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F I S C A L  N O T E

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/T im e (Note if correction): 
Title Permanent Fund Investments

Fiscal Note Number: 1
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(H) Publish Date: 3/9/04

CSHB 466(STA)
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Requester
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(Thousands o f Dollars)

109

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
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 (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost: 0.0
Mark th is  box (X) if funding fo r th is  bill is included in the Governor's FY 2005 budget proposal: 

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

The existing m anager fee budget o f S40 m illion is suffic ient to cover any changes in investm ents under this 
legislation.
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Cook/Craver

5/5/04

CS FOR HOUSE B IL L  NO. 466(FIN)

IN  T H E  L E G IS L A T U R E  O F T H E  S T A T E  O F A L A S K A  

T W EN TY -TH IR D  L E G IS L A T U R E  - SEC O N D  S E S S IO N

BY THE HOUSE FINANCE COMMITTEE
Offered:
Referred:
Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND AUDIT 
COMMITTEE

A  B IL L  

FOR AN AC T E N TITLED  

"A n Act relating to investments o f Alaska permanent fund assets; and providing fo r an 

effective date."

BE IT  ENACTED BY TH E  LEG ISLATURE OF TH E STATE OF ALASKA:

* Section 1. A S  37.13.120(e) is amended to read:

(e) The corporation may not borrow money or guarantee from principal o f  the 

fund the obligations o f  others except as provided in this subsection. With respect to 

[R E A L  P R O P E R T Y ]  investments o f the fund, the corporation may, through an entity 

in which the investment is made, borrow money if  the borrowing is without recourse 

to the corporation and the fund.

*  Sec. 2. A S  37.13.120(k) is amended to read:

(k) The board shall establish and from time to lime as necessary' modify 

guidelines for the investment o f  the assets o f  the fund. Before adoption o f  any 

guidelines, the guidelines shall be reported to the Legislative Budget and Audit 

Committee for review and comment. Notwithstanding (o ) . (Ii). and (j) o f this section

WORK DRAFT WORK DR/iFT WORK DRAFT

-1- CSHB 466(FLN)
N e w  T e x t  U n d e r l i n e d  [D E L E T E D  T E X T  BRACKETED]
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o r  the percentage investment lim itations under (i) o f  this section and so long as doing 
so satisfies the prudent-investor rule under (a ) o f  this section , the board  m ay invest up 
to 10 [F IV E ] percc. t o f  the total assets o f  the fund in either or a com bina tion  o f  the 
fo llow ing :

(1 ) other types o f  investments not specifica lly  listed in (g ) o f  this
section ;

(2 ) categories o f  investment sub ject to the percentage investment 
lim itations established in (i )  o f  this section , even though investing additional assets in 
a category  w ill cause the aggregate investment in the category to  ex ceed  the applicable 
percentage lim itation.

* Sec . 3 . T h is  A c t takes effect im m ed iately under a S n 1 1 0 .0 7 0 (c ) .

WORK DRAFT WORK DRAFT 23-LS1699\H
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Alaska Permanent Fund

H o u s e  S t a t e  A f f a i r s  C o m m i t t e e

H o u s e  B i l l  4 6 6  

I n v e s t m e n t  F l e x i b i l i t y

A C C O U N T A B I L I T Y

TO ALASKANS, FOR ALASKANS



r ‘A

S u m m a r y  o f  F u n d ’ s  s t a t u t e  c h a n g e s
m* Lt J

1980 -  S B  161, Sponso red  by Sen. T im  K e l ly ,  Sen. G eo rge  H ohm an , Sen. M ik e  
C o l le t ta , and Sen. J oh n  Sacket
S B  1 6 1  c r e a t e d  t h e  A l a s k a  P e r m a n e n t  F u n d  C o i p o r a t i o n  t o  m a n a g e  t h e  P e r m a n e n t  F u n d  

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

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

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

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

b e e n  r e m o v e d .

1982 -  S B  684, sponsored  by Gov . J a y  H an im ond
S B  6 8 4  a l l o w e d  t h e  P e r m a n e n t  F u n d  t o  i n v e s t  i n  c o m m o n  s t o c k s ,  p a r t i a l  o w n e r s h i p  o f  

r e a l  e s t a t e  p r o p e r t i e s  ( n o t  t o  e x c e e d  4 0 % ) ,  l o a n s  f o r  c o m m e r c i a l  r e a l  e s t a t e  a n d  d e p o s i t s  

o f  U S  d o l l a r s  h e l d  o v e r s e a s .

