.094 554 StttJO 372 11 181 1.117 941

! ! 950 5 2 t s a m o o 344- 14 66= 1.I82L. 951

i 1.209 472 577140 498 235 1,375 961
.

1441 429 567100 471 303 1.524 971
i 1477 310 ttsgnti 445 311 1,950 941
1 1417 341 557040 491 414 2494 391
i 1,442 3 a 444 314 2.471 01

i 1410 340 789 343 2.540 11
| 1.534 334 544100 776 370 2JM 21
1 1,584 330 548140 711 398 3.132 31
1 U96 327 y j s p a 714 424 3J79 4

i 1.823 334 544100 790 438 3.S28 5
•

1,851 3 a tic iiW 794 4 1 3472 81
.

1,571 380 546140 797 4 4 4,117 7
«
1 1,704 371 548100 800 476 4J40 8
i 1,729 312 547100 802 418 4.802 9

i 1,755 393 54HOO 804 501 4.142 101

23J2E- EJffTT SMI? 10HV 14-
• Oectronsni ol Rvvdnu* Fit 1994 Loi^Cas# Rm tkm  ForsasJ.
~ Earnings rtssnd  apprupnaa to Fund pnnoosi by die Leguttujri Aiy 1 .1S87

— Tranjlsnec to omccM Iran earwigs imtnt  aoooum car AS 37.111*510).
—  9asea on capital mancst issunosona aoooisd by die Tnjitets in Mansi 1994

SB 51 IN REAL 1999 DOLLARS

d o lla r !

in I , . . .a t  o l *n, .n i t r o n .  the valuv o. ir«  do lla r . i o * «  c a r  „m .  Ad,uy,<v, lu lu . ,  nom .nal am oun t, lo  e on iiam  IM S  doMar. 
itm o v M  I Cm . i t * c i i  o l m lle lion  Irom  in .  lu u rn  p n o e u g r



AJaska Permanent Fund Corporation
F IN A N C IA L  P R O JE C T IO N S  

(in m iilioru)

i i  ot January 31. ‘995

GROWTH OF FUND PRINCIPAL

3«oicjfi>d Inflation-

PYUF

Tjootr-tor

3*9% 
10.33% 
10 31%

2.61%
6.00%
5.00%

3.88% 
4 31% 
4.31%

:Y 3eqin Aopro- Slata Inflation- FY End Proofing
~{\ Salanca cnalions Revanoaa' 3 roofing 3alanca Shortfall

7SI 0 54 54
791 54 84 139

151 139 344 483

511 433 900 385 1.769
521 1.769 300 400 2.909

331 2.989 400 421 231 4,021
“341 4.021 200 386 151 4,831

351 4.338 200 388 235 5,741
36 I 5741 323 215 6.281

J7 5251 1.254 " A 170 148 7,884
7.3*4 418 303 8245

“39 3.585 228 380 9,173

•151 9.173 267 454 9,184
111 3.894 435 559 10,118
~E\ 10,888 338 477 11,703

931 11,703 5 "• 315 '382 11383
341 ‘2385 5 - 210 372 12-373

35j ‘ 2,973 5 212 344- 13,53*-

*61 13.534 5 198 324 n s n
971 14,581 7 194 a n 15,840

981 15.648 7 185 980 18,790

99 16,790 a 189 1,011 17, M l
J 17,985 9 160 1.0M 192 43

1 19.243 10 145 1,10 21580

2 20.560 11 130 1241 21 J O
_3 21,943 12 117 1,324 2U M

4 23.396 13 101 1,410 24J29
_5 24,925 15 94 1,501 28J39

_5 16,535 16 17 14»7 28JN

7 28236 18 11 1,80 t o m

3 30,033 20 70 1J87 31JM
3 31,338 22 70 1J30 31*47

10 31947 24 67 2J>41 30.071
C im w la & rT o ty K lT o p c tK L r .. \  * ’ "

For F T 199^-2 0 1 0 1 ZQ23L 20C t O t :

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal Infbtton R«

USE OF FUND INCOME

D i a t r i b a t i o n a R*serr«s
| Nat Inflation- Pat Giprta Ganaral Add rY End
i Incoma Proofing Oividands Qfvidanda Pund 'Dafett) Btlanca r '

i 2
1 3

1
7

1 73
lH

32 12 12 1 30i
150 28 28 59 59 dTi
380 71 si.ooaoo 71 185 244 32!
471 231 108 5388t5 110 110 354 331
530 151 175 031 2 9 203 SS7 041
650 215 217 1404.00 208 783 851

