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'STATE OF ALASKA
1998 LEGISLATIVE SESSION

FISCAL NOTE BILL NO:

Revision Dale:_______________________________________

Title: Alaska Permanent Fund Corporation Investments

Dept. A fleeted: Revenue____________________

BRU: Alaska Petmanent Fund Corporation

Component: Alaska Permanent Fund Corporation

Sponsor

Requestor

(H) Rules/LB&A

(H) FIN COMPONENT SERIAL NO. 109

Expendlturw/Revenuee:

OPERATING EXPENDITURES FY 99 FY00 FY 01 FY 02 FY 03 FY04

PERSONAL SERVICES

TRAVEL

CONTRACTUAL 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0

SUPPLIES

EQUIPMENT

LAND A STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING 4,265.0 4,986.0 6,118.0 7,271.0 8,508.0 9,663.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 72,000.0 75,384.0 78,927.0 82,636.6 86,520.5 90,587.0

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0

TOTAL 4,265.0 4,966.0 6,118.0 7,278.0 8,508.0 9,863.0

Estimate of any current year (FY98) cost $ 

POSITIONS:

0.0

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a separate pegs II necessary)

HB 317 as proposed amends AS 37.13.120(1) which established the Alaska Permanent Fund Corporation's legal investment 

classes and their respective level of authorization. HB 317 increases the percentage level of domestic and non-domestic corporate 

stocks to 60% of the total investments of the Permanent Fund.

The projected costs above are calculated based on a 60% exposure to domestic and non-domestic stocks with 35% invested in 

passive manager accounts and the remaining in active portfolios. The projected change in revenues is based upon an assumed 

increased earnings rale of 30 basis points applied to the asset value of the Permanent Fund. Growth in the asset value is at the 

long-term Callan projection of 8.7%, less dividend distributions of 4%,

Prepared by;

Division:

Approved by Commissioner: 

Agency:

Byron I. Mallott Phone: 465-2047

Alaska Permanent Fund Corporation

Cond o r ^Wilson L

Date: March 24,1993

Dale: March 24,1998

Revenue
4IBUfT

7
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR’S LEGISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office
Page 1 ol 1
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STATE OF ALASKA
1998 LEGISLATIVE SESSION

FISCAL NOTE BILL NO: HB317

Revision Date: _______________________ ______________________________ Dept Affected: Revenue_____________________
Title: Permanent Fund Corporation Investments___________________ BRU: Alaska Permanent Fund Corporation
__________ ________________________________________________ Component Alaska Permanent Fund Corporation

Sponsor: Rules ILBA ___________________________________  _____________________________
Requestor (H) FIN_____________________________________________ COMPONENT SERIAL NO.  109

Expenditures/Revenues:________  (Thousands ol Dollars)

OPERATING EXPENDITURES FY 99 FY00 FY 01 FY 02 FY03 FY04

PERSONAL SERVICES

TRAVEL

CONTRACTUAL 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS. CLAIMS

MISCELLANEOUS

TOTAL OPERATING 4,265.0 4,980.0 6,118.0 7,278.0 8,508.0 9,863.0

CAPITAL EXPENDITURES 1 .  . I
| CKaNGE IN REVENUES ( )  ~ I | I I T

FUND SOURCE______________________________________________________(Thousands ol Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 

1001 CBRF

1048 University of AK receipts 

Other 4,265.0 4,986.0 6,118.0 7,278.0 8,308.0 8.763.0

TOTAL 4,265.0 4,986.0 6,118.0 7,278.0 8,308.0 8,763.0

Estimate ol any current year cost $ 

POSITIONS:

586.0

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a separata paga If necessary)

HB 317 as proposed amends AS 37.13.120(1) which established the Alaska Permanent Fund Corporation’s legal investment classes and their respective level ol 

authorization. HB 317 increases tho percentage level ol domestic and non-domestic corporate stocks to 60% cl the total investments of the Fund.

The projected costs above are calculated based on a 60% exposure to domestic and non-domestic stocks with 35% invested in passive manager accounts and 

the remaining in active portfolios.

Prepared by. Byron I. Maltott_________________________________J ___________  Phone: 465-2047_____

Division: Alaska Permanent Fund CorfSoijticn A  t / _____________  Dato: March 17.1998

Approved by Commissioner Wilson L Condon Date: March 17.1998

Agency: Revenue______ .____________________________ / ______
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor's Legislative Office
Page 1 of t

hb317fn.xls



STATE OF ALASKA
199a LEGISLATIVE SESSION

FISCAL NOTE BILL NO: HB317

Revision Date:  _______________________________________DepLAftected: Revenue___________________

Tide: Alaska Permanent Fund Corporation Investments______ BRU: Alaska Petmanert Fund Corporation