1989 - H B  69, sponsored  by G ov . Steve C ow pe r
F I B  6 9  g a v e  t h e  A P F C  a u t h o r i t y  t o  i n v e s t  i n  n o n - d o m e s t i c  ( I n t e r n a t i o n a l )  s t o c k s  a n d  

b o n d s .

A C C O U N T A B I L I T Y

TO ALASKANS. FOR ALASKANS



S u m m a r y  o f  s t a t u t e  c h a n g e s  ( c o n t . )

1992 -  S B  39 , sponso red  by the Senate F inance C om m ittee
S B  3 9  g a v e  t h e  A P F C  a u t h o r i t y  t o  i n v e s t  i n  A  r a t e d  c o r p o r a t e  b o n d s  t o  a  m a x i m u m  o f  

5 % .  P r i o r  t o  t h i s  c h a n g e ,  t h e  F u n d  c o u l d  o n l y  b e  i n v e s t e d  i n  b o n d s  r a t e d  A A  o r  h i g h e r .

1994 -  H B  373 , sponsored  by Leg is la tive Budget and Aud it
H B  3 7 3  a l l o w e d  t h e  F u n d  t o  o w n  u p  t o  1 0 0 %  i n  r e a l  e s t a t e  p r o p e r t i e s  w o r t h  l e s s  t h a n  

$ 1 5 0  m i l l i o n ,  a n d  u p  t o  6 7 %  i n  p r o p e r t i e s  w o r t h  g r e a t e r  t h a n  $ 1 5 0  m i l l i o n .

1996 -  I i B  525 , sponsored  by  the House F inance C om m ittee
H B  5 2 5  g a v e  t h e  A P F C  a u t h o r i t y  t o  i n v e s t  i n  c o r p o r a t e  b o n d s  r a t e d  B B B  o r  h i g h e r .

1999 -  I I B  156 , sponsored  by the Senate F inance Com m ittee
H B  1 5 6  a l l o w e d  t h e  F u n d  t o  l e v e r a g e  r e a l  e s t a t e  i n v e s t m e n t s  a n d  i n c r e a s e d  a s s e t  

a l l o c a t i o n  l i m i t  f o r  s t o c k s  t o  5 5 %  o f  t h e  t o t a l  m a r k e t  v a l u e  o f  t h e  F u n d .  H B  1 5 6  a l s o  

c r e a t e d  t h e  “ b a s k e t  c l a u s e ”  t h a t  a l l o w s  u p  t o  5 %  o f  t h e  F u n d  t o  b e  i n v e s t e d  i n  

a l t e r n a t i v e  i n v e s t m e n t s  o r  t o  b e  a p p l i e d  t o  e x i s t i n g  a s s e t  a l l o c a t i o n s  t o  e x p a n d  t h e i r  

l i m i t s .  I n  a d d i t i o n ,  F I B  1 5 6  a l l o w e d  t h e  P e n n a n e n t  F u n d  t o  b e  t h e  s o l e  o w n e r  o f  a n y  

r e a l  e s t a t e  p r o p e r t y ,  r e g a r d l e s s  o f  v a l u e .

3 A C C O U N T A B I L I T Y

TO ALASKANS. FOR ALASKANS
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•  I n v e s t m e n t  f l e x i b i l i t y

•  I n c r e a s e d  r e t u r n s

•  I n c r e a s e d  d i v e r s i f i c a t i o n

A C C O U N T A B I L I T Y

TO ALASKANS, FOR ALASKANS



P o t e n t i a l  q u e s t i o n s  

• T o o  m u c h  r i s k ?

•  H o w  w i l l  t h e  B o a r d  o f  T r u s t e e s  u s e  

t h i s  f l e x i b i l i t y ?

•  D e r i v a t i v e s ?

6 [ a c c o u n t a b i l i t y '
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V-A
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D o m e s t i c  e q u i t i e s  

I n t e r n a t i o n a l  e q u i t i e s  

T o t a l  e q u i t i e s

D o m e s t i c  b o n d s  

N o n - D o l l a r  b o n d s  

T o t a l  b o n d s

T o t a l  r e a l  e s t a t e

37% +/- 7% 

16%+/- 5% 

53% +/- 5%

32% +/- 7% 

5% +/- 2% 

37% +/- 5%

1 0 %  + / -  2 %

A C C O U N T A B I L I T Y

TO ALASKANS, FOR ALASKANS
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C S  F O R  H O U S E  B I L L  N O . 4 6 6 (F 1N )

IN  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T W E N T Y -T H IR D  L E G IS L A T U R E  - S E C O N D  S E S S IO N

BY THE HOUSE FINANCE COMMITTEE
Offered:
Referred:
Sponsors); HOUSE RULES COMMITTEE BY REQUEST OF THE LEGISLATIVE BUDGET AND AUDIT 
COMMITTEE

"A n  A c t re la t in g  to investm en ts o f  A la sk a  p e rm an en t fu n d  assets; an d  p rov id in g  fo r  an 

effective d a te ."