1,021 211 303 74 501 1254 “ I 861
1,069 140 391 5700.19 529 529 17

789 303 424 502193 62 *91 H
860 360 400 507118 4 44 535 ¥
910 454 487 596153 4 (30) 801 10

1,030 558 4M 593124 4 (24) 511 91
1,038 477 481 5918.04 s 54 545 E
122* 302 532 5*40.48 5 320 988 E
1.080 372 551 59(190 11 131 1,117 l_94

950. 344- 52 C  UTTJXr 14 S 5 ^ T U « 2 E |! 95

1,614 <24 401 00 2 n 1,471 «
1,757 888 475 5753.00 390 1J82 E
1J17 960 4<4 S; iO « 512 U 74 E
2.087 1,018 400 572100 591 1984 n■ ■■
2291 1,088 508 574800 687 1981 1 0
2J02 1,103 SO 511800 m 4,417 □
2.73 1241 828 T f 1*** 848 5287 1 3 ——.
2.971 1224 887 587800 938 1206 1 3
1231 1,410 773 21,00800 1,034 7231 X
1510 1,501 588 If ,160-00 1,137 1377 s
1808 1,587 948 1128100 1248 M2S S j

4,130 i,a n 1,044 11271.00 1298 10J84 s
4,475 IJ07 1,148 51,48800 1,4n 11484 X
4,048 1,920 12*1 51,80800 1,840 11134 c
5243 2JM1 1 3 6  51.74000 1.713 1SJ27 n o

J^.rotSS r .2.**!
U

1 4 4 3 » r  2 0 c n r r i z 2 2 * r c O T 3 T*’r. *r-

•Oganmant ofRmmnuaFal1994Low-CaaaRm*rtjaFoiicMt. 
~£anw gam aarm appfoprafrdtoFundpnncp6tym aLiE6aairt Jufy 1 .1987.

Transtarrad to om apd from iv r v q i  rwarva accaart par AS 37.13.145(d).
•™ gas*<j on caoital martat usumoaora adootad by »ia Trus»aa m Mann 1994. 
SENATE BILL NO. 51, BUT ASSUMES 1031% FUTURE RATE OF RETURN 
AND 5% RATE OF INFLATION.



AJaska Perm anent Fund C orporation

F IN A N C IA L  p r o j e c t i o n s  
;n m illions I

is  of ,'anuary 31. 1993

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

jtc icattd
:v 2eqm Acpro- 5 tala nriaoon- FY End Proorinq

T7i •alance :nations =evanuw* 3roofinq 3alanca Shortfall

*31 34 54

*31 £4 34 139

SOI ■39 344 183

111 483 300 389 1.789

121 1.769 500 100 2.960

331 1969 100 121 231 1,021

341 1.021 *00 368 151 4.838

3S1 1.338 *03 368 235 5.741

361 3.741 323 216 5211

371 3.281 ‘ 264 ~ f 170 144 7,884

111 7.364 111 703 358S

" s i 3.SAS 221 360 9.173

301 3.173 267 454 9.894

ill 3.894 135 •59 10.881

SI 3.394 135 £39 10.811

SI 11.703 5 ~ 315 382 11315

941 *2.385 5 210 372 12.973

551 ' 2 .3/3 5 212 344- 13,534-

361 *2.768 3 200 777 13,737

771 '2359 5 176 733 11329

361 ■3.138 5 183 743 14,087

SI •3.299 5 147 752 14240

11 13.439 y1 126 780 14J79

'1 •3.555 + 113 787 14,404

21 •3.574 •1 96 77* 14,503

31 '3.787 i 82 779 14,179

41 ’3.J48 I 70 783 14,733

£1 *3.918 i 51 717 14J17

31 •3.978 3 50 791 14,174

71 14.032 3 43 794 14J28 !
31 14,081 9 38 777 14,973 i
31 *4 125 10 34 778 15,015

101 14.165 10 29 801 15.064

CiDW UttY*: o t t l*  Pnpdadsr
For F T 19flf*  2010: 1J30B - 1 I1 M E

REALIZED RATE OF RETURN ASSUMPTIONS:

Votrunai 'nflabon Raal
i 5*9% 2.51% 3.58%

=Y 9T- » : ~ 1 •031% 5.00% 131%

= ran -20 io :
1 031% 5.00% 131%

USE OF FUND INCOME

n i1 itio<v i D i r t r i b u t i o o a Redama
: sai Ptr Gitsta inflation- G*naraj .Add FT End