__________________________________________________________Component Alaska Permanent Fund Corporation

Sponsor (H) Rulea/LB&A

Requestor (H) FIN COMPONENT SERIAL NO. 109

Expenditures/Revenues: (Thousands ol Dollars)

OPERATING EXPENDITURES FY 98 FY 99 FY00 FY 01 FY 02 FY03

PERSONAL SERVICES

TRAVEL

CONTRACTUAL 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0

SUPPLIES

EQUIPMENT

LAND A STRUCTURES

GRANTS, CLAIMS •

MISCELLANEOUS

TOTAL OPERATING 4,265.0 4,985.0 6,116.0 7,278.0 8,508.0 9,66.1.0

CAPITAL EXPENDITURES | j

CHANGE IN REVENUES ( ) 72,000.0 75.384.0 78,927.0 82,636.6 86,520.5 90,587.0

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0
TOTAL 4,265.0 4,986.0 6,118.0 7,278.0 8,508.0 9,863.0

Estimate of any current year (FY97) cost $ 

POSITIONS:

586.0

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a separata page If necessary)
HB 317 as proposed amends AS 37.13.120(1) which established the Alaska Permanent Fund Corporation's legal investment 

classes and their respective level of authorization. HB 317 increases the percentage level of domestic and non-domestic corporate 

stocks lo 60% of the total investments of the

The projected costs above are calculated based on a 60% exposure to domestic and non-domestic stocks with 35% invested in 

passive manager accounts and the remaining in active portfolios. The projected change in revenues is based upon an assumed 

increased earnings rate of 30 basis points applied to the asset value ol the Permanent Fund. Growth in the asset value Is al the 

long-term Callan projection of 8.7%, less dividend distributions of 4%.

<65-2047 

March 20.1998 

March 20.1998

For further distrfcution information call the Governor's Legislative Office
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A laska Perm anent Fund Corporation
P.O. Box 25500 J u n e a u , A la sk a  99802-5500 

(907) 465-2047

March 12,1998

Representative Gene Therriault 
Co-Chair, House Finance Committee 
Capitol Room 511 
Juneau, Alaska 99811

Dear Representative Therriault:

I am writing to request that you schedule House Bill No. 317 in the House 
Finance Committee at your earliest convenience. This bill, which is 
supported unanim ously by the APFC Board of Trustees, would increase 
from 50% to 60% the Board’s authorization to invest in common stocks.

Virtually all the literature on capital markets theory and practice indicates 
that equities provide a vastly superior long-term rate of return compared to 
other financial assets, albeit with increased short- and intermediate-term  
volatility. HB 317 would give the Board of Trustees the flexibility to 
increase the Fund’s investm ents in equities to a level comparable to its 
peers. Currently, the Permanent Fund has a sm aller allocation to equities 
than most other large institutional funds, including the State of Alaska’s 
retirem ent funds.

We look forward to testifying in support of this bill at your earliest 
convenience. Attached is back-up material to accompany the fiscal note 
which is presently enroute to you via the Commissioner of the Department 
of Revenue. Thank you.

W ith warm regards,

byron i .  M a n o t t  
Executive Director

C: Board of Trustees



A l a s k a  P e r m a n e n t  F u n d  

C o r p o r a t i o n

T h e  C a s e  f o r  H B  3 1 7

T o  g r a n t  t h e  T r u s t e e s  

t h e  a u t h o r i t y  a n d  f l e x i b i l i t y  

t o  i n v e s t  u p  t o  6 0 %  o f  t h e  P e r m a n e n t  F u n d

i n  s t o c k s



A r g u m e n t s  i n  F a v o r  o f  H B  3 1 7

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

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

T h e  F u n d ’ s  p r i n c i p a l  w o u l d  b e  b e t t e r  p r o t e c t e d  a g a i n s t  t h e  e f f e c t s  
o f  i n f l a t i o n .

T h e  F u n d ’ s  a s s e t  a l l o c a t i o n  w o u l d  b e c o m e  m o r e  c o m p a r a b l e  t o  
t h a t  o f  o t h e r  l a r g e  i n s t i t u t i o n a l  f u n d s ,  a n d  i t s  p e r f o r m a n c e  m o r e  
c o m p e t i t i v e .

M o v i n g  f r o m  5 C %  t o  6 0 %  e q u i t i e s ,  t h e r e  i s  f o u r  t i m e s  a s  m u c h  
u p s i d e  p o t e n t i a l  a s  d o w n s i d e  r i s k  - -  o v e r  a  5 - y e a r  p e r i o d ,  t h e  
b e s t - c a s e  i n v e s t m e n t  e n v i r o n m e n t  i n c r e a s e s  r e t u r n s  b y  1 2 0  b p s ,  
t h e  w o r s t - c a s e  d e c r e a s e s  r e t u r n s  b y  o n l y  3 0  b a s i s  p o i n t s .



