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(14) the portions of b u s i n e s s  a nd i n d u strial loans mad e  

un d e r  the Rural D e v e l opment A ct of 1972 w h i c h  a re g u a r a n t e e d  b y  the 

Farmer's Ho m e  Administration;

(15) the gua r a n t e e d  p o r t i o n  of Farmer's Hom e  A d m i n i s t r a t i o n

l o a n s ;

(16) notes s e c ured b y  mor t g a g e s  g r a n t i n g  a first lien on c o m­

merc i a l  or [OF] residential real e s tate i m p r o v e d  b y  c o m p l e t e d  buildings 

if the m o rtgages are i n s u r e d  b y  a p r i v a t e  m o r t g a g e  insurance corporatior 

w h i c h  is a u t h orized to do busi n e s s  in A l a s k a  and has c o m b i n e d  capital, 

surplus and reserves a ggregating at least $ 2 0 , 0 0 0 , 0 0 0 , and if loan-to- 

value ratios do not e x c e e d  75 percent for c o m m ercial mor t g a g e s  and 90 

p e r cent for residential m o r t g a g e s ; [THE M I N I M U M  COVE R A G E  SHALL BE 10 

P E R C E N T  F O R  L O A N S  H AVING A  L O A N - T O - V A L U E  R A T I O  O F  LES S  T H A N  90 PERCENT, 

A N D  T H E  M I N I M U M  COVERAGE SHALL BE 20 P E R C E N T  F O R  LOANS H A V I N G  A  LOAN- 

T O-V A L U E  RATIO OF 90 P E R C E N T  O R  MORE.] h o w e v e r ,

(A) n o  m o r t g a g e  insurance is n e c e s s a r y  for commercial

loans h a v i n g  loan-to-value ratios o f  less than 50 p e r cent and the

m i n i m u m  coverage of other c o m m ercial loans shall be 10 p e r cent for 

those h a v i n g  a loan-to-value ra t i o  of 50-60 p e r c e n t  a nd 15 p e r cent 

for those having a loan-to-value ratio g r e a t e r  than 60 p e r c e n t  but 

no mor e  than 75 percent, and

(B) no m o r t g a g e  i nsurance is n e c e s s a r y  for residential 

loans h a v i n g  a loan-to-value ratio of less than 70 p e r cent and the 

m i n i m u m  coverage of ot h e r  re s i d e n t i a l  loans shell be 10 p e r cent foi 

those h a v i n g  a loan-to-value ratio g r e ater than 70 p e r c e n t  b ut less 

than 90 percent a n d  20 percent for those h a v i n g  a loan-to-value 

ratio of 90 percent;

(17) notes s e c ured by m o rtgages gran t i n g  a first lie n  on c o m­

mer c i a l  real estate i m p r o v e d  by c o m p l e t e d  bui l d i n g s  if the o r i g i nating
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financial i n s t i t u t i o n  retains at least 25 p e r c e n t  of the m o r t g a g e  until

m a t u r i t y ;

(18) p r e f e r r e d  a n d  c ommon stock of c o r p o r a t i o n s  i n c o r p o r a t e d  

in the U n i t e d  States, on w h i c h  dividends h a v e  b e e n  p a i d  in ea c h  of the 

three years immedi a t e l y  pre c e d i n g  the investment;

(19) debt securities of foreign g o v e r nments or corporations 

a n d  p r e f e r r e d  a nd c ommon stock o f  f o r eign c o rporations w h i c h  are of s u b­

stan tially equ i v a l e n t  q u a lity as those domes t i c  securities p e r m i t t e d  

un d e r  this section;

(20) certificates of deposit, t e r m  deposits, bankers' a c c e p t­

ances, or e q u i v a l e n t  i n s t r u m e n t s , w h i c h  are i s s u e d  b y  a U n i t e d  States 

or f o r eign b a n k  or trust company l o c a t e d  in a fo r e i g n  c o u ntry and are 

denom-'nated in e i t h e r  U n i t e d  States or f o r e i g n  currency, if e i t h e r  (A) 

they m a y  be r e a dily so l d  in a s e condary m a r k e t  at prices r e f l e c t i n g  fair 

value, or (B) the issuing ban k  or trust c o m pany h as capital a n d  surplus 

at the date of issue equ a l l i n g  at least $500,000,000; investments made 

u n d e r  this p a r a g r a p h  are n o t  subject to the co l l a t e r a l  requirements for 

domestic certificates u n d e r  (m) o f  this section;