'ncoma Oividanda Olvidanda Proodno Find ■Oeletal 3 a lane*
2
3

32 12

I
I

12

,J3  
! 75 
1 101

150 25 23 £9 a I 31.
261 71 n.ooojM 71 165 244 i e :
471 101 04115 221 r.o 110 354 ; 331
530 175 n n j s 151 203 557 !84j
551 217 540400 235 201 751 im i

1.021 303 555129 218 501 1264 - 1 Ml
1,069 391 570111 141 £29 529 f lf i

789 424 50183 303 52 SSI T i l
! 361 180 587X19 380 i 14 539 r i i

916 H7 r e a c t 454 4 (M) 509 1 Ml
i 1.030 189 $931-34 559 4 (24) 581 * 911

1,030 m $91504 £59 4 (24) 511 1 92J
1229 532 594148 382 5 320 9SS i o l
1.091 551 598X10 372 11 151 1.117 r s i

950 5 2 t M 7 n x r 144- 14 SSL 1,18 2 i |*5|

1,522 417 578X09 777 273 1.361 1 391
1.564 422 517X00 733 347 1.557 1 97
1,810 371 557X00 743 430 1.981 1 99
1.641 311 557100 732 481 2J41 d
1,712 371 yyftQn 760 513 1729 1 3
1,754 397 557100 757 540 1114 r i i
1.814 417 774 501 15(0 L i .
1.364 437 511X00 779 501 3J83 m
1,912 451 fg ff (in 7X3 512 *295 1 *
1,960 471 IfilfflT 757 631 4.579 n
2.001 140 $18600 791 861 5,u71 L 4
2.062 519 5181 JO 794 n o 5,404 1 7 > —
2.0*1 S39 50700 797 703 5,851
2.143 559 571100 799 728 5252 1 9

2.181 571 572100 801 746 5041 1 toi

2 fJ2g r 1TJ83L 14-
' C«KTBWR of Rm i u  F tl 1904 Low-Caaa Rrnnua Fofacasl 
"  Eanw gaiw arvsiocrooniM dioFirtpnnG albyiriiLa^ataijftJtiy  i. >S«7.

— T ranairw Jto omepaf (ran m mnqa nm rm  K sxun  oaf AS 37.13.145(d).
—  Eisad on aoital m tnut is u n o ta r a  h o c h  try Jia Tn;s;e« w Marm 199* 
SENATE BILL NO. 31. BUT ASSUMES 1031% FUTURE RATE OF RETURN 
AND <% RATE OF INFLATION; IN REAL 19M U.

r n r t i . n i / B a a l  d o l l a r *

in li»r,*» o l any in liaiion . in *  v*iu« oi ih# ao4i*/ # io o * s  ev«i t im r  A<J|a*4>og lu lu i#  nom inal «nio<jni* lo  c on su n i IM S  do lla rs 
itm ov# *  in* i l l t a i  ol n li a ie n  Irom  Ih# lu iu r#  pno# i» j» .



AJaska Permanent Fund Corporation
F IN A N C IA L  P R O JE C T IO N S  

(in m illions)

is  of January 31.1995

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

Umulativ* T o ta liP ro jtc ttd r 
=brFY~1995-2010: 2,02T 12143--

REAUZED RATE OF RETURN ASSUMPTIONS:

Momma! Inflation Rm I

/  95: 5.49% 2.51% 3.88%

7 9 « - 5 9 :- "  i 10.31% 4 00% o.31%

7 1000.10: 10.31% 4 00% 531%

r / |
:v  Btgin 
Satinet

Aopro-
cnations

Q*dicatad
Slat#

Pevtnuts*
Inflation-
3'oofina

“ f End 
Silanc*

Indation-
Prooring
Shorrfail

*31 3 54 54

11 54 34 139

J0J 139 144 433

JTI 463 300 285 1.789

:2! 1.769 300 400 1969

131 1969 400 421 231 4,021
Ml 4.021 200 261 151 4.338
•51 4.338 200 368 2 5 5.741