B E  I T  E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* Section  1. A S  3 7 .1 3 .1 2 0 (e )  is amended to read:
(e ) T h e  corpora tion  may not borrow  m oney or guarantee from  principal o f  the 

fund the ob lig a tion s o f  others except as p rov ided  in this subsection . W ith respect to 
[R E A L  P R O P E R T Y ] investments o f  the fund , the corporation m ay , through an entity 
in w h ich  the investment is made, borrow  m on ey  i f  the borrow ing is w ithout recourse 
to the co rp o ra tion  and the fund.

* See . 2 . A S  3 7 .1 3 .1 2 0 (k )  is amended to read:
(k ) T h e  board shall establish and from  tim e to time as necessary m odify  

guidelines fo r  the investment o f  the assets o f  the fund. B e fo re  adoption o f  any 
guidelines, the guidelines shall be reported to the Legislative Budget and Audit 
Com m ittee fo r review  and com m ent. N otw ithstand ing (g ) . (h ) . and  ( j )  o f  this section

A  B I L L

F O R  A N  A C T  E N T I T L E D

-1 -
N aw Texc U n d e r l i n e d  (D E L E T E D  T E X T  BRACKETED ]

CSIIB 4(i6(FIN)



or the percentage investment lim itations under ( i ) o f  this section and so long  as doing  
so satisfies the prudent-investor rule under (a ) o f  this section , the board  m ay invest up 
to 10  [F IV E ] percent o f  the total assets o f  the fund in either o r a com b ina tion  o f  the 
fo llow in g :

(1 )  other types o f  investments not spec ifica lly  listed in (g ) o f  this
section ;

(2 )  categories o f  investment sub ject to the percentage investment 
lim itations established in (i) o f  this section , even though investing additional assets in 
a category w ill cause the aggregate investment in the category to exceed  the applicable  
percentage lim itation.

* Sec . 3 . Th is A c t  takes effect im m ed iate ly  under A S  0 1 .1 0 .0 7 0 (c ) .

WORK DRAP’T WORK DRAFT 23-LS1699\H

CS11B 466(FIN) -2-
N e w  T e x t  U n d e r l i n e d  (D E L E T E D  T E X T  B R /iC K ET ED )



A l a s k a  S t a t e  L e g i s l a t u r e
H o u s e  o f  R e p r e s e n t a t i v e s

Alaska State Capitol 
Juneau, AK 99801-1182 
Phone: (907) 465-4940 
Fax: (907) 465-3766 

Toll Free: (866)465-4940

Session:

E-mail: Ftep.Max.Gruenberg@legis.state.ak.us

Interim:
716 W. 4th Avenue 

Anchorage, AK 99501-2133
Phone: (907) 269-0123 
Fax: (907) 269-0124

Representative Max Gruenberg

M arch  5 , 2 0 0 4

R obert Storer
E xecu tiv e  D irector
A laska  Permanent Fund Corporation
P .O . B o x  2 5 5 0 0
Juneau, A lask a  9 9 8 0 2 -5 5 0 0

R e : H B  4 6 6

D ear M r . S torer:

Thank you fo r  agreeing to take the time to answer questions regarding H B  4 6 6 . T he  bill 
makes three m a jor changes to Permanent Fund investment po licy . U nder current law , the 
fund ’ s authority to borrow  money is lim ited to investments in real property . T h is bill 
w ould  rem ove that lim itation . The bill w ould also increase from  5 to 15%  the am ount o f  
the fund that m ay be invested under the “ basket c lause”  which authorizes investments not 
spec ifica lly  listed in A S  3 7 .1 3 .1 2 0 (g ) . F inally , the bill w ould allow  investments under the 
basket c lause in futures contracts and in certain debt instruments with a h istory o f  default 
(com m on ly  ca lled  “ju n k  bonds” ).