(21) e q u i t y  interests in, and debt o b l i g ations s e c ured by 

m o r t g a g e s  g r a n t i n g  a first lie n  on, real p r o p e r t y  i m p r o v e d  by completed 

a nd s u b s t a n t i a l l y  r e n t e d  b u ildings and l o c a t e d  in the U n i t e d  States, if 

these i nvestments are made

(A) in a corporation, p a rtnership, trust, or other 

e n tity in which, at the c o n clusion of ea c h  i n v e s t m e n t  transaction, 

at least 60 p e r cent of the b e n e f i c i a l  o w n e r s h i p  interests are 

h e l d  b y  other institutional investors, a nd w h i c h  is org a n i z e d  and 

o p e r a t e d  for the p u r pose of m a k i n g  real e state investments by a 

bank, insurance company, or other m a n a g e r  of i n s t i tutional funds 

w h i c h  h as h a d  at least five years of e x p e r i e n c e  in the man a g e m e n t
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of real estate investments of institutional i n v e s t o r s : or

(B) in c o n j u n c t i o n  w i t h  and on s u b s t a n t i a l l y  the same 

terms as an e n t i t y  d e s c r i b e d  in (A) of this paragraph.

Sec. 7. A S  3 7 . 1 3 . 1 2 0 (i) is r e p e a l e d  a nd r e e n a c t e d  to read:

(i) At the time of each investment, the aggregate i n v e stment of 

the A l a s k a  p e r m a n e n t  fun d  in each s t a t e d  category of i n v e s t m e n t  m a y  not 

ex c e e d  the fol l o w i n g  s tated p e r c e n t a g e  of the total invest m e n t s  of the 

fund: m o r t g a g e s  u n d e r  ( g ) (16) of this section, 15 percent; real

estate invest m e n t s  u n d e r  ( g)(21) o f  this section, 15 percent; f o r eign 

securities u n d e r  ( g ) (19) of this section, 10 percent; f o r eign c e r­

tificates of d e p osit or the e q u ivalent u n d e r  ( g ) (20) o f  this section,

20 percent; corp o r a t e  stocks and debt securities un d e r  (g)(8), (9), and

(18) of this section, 50 percent. The fund m a y  at no time o w n  m o r e  

than five p e r c e n t  of the v o t i n g  stock of any corporation. Dome s t i c  

stocks, e xcept for b a n k  a n d  insu r a n c e  company stocks, m u s t  b e  l i s t e d  at 

the date of p u r c h a s e  on an exch a n g e  r e g i s t e r e d  w i t h  the Securities and 

E x c h a n g e  Commission.

Sec. 8. A S  37. 1 3 . 1 2 0  is a m e nded b y  a d d i n g  a n e w  sub s e c t i o n  to read:

(m) Certif i c a t e s  of d e p osit or the equivalent instruments w h i c h  

are not of a q u a l i t y  w h i c h  m a y  be r e a d i l y  sold in a s e condary m a r k e t  at 

prices r e f l e c t i n g  fair va l u e  m u s t  be secured b y  a p l e d g e  as c o l l ateral 

of i nvestments a u t h o r i z e d  for the p e r m a n e n t  fund u n d e r  (g)(1), (2), (8) 

or (12) —  (17) of this section, w h i c h  hav e  va l u e  at least equal to the 

face v a l u e  of the ce r t i f i c a t e  of deposit. The b o a r d  m a y  r e q uire 

s u b s t i t u t i o n  of col l a t e r a l  in o r d e r  to ensure c o n t i n u e d  s a t i s f a c t i o n  of 

these requirements.

Sec. 9. AS 37. 1 3 . 1 3 0  is repealed.

Sec. 10. AS 37.1 3 . 1 4 0  is r e p e a l e d  and r e e n a c t e d  to read:

Sec. 37.13.140. INCOME. Net income m u s t  b e  comp u t e d  a n n u a l l y  as
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of the last day of the fiscal year in a c c o r d a n c e  w i t h  g e n e r a l l y  acceptec 

ac c o u n t i n g  principles, e x c l u d i n g  any u n r e a l i z e d  gains or losses.

Income avai l a b l e  for d i s t r i b u t i o n  equals the a v e r a g e  net i n c o m e  for the 

last five fiscal years, inc l u d i n g  the fiscal y e a r  ju s t  ended, b ut m a y  

n o t  e x c e e d  n e t  income for the fiscal y e a r  ju s t  e n d e d  plus the b a l a n c e  

in the u n d i s t r i b u t e d  income account d e s c r i b e d  i n  AS 37.13.145.