=61 5741 223 216 5.291

371 5.281 1.264 - 170 146 7,364 I

131 7.364 f  418 203 8.565

n 3.535 228 260 9.173

31 3.173 257 454 9.894

111 3.394 415 539 10.366
=21 -0.368 126 477 11,703

=31 11.703 5 ~ 215 262 11365
=41 •1385 5 ~ 210 372 11973

:5I ‘2,373 5 212 344 13434-

=51 ■ 3.534 9 196 648 14.290

=71 •4.290 10 194 579 15.073
=31 •5.073 11 185 510 15,179

-91 •5.379 12 189 642 18,702

J '5.702 13 160 571 17,550

11 17,550 15 145 701 11,417
21 18.417 16 130 742 18J05

2 •9.305 18 117 777 20217
41 20.217 20 106 813 21,155

:l 21.155 22 94 850 22,121

51 21121 24 87 m 21 .'20

71 23.120 26 81 921 24,155

31 24,155 29 71 m 25229

31 25.229 32 70 1,012 283*2
31 25.342 15 ST 1.066 27.501

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

D i a s n b u t i o a s Reserves
; Nat nrlation- ?«f Capita G*ntfK Add FY End

ncom# Proorina Qividtnds OividtfKli Fund ;Dtlt4a) Ealanc* Fv

z
! *

1
7

*3
■ :s

22 12 12 I 30'
I 150 28 28 59 59 1 31.
! 266 71 51,000.00 71 185 244 i 32'

1 i71 31 106 S3H15 110 110 354 U3i
! 530 151 ITS 833129 203 557 1 441

556 235 217 8404.00 206 763 1 351
1,021 216 203 555626 501 1264 "1 361
1.069 146 291 5706.19 529 529 1 371

719 303 424 562833 62 591 :J5!
566 260 460 867116 4 44 535 : 391
918 454 467 895253 4 (30) 605 901

1.030 559 469 533134 4 (24) 581 1 911
1.036 477 466 591534 5 64 645 1 921
1228 362 532 5946.46 S 220 965 1 331
1.096 m 556 596190 11 151 1.117 341

950 344 521 5877,00 14 6 5 1,182 |95l

1,814 549 524 8658.00 532 1,714 L*J
1,754 571 535 5614 00 629 2343 I 971
1,907 310 543 864100 743 3,016 i 361
1075 842 613 894030 30* 2396 L2I
12S3 675 571 81,02000 867 4,782 1 01
2,441 706 747 51,10200 971 5,753 □
1640 742 822 81,19000 1,060 6,813 L2I
1852 777 903 8126200 1,155 7.961 L21
3,077 813 969 81371X0 1236 9224 L_a
3315 850 1,061 81,47930 1,363 10,587 P
3,566 866 1,171 81,56630 1,479 12066 i 61
3638 926 1263 81,66100 1,603 13,666 LZJ
4,126 966 1396 81,11100 1,734 15.401 i i■
4.432 1,012 1,514 81,33100 1,575 17278 1 3
4.756 1.056 1.541 8207200 2025 19301 1 '0

45&G3T 1 W 4 » 7 l4 4 « r C 0 C 9 4 £ = 14

' O oinnw tt o( Hm h w  Fal 1994 L o w e s t  R««nua Foment.
"  Sa/rtngi m m *  to o w ,a itd  lo Fund prrapai by tfta Lt^M ttjrt JuJy 1.1567. 

•"  ’’ransftfmd !o onrcpal from tamings naan*  account p*f AS 37.13.145(d).
—  3as«d on capital minwt assumpBons laocttd by m# Trust*** in Winn 1994 
SENATE BILL NO. 51. BUT ASSUMES 1031% FUTURE RATE OF RETURN 
AND 4% RATE OF INFLATION.



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

■ in m illions) 

u  cr January 31. ‘995

GROWTH OF FUND PR IN C IPAL U S E  O F  F U N D  IN C O M E

2egin iooro-
Z«dicat*d

£tata
:v i

nilaoon-
-'oorina

~( End 
ialancs

Inflation-1 
arooring i 
Shorrtall I

D i s t r i b u t i o n s R**erve*
N*

Incomi
Pit Capita Inflation- Gamrat 

Oividmda Ohndanda ProcHno Aind
Add

'OllMt
FY End 
3alanca

'31 ;4 54 2 1 "

T f | :4 54 •39 3 7 ■ -

501 ::9 344 463 22 12 12 JO

ill J33 300 385 •.739 150 28 23 £9 :9 31

~S2i ’.759 500 500 2.969 268 71 51.00040 71 188 2 a J 2

”51 LS69 400 421 331 4.021 471 108 538115 m 110 110 364 33
*̂1

341 5.021 :oo » 151 4.838 530 173 533129 151 201 557 84.