E q u i t i e s  O u t p e r f o r m  — 

4 6  t i m e s  b e t t e r  t h a n  b o n d s

o v e r  t h e  l o n g  t e r m

C o n s i d e r  t h e  g r o w t h  o f  $ 1 . 0 0  i n v e s t e d  i n  

v a r i o u s  U . S .  a s s e t  c l a s s e s  f r o m  D e c .  3 1 , 1 9 2 5  

t o  D e c .  3 1 , 1 9 9 7 :

♦ I n f l a t i o n  $  9 . 0 2

♦ T r e a s u r y  b i l l s  1 4 . 2 5

♦ T r e a s u r y  b o n d s  3 9 . 0 7

♦ C o m m o n  s t o c k s 1 , 8 2 8 . 3 3



L o n g - T e r m  T o t a l  R e t u r n s
14 Years Ending December 31,1997

Percent

16.75

11.94

T o t a l  F u n d  F i x e d  I n c o m e  U . S .  S t o c k s  N o n - U . S .  S t o c k s  R e a l  E s t a t e

* L a s t  7  Y e a r s



P e r m a n e n t  F u n d ’ s  1 4 - Y e a r  P e r f o r m a n c e

3 , D D D  

2 , 0 0 0  

$  1 ,□ □ □

0\ 0
s 0



O t h e r  L a r g e  I n s t i t i o n a l  F u n d s  

I n v e s t  M o r e  i n  S t o c k s

A c c o r d i n g  t o  P e n s i o n s  a n d  I n v e s t m e n t s  A g e ,  

t h e s e  a r e  t h e  a v e r a g e  a l l o c a t i o n s  t o  e q u i t i e s  

o f  t h e  t o p  2 0 0  l a r g e s t  U . S .  d e f i n e d  b e n e f i t  

p e n s i o n  f u n d s  a s  o f  S e p t e m b e r  3 0 , 1 9 9 7 :

♦ C o r p o r a t e  6 7 %

♦ P u b l i c  6 0 %

♦ A l a s k a  P E R S  5 8 %

♦ A l a s k a  P e r m a n e n t  F u n d  4 8 %



E q u i t i e s  A l l o c a t i o n s  o f  

O t h e r  L a r g e  I n s t i t u t i o n a l  F u n d s
a c c o r d i n g  t o  a  r e c e n t  i s s u e  o f  Pensions & Investment Age

Market _________ Asset A llocations (%)

Fund
Value 

(b illions o f $)
Domestic
Equities

International 
Equities Combination

New York St Teachers 65,200 63.1 9.4 72.5
New York City Tvar A 10,910 70.6 70.6
New York City ERS 32,439 59.8 10.5 70.3
Minnesota St. Bl 30,100 51.6 16.2 67.8
Virginia RS 26,834 53.0 13.0 66.0
Massachusetts PRIM 20,451 49.3 15.4 64.7
Texas Teachers RS 60,621 55.6 8.6 64.2
California PERS 127,599 45.0 19.1 64.1
New York City Teachers 20,332 52.0 12.0 64.0
New Jersey 56,400 49.6 12.6 62.2
Connecticut St. 16,824 48.0 14.0 62.0
Oregon PERF 27,886 40.8 20.3 61.1
Mississippi PERS 11,790 50.4 9.4 59.8
Alaska State Pension Investment Board 10,658 42.0 17.0 59.0
New York City Police 13,055 57.4 57.4
Illinois Teachers RS 18,022 43.3 11.0 54.3
Missouri Public Schools 14,729 38.3 15.3 53.6
Ohio St Teachers’ 40,708 43.0 10.0 53.0
California STRS 64,803 32.3 20.3 52.6
New York Common RF 82,507 45.2 7.1 52.3
Pennsylvania School 35,633 47.0 3.0 50.0
Alaska Permanent Fund Corporation 2P,9JML« . . . . .  3 7 ^  „ 11.0 48.2



A  $ 1 4  B i l l i o n  D i f f e r e n c e
$48 billion vs. $62 billion in 2017

70 

60 

50 

40 

30 

2 0  

1 0  

0

+  A s s u m p t i o n s :  F u n d  w i t h  5 0 %  e q u i t i e s  e a r n s  8 .4 % ,  F u n d  w i t h  6 0 %  e q u i t i e s  e a r n s  8 .7 %  

f G r o w t h  i s  n e t  o f  a  4 %  a n n u a l  i n c o m e  d i s t r i b u t i o n

B i l l i o n s  o f  $

■  50% 0 6 0 %

9 7  9 8  9 9  0  1 2  3  4  5  6  7  8  9  1 0 1 1  1 2 1 3 1 4 1 5 1 6 1 7



I m p a c t  o n  t h e  P e r m a n e n t  F u n d  

o f  a  2 0 %  S t o c k  M a r k e t  C o r r e c t i o n

T o t a l  F u n d  v a l u e  a s  o f  D e c .  3 1 , 1 9 9 7 : $ 2 3 .0  b i l l i o n