*  Sec. 11. A S  37.13 is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 37.13.145. D I S P O S I T I O N  OF INCOME. A t  the e nd of each

fiscal year, an a mount equal to 50 p e r c e n t  of n e t  income as d e f i n e d  in 

AS 37.13.140, e x c l u d i n g  any income o n  the u n d i s t r i b u t e d  i ncome account 

in the p e r m a n e n t  fund, mu s t  be tr a n s f e r r e d  to p r i n c i p a l  for reinvcstmeni 

T he o t h e r  50 p e r cent of the n et income m u s t  be t r a n s f e r r e d  to the 

u n d i s t r i b u t e d  income account. M o n e y  in the u n d i s t r i b u t e d  income a ccoun : 

m u s t  be invested in i nvestments a u t h o r i z e d  u n d e r  AS 37.13.120. Income 

from the investment of the u n d i s t r i b u t e d  i ncome a c c ount m u s t  be treated 

as an a d d i t i o n  to that account.

*  Sec. 12. AS 3 7 .13.150 is a m e n d e d  to read:

Sec. 37.13.150. C O R P O R A T I O N  [BOARD] BUDGET. The revenues g e n e r a­

ted b y  the c o r p oration's investments m u s t  b e  i d e n t i f i e d  as the source 

of the [THE] o p e r a t i n g  b u d g e t  of the c o r p o r a t i o n  in the state's o p e r a t­

ing b u d g e t  u n d e r  [BOARD IS F R O M  THE G E N E R A L  F U N D  A N D  IS S U B J E C T  TO] the 

Exe c u t i v e  Budget A ct (AS 37.07.010 -- 37.07.130). T he u n e x p e n d e d  b a l­

ance of the c o r p oration's annual ope r a t i n g  b u d g e t  does n ot lapse at

the e n d  of the fiscal y e a r  b u t  m u s t  b e  t r e ated as income u n d e r  AS 3 7 . -

13.140.

*  Sec. 13. AS 37.13.160 is a m e n d e d  to read:

Sec. 37.13.160. AUDITS. The L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t­

tee m a y  [SHALL] p r o v i d e  for an annual post au d i t  a n d  annual operational 

and p e r f o r m a n c e  evalua t i o n s  of the corporation's i n v e s tments and
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investment p r o g r a m s .

*  Sec. 14. A S  37.13 is a m e n d e d  b y  a d d i n g  a n e w  s e c tion to read:

Sec. 37.13.205. REGULA T I O N S .  The b o a r d  m a y  adopt re g u l a t i o n s  

u n d e r  the A d m i n i s t r a t i v e  P r o c e d u r e  A c t  (AS 44.62) to i nterpret and 

imp l e m e n t  this chapter.

*  Sec. 15. This A c t  takes e f f e c t  J u l y  1, 1982.

-10- SSSB 684
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L E G I S L A T U R E  
FI

F I S C A L  NOT E

T H E  L E G I S L A T U R E  OF THE STATE OF A L A S K A
: T W E L F T H  L E G I S L A T U R E

/

I. R E Q U E S T
B i l l / R e s o l u t i o n  No.  •
T i t l e  Relating to Investment & Management of the Alaska Permanent Fund
R e q u e s t e d  by_  D a t e  1 /221&2.

II. F I S C A L  D E T A I L
A g e n c y  A f f e c t e d  D e p a r t m e n t  of Revenue_____________________________
P r o g r a m  C a t e g o r y  A f f e c t e d  Revenue Collection and M a n a g e m e n t
BRU, Program, Or S u b p r o g r a m ^ ) A f f e c t e d  Permanent Fund Corporation ~  
(Note: I f  m o r e  t h a n  one b u d g e t  com p o n e n t  is affected, separate line-item 

a mounts a n d  f u n d i n g  for each c o m p o n e n t  in the analysis s e c t i o n . )

E X P E N D I T U R E S  (Thousands of Dollars)

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 P E R S O N A L  SERV I C E S 94.4 103.8 114.2 125.6 138.2
200 T R A V E L (28.8
300 C O N T R A C T U A L 6.119.7 6.989.6 8,775.4 9.914.5 11 .159.7
400 C O M M O D I T I E S
500 E Q U I P M E N T
600 L A N D  &  STRUCTURES
700 G R A NTS,CLAIMS,ETC.