T si 5.338 :oo :68 235 5.741 558 217 jjfla y i 235 201 783 45

T il 5.741 723 218 5231 1.021 303 i t u y 218 501 1-284 " 561

371
Ml

5.281
'.364

.254 " ::o
<t:8

148
3C3

7.364
3J35

1.069
789

391
424

570019
tTM «

144
303

529
82

529
591

171
Ml

1§1 3.586 228 :so 9,173 868 480 517118 380 4 44 813 HI

501 3.173 :s7 454 9.894 918 487 J 95143 464 4 (30) 608 901

17i 3.394 435 =£9 10.888 1,030 481 SOI 64 551 4 (24) 541 911
a 11

m 3.394 435 559 10.888 1.030 481 591184 559 4 (24) Ml J2I

‘1.703 • ~ 315 262 11385 <228 532 594049 382 5 320 988 931

341 1385 5 — 310 372 11973 1.098 558 f a i  an 372 11 151 1.117 941

951 2.973 5 212 344 13434 950. m S tT T M 344 14 85- 1,182-. 95j

J6I
571

•3.013 
• 3J231

5
9

:tn
•83

528
508

13,740
13.938

1.852
1.522

503
498

SBOOO
5791AM

521
506

512
542

1.5M
1187

961

JL1• 11 
ZTi 3.400 :0 m SIS 14,117 1.898 483 57S4AM SIS 881 17a _*!

?9I •3.574 10 158 522 14.277 1,774 524 522 891 3,330 991

I j
•|

•3.728
•3.370

11 *39 521 14.425 1,891 557 tyyg yy 521 721 3J30 01

1 311 127 533 14.563 ! 1.929 591 5871AM 533 781 4,547

“nj •3 995 12 110 538 14.870 1008 825 5904AM 538 808 5,171 21
it J-aaW

"5.’06 13 36 542 u .T n 1084 880 5937AM 542 644 5822 31
Jl
4| •5 204 14

•5
83 548 14,843 1182 898 599000 548 882 5.481 4

~~z\ •4.292
■4.369

71 S49 14.9a 1240 730 TTttTt 549 321 7,152 _5
-I

j j
71

;S 51 552 15,018 2.311 783 51.03000 552 m 7,08 _S

'4.441 
•4.507 
•4.569 
•1 0 7

16 54 565 15,087 1398 801 51,081.00 558 1,000 1SJ7 _7
r I 
31 

J l
•ni

17 4$ 557 15.152 1471 838 51.091J0 557 1,041 1230 _ l

18
20

44
39

580
582

15.212
15.270

1580
1642

874 51,12000 
911 51.161.00

580
582

1.00
1.123

9J78
10.717

9
Ho

Cumutadv* Total* P ro jpcta tfr 
-o r  FY 1945-2010 : 1 .7 » - £ 4 3 ! K L S 7T S 1X 02Z : M 3 S - 14—

-  *

REALIZED RATE OF RETURN ASSUMPTIONS:

Nominal inflation Rail

•7 95: 5A9% 2.51% 3.38%

7  96 • 99: "** •331% 100% 5 31%

7 0 0-2010 : 1031% 100% 531%

' C io an ran  ol R w m v t F it 1994 U nr-C m  R m k n  Fonaaw.
’• Tiiiaiiji i w r i  inrrrTtmn t  '  i— r* T  1 ‘U “ * ^  '• ‘,987-

• -  Tranatwrni to pnoopK Irom n m n q a  f u nw accaunt tur AS 37.13.145(d).
— 9i$rJ on carnal mam* assumoaora adcc*d Cy mi Tnjstm  m Marci 1994. 
SENATE BILL NO. 51. BUT ASSUMES 10J1% FUTURE RATE OF RETURN 
ANO 4% RATE OF INFLATION: IN REAL 1993 « .

in t -><is c' %i • nlmh^ *Alnf of i‘*H d'cdoi c•*>< Wpm Adjust*’̂  foiur# nominal amounts lo consUrt 1905 doHafS 
itmovvi irw «n#di of miiAJon from tn« fulur* pncmUQ*.



E N A T E  C O M M I T T E E  R E p R T  

F i r s t  C o m m i t t e e  o f  R e f e r r a l

DATE: 1/25/95

Date of 5-Day Notice: 3 - -  c'r -  9  C  
(in accordance with Uniform Rule 23)

FURTHER/ Finance

DATE TURNED 
INTO OFFICE: 6>-

State Affairs Committee considered SENATE BILL NO. 51 

" A ^ £ t  relating to income of the permanent fund; and-pfovtdtngHof-an-effeetivo dateJ'

and recommends: 

be replaced with 

adopt previous

CS

CS

attached amendment(s) 
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