T h ese  changes raise important po licy  issues and I have several questions relating to them . 
S in ce you  have, informed m e that the Permanent Fund Corporation  is no longer interested 
in pursuing p u p o s e d  amendment N o  1 this session , I will not direct questions to that 
issue but do have several general questions concern ing the long-term  goals o f  the fund.

mailto:Ftep.Max.Gruenberg@legis.state.ak.us


L ev e ra g e  o r  B o rro w in g  bv  th e  F u n d

1. The ability o f  the Fund to borrow  through other entities needs to be 
explained and understood by the com m ittee . P lease describe how  leverage or borrow ing  
w ould  be used in investments ou ts ide o f  real estate.

2 . W hat w ou ld  be the e ffect on fees paid by the Fund? A ren ’ t they magnified  
by borrow ing?

3 . Flow does the use o f  leverage alter y ou r expected return? Standard 
D ev ia tion ? A sset A llo ca tion ?

4 . W hy  does a Fund that lends nearly 4 0 %  o f  its assets need to borrow  money  
at h igher rates than it can m ake on those assets?

5 . Y o u  testified that the real estate po rtfo lio  is leveraged 15 percent and that 
this was a conservative level. A re  you  m easuring this at the individual investment level, 
the m anager level or at the total p o rtfo lio  level? W h ich  is the m ost im portant level o f  risk 
determ ination? W hat is industry standard on non-real estate financial leverage by public  
and private funds o f  the size o f  the fund?

6 . W hat, i f  any, lim its sh ou ld  the legislature p la ce on the use o f  leverage? 
Flow  does the prudent investor standard app ly  to this d iscretion?

7 . Flave you m odeled various ou tcom es w ith leve age? I f  so , p lease prov ide  
the results.

S. A re you aware o f  situations in w h ich a large pub lic  fund has refused to
repay a non -recourse ob lig ation ? D id  the failure to pay have any adverse consequences? 
W ou ld  you  as the executive irector recom m end the sam e course o f  action  under sim ilar 
facts and circum stances?

9. D oes  the fund already have the authority under the basket c lause to borrow  
fo r non-real property investments?

10. W hat con tro ls are in p lace to assure that the borrow ing w ill be ultimately 
positive fo r the fund and the Stale o f  A la sk a ?  H ow  can you be sure that your successor 
will em p loy  the same types o f  con tro ls?

Increased Percentage Allocated to Basket Clause

1. W hat types o f  asset c lasses w ou ld  you add under this expanded authority?

2 . W hat a llocation  to illiqu id  investments do  you consider prudent under the 
current statute?



3 . D o  you need this expanded authority to ach ieve a 5 percent real return?
D oes  the c u r im t statute prov ide sufficient latitude to ach ieve a 5 percent real return while 
maintain ing prudent diversification?

4 . C ou ld  you and would you go to a 7 0  percent investment level in stocks if
you  had this authority?

Futures and Junk Bonds

1. Junk bonds have historically been in and out o f  fav o r w ith investors. H ow  
w ould you describe their appeal as w e c lo se  the first quarter o f  2 0 0 4 ?  H ow  does this 
com pare to the late 80's and late 90's?

2 . Is this the right time to m ake an allocation to ju n k  bonds given the level o f
debt that exists in the market p lace?

3 . I f  jun k  bonds are to be part o f  the p o rtfo lio , what a llocation  ($  and % ) is 
the right am ount given the risk posture o f  the fund?

4 . H ow  much does it cost to m anage ju n k  bonds and how  does this com pare  
to m anaging investment grade bonds?

5 . C ou ld  you achieve your ob jectives with respect to bonds by amending 
A S  3 7 .1 3 .1 2 0 (g ) (7 )  to authorize investments in bonds w ith low er quality ratings than the 
“ investment grade” rating now  required by statute?

6 . S in ce the Fund can already use futures contracts fo r  the pu rpose o f  
hedging investments that it currently ho lds, what is the pu rpose o f  your p roposed  change?

7 . A ren ’ t futures contracts considered a very specu lative investment? H ow  
w ould  this be consistent with the requirement o f  A S  3 7 .1 3 .1 2 0  that all assets o f  the fund 
be invested in in com e-p roducing  investments?

8 . Isn ’t the risk o f  loss in futures trading potentially greater than the initial 
investment?

9 . Under what circum stances w ou ld  a prudent investor invest in futures 
contracts fo r  anything other than hedging purposes?

L o n g -T e rm  G o a ls  o f  the F un d

1. Please prov ide a history o f  the targeted returns o f  the A P F C  for the total 
fund p o rtfo lio  and a b rief description o f  why changes were instituted.