S t o c k s  m a r k e t  v a l u e :  

S t o c k s  c o s t  v a l u e :  

U n r e a l i z e d  g a i n s :

$ 1 0 . 1  b i l l i o n  

7 .6  b i l l i o n  

2 .5  b i l l i o n

A f t e r  a  2 0 %  g l o b a l  s t o c k  m a r k e t  c o r r e c t i o n :  

S t o c k s  m a r k e t  v a l u e  

S t o c k s  c o s t  v a l u e :

U n r e a l i z e d  g a i n s

$ 8 .1  b i l l i o n  

7 .6  b i l l i o n  

.5  b i l l i o n

E x p e c t e d  P e r m a n e n t  F u n d  t o t a l  r e t u r n  w i t h  6 0 %  i n  e q u i t i e s :  8 .7 %

E x p e c t e d  P e r m a n e n t  F u n d  t o t a l  r e t u r n  w i t h  5 0 % i n  e q u i t i e s :  8 .4 %

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  8 .7 %  =  $ 2 .0 0  b i l l i o n  

$ 2 3 . 0  b i l l i o n  P e r m a n e n t  F u n d  x  8 . 4 %  =  $ 1 . 9 3  b i l l i o n

A  2 0 %  r e d u c t i o n  i n  e a r n i n g s  r a t e  8 .7 %  x  8 0 %  =  7 .0 %

A  2 0 %  r e d u c t i o n  i n  e a r n i n g s  r a t e  8 .4 %  x  8 0 %  =  6 .7 %

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  7 . 0 %  =  $ 1 .6 1  b i l l i o n  

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  6 . 7 %  =  $ 1 . 5 4  b i l l i o n

T h e  a n n u a l  t o t a l  r e t u r n  d i f f e r e n c e  b e t w e e n  a  P e r m a n e n t  F u n d  a t  a  5 0 %  e q u i t i e s  

l e v e l  a n d  a  6 0 %  l e v e l ,  w i t h o u t  t h e  c o r r e c t i o n ,  i s  $ 7 0  m i l l i o n ,  w i t h  t h e  c o r r e c t i o n ,  

t h e  d i f f e r e n c e  i s  $ 7 0  m i l l i o n .



5 0 %  v s  6 0 %  E q u i t i e s :  

B e s t  C a s e  v s  W o r s t - C a s e

Five-Year Impact Based on Callan Capital Market Assumptions

T o t a l  F u n d  v a l u e  a s  o f  D e c .  3 1 , 1 9 9 7 : $ 2 3 .0  b i l l i o n

B E S T - C A S E  R E T U R N  W O R S T - C A S E  R E T U R N  

F u n d  w i t h  6 0 % i n  e q u i t i e s :  1 6 . 1 %  1 .9 %

F u n d  w i t h  5 0 % i n  e q u i t i e s :  1 4 .9 %  2 .2 %

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  1 6 . 1 %  =  

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  1 4 . 9 %  =  

D i f f e r e n c e

$ 3 ,7 0 3  b i l l i o n  

3 .4 2 7  b i l l i o n  

2 7 6  m i l l i o n

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  1 .9 %  

$ 2 3 .0  b i l l i o n  P e r m a n e n t  F u n d  x  2 .2 %  

D i f f e r e n c e

$ 4 3 7  m i l l i o n  

5 0 6  m i l l i o n  

- 6 9  m i l l i o n

N O T E :  T h e  u p s i d e  p o t e n t i a l  ( b e s t  c a s e )  f r o m  a  s h i f t  t o  6 0 %  e q u i t i e s  f r o m  5 0 %  i s  

$ 2 7 6  m i l l i o n  p e r  y e a r  f o r  e a c h  o f  t h e  f i v e  y e a r s  in  t h e  p e r i o d  -  a  t o t a l  o f  $ 1 ,3 8 0  

b i l l i o n .  T h e  d o w n s i d e  r i s k  ( w o r s t - c a s e )  i s  $ 6 9  m i l l i o n  i n  r e d u c e d  e a r n i n g s  -  a  

t o t a l  o f  $ 3 4 5  m i l l i o n  f o r  t h e  f i v e  y e a r s .  T h e  b e s t  a n d  w o r s t  c a s e s  r e p r e s e n t  t h e  

9 5 t h  p e r c e n t i l e  a n d  5 t h  p e r c e n t i l e  p r o b a b i l i t i e s  r e s p e c t i v e l y .



P e r m a n e n t  F u n d  A s s e t  A l l o c a t i o n
Incremental Change

S i n c e

1 9 8 3

100%

80%

60%

40%

20%

C u r r e n t
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