2 . A t the Con ference o f  A laskans you stated that the ability to ach ieve a 5%  
distribution was based on a median case from  the Fund ’ s consu ltan t’ s capital market



projections. Please provide us with the median case assumptions and outcomes as well as 
alternatives. Also, please clearly identify the Fund’s current policy. If  it is helpful to 
you; the format of the following chart wouid provide me the necessary information I ’m 
looking for:

Alternative A sse t P olicies: Current Policy and Median C ase  Alternatives

Current
Policy A B C

U .S . Equity % % % %

Non-U.S. Equity % % % %

Fixed Income % % % %

Other (please show  real 
estate, private equity, etc.) % % % %

100% 1 0 0 % 100% 100%

Expected Return % % % %

Expected R isk % % % %

3. The Department of Revenue and Permanent Fund web sites' provide the 
following information on returns for the State’s three principal diversified funds -  all of 
which are governed by the prudent investor standard. Only the Permanent Fund has 
additional constraints in the form of the percentage limitations on categories of 
investment. As of 9/30/03 the five, three and 12 month returns for the three funds are 
reported to be:

5 year

APFC 4.71%

TRS 4.48%

PERS 4.44

3 year 1 year

.68 16.59

(-1.20) 17.20

(-1.18) 17.03

Please confirm that thesu figures are correct and provide the figures on the 10 year return 
for the three funds updated to year end if possible. Also, please provide the targets for 
these three funds for the fiscal year ending 2003 (actual and in basis points). Please be 
prepared to Jiscuss the reasons for the difference in long term performance of each of 
these funds and how they performed compared to their target returns.

1 http://www.revcnue.staie.ak.us/treasury/ASPlB/rcsults.htm
http://www.apfc.org/financials/indcx.cfm
http://m cdia.apfc.org/iccim agcs/fm ancials/2003_9_M gt-pdf

http://www.revcnue.staie.ak.us/treasury/ASPlB/rcsults.htm
http://www.apfc.org/financials/indcx.cfm
http://mcdia.apfc.org/iccimagcs/fmancials/2003_9_Mgt-pdf


4 . Please describe the asset allocation  that p roduces the “ least risky”  
p o rtfo lio  designed to ach ieve a 5%  real rate o f  return assum ing a 3%  inflation rate under 
both the current statutory lim itations and under a prudent investor rule w ithout those  
lim itations . For purposes o f  the prudent investor analysis, it w ou ld  be particu larly  useful 
to see a m ix  that is m ore aggressive than current po licy , however. A  suggested m ix -night 
in clude: U .S . equities 5 0% , n on -U .S . equities 1 5% , fixed incom e (both investment grade 
and ju n k  bonds ) 2 0% , private equ ity  15% . Th is m ix is ju s t a suggestion , p lease use 
whatever m ix you feel w ould be appropriate.

5 . P lease prov ide a chart describing projected assets o f  the Permanent Fund 
in one co lum n  and projected payouts over the next 2 0  years assum ing that a five percent 
payou t occu rs  as proposed by the Fund using both the current investment p o licy  and the 
“ least risky”  scenario described above .

6 . W ha t is the probab ility  that the fund will be ab le to m ake a 5 %  payou t in 
the future w ithout the necessity o f  invading the inflation ad justed corpus o r “ prin c ipa l”  o f  
the fund?

7 . P lease describe the possib ilities that exist under the tw o scenarios above  
that the Fund w ill lose "value” ov er the next twenty years. M y  defin ition o f  “ lose va lue”  
is the lik e lih ood  in terms o f  percentages that the current fund w ou ld  lose value after 
reasonab le assumptions for inflation proofing . Please identify the source o f  all 
assum ptions. 1 w ould appreciate you r response in the fo llow ing format:

Probability of a Safe Future for Fund's Corpus

Year Current Statutory 
Policy

Prudent
Investor
Policy

2010 % %

2020 % %

2025 % %

I think these questions raise important issues that rela'e not ju s t  to H B  4 6 6 , but to all 
other p roposa ls now being d iscussed w ith respect to the future o f  the Permanent Fund. I 
am sure that your answers w ould be o f  interest to other members o f  the legislature and 
many other A laskans. F or that reason , I am provid ing cop ies o f  this letter to other all 
m em bers o f  the legislature and to the press. 1 w ould appreciate it if you w ou ld  c op y  all 
other m em bers with your response.

I understand you may not be able to prov ide written responses to all o f  these questions 
before the next hearing on H B  4 6 6  and I w ou ld  appreciate it i f  you w ould  supplem ent 
you r response as you are able to.



Thank you for your assistance in this matter. I look forward to hearing from you.

State Representative

c c : M em bers o f  the Legislatu re