•

T O T A L
6,185.3 7,093.4 8,889.6 10,040.1 11,297.9

F U N D I N G  (Thousands of Dollars)

G E N E R A L  FUND 
F E D E R A L  FUNDS 
O T H E R  (Specify Source) 
Permanent Fund Income

•

6.185.3 7.093.4 8.889.6 10,040.1 11,297.9

POS I T I O N S

FULL TIME 
P AR T  TIME 
T E M P O R A R Y

1o1 1o1 1o1 1o1 1 0 1

III. A N A L Y S I S  (See F i s c a l  Note P r e p a r a t i o n  Instruction, S e c t i o n  III)

Personal Services is for four public members of Board of Trustees to be compen­
sated at salary prescribed f„r state legislators. Reduction in Travel for deletion 
of $400/meeting day honorarium budgeted for present public members.

Contractual Services is for associated costs of new allowable investments for 
outside management fees were applicable and related safekeeping. Assumes, of 
average Fund balance for a fiscal year, 25% in preferred and common stock, 5% 
real estate equity, 5% foreign securities, 10% foreign certificates of deposit or 
equivalent; all percentages used are one-half of maximum allowed. .Fee rate level 
for FY 83 and FY 84; 10% fee increase assumed with FY 85 and after (not per year).' 
Reduction in regular safekeeping cost accounted for as securities shift from 
present pool to other categories. Brokerage fee on preferred and common stock 
not included as that is part of base security cost.

IV. d a t e  January 22, 1982 p r e p a r e d  by Anselm C. Staack, Treasury Comptroll

A G E N C Y  Dept, of Revenue/Treasurv Division___
Original: L egislative F i n ance PHONE 4 6 5 - 2 3 5 0 _________________
cc: B udget and M a n a g e m e n t

Prime S p o n s o r  (First L e g i s l a t o r  Named)
33-001 (Rev. 12/81)



J*.Y S. HAMMOND
' G O V E R N O R  *

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

O F F IC E  OF T H E  G O VERN O R 

J u n e a u

T h e  H o n o r a b l e  J a l m a r  K e r t t u l a  
P r e s i d e n t  o f  t h e  S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P o u c h  V
J u n e a u ,  A K  9 9811 

D e a r  Mr. P r e s i d e n t :

M a r c h  9, 1982

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18, of the A l a s k a  
C o n s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a s p o n s o r  s u b s t i t u t e  for 
S e n a t e  Bi ll  No. 684, i n t r o d u c e d  a t  m y  r e q u e s t  on J a n u a r y  27, 
1982. S i n c e  th e i n t r o d u c t i o n  o f  t he b i l l  r e g a r d i n g  i n v e s t­
m e n t  a n d  m a n a g e m e n t  o f  the P e r m a n e n t  F und, the B o a r d  of 
T r u s t e e s  of t he 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  h a s  m e t  
a n d  r e v i e w e d  the b i l l  a n d  r e q u e s t e d  t h a t  fo ur  c h a n g e s  be 
m a d e .  T h e  c h a n g e s  i n c l u d e d  in the s p o n s o r  s u b s t i t u t e  a re as 
f o l l o w s :

(1) In sec. 6 o f  t h e  bill, A S  37.1.3.120 (g) (19) and 
(20) a r e  a m e n d e d  b y  d e l e t i n g  the c o n d i t i o n  t h a t  f o r e i g n  
i n v e s t m e n t s  m u s t  b e  h e l d  in s a f e k e e p i n g  b y  an e n t i t y  w h i c h  
i s . s u b j e c t  to the j u r i s d i c t i o n  of the U n i t e d  S t a t e s  courts. 
T h e  B o a r d  h a s  d e t e r m i n e d  t h a t  the b e n e f i t s  and ri sk s 
a s s o c i a t e d  w i t h  this c o n d i t i o n  a r e  n o t  c a p a b l e  of p r e c i s e  
c a l c u l a t i o n  a n d  t h a t  this c o n d i t i o n  o r  a s i m i l a r  o ne w o u l d  
be b e t t e r  i m p o s e d  b y  r e g u l a t i o n ,  in o r d e r  to e n s u r e  the 
f l e x i b i l i t y  n e c e s s a r y  for p r u d e n t  ii.vestment of the fund.

(2) In sec. 7 o f  t he b i l l  (AS 3 7 . 1 3 . 1 2 0  (i)) , a l i m i t  
o n  i n v e s t m e n t  in r ea l e s t a t e  e q u a l  to 15 p e r c e n t  of the fund 
is added. A  15 p e r c e n t  l i m i t  is n o w  a p p l i c a b l e  to p r i v a t e l y  
i n s u r e d  m o r t g a g e s  u n d e r  e x i s t i n g  A S  3 7 . 1 3 . 1 2 0 (i ). In 
a d d i t io n , m o d i f y i n g  r e f e r e n c e s  are a d d e d  to c l a r i f y  the 
l i m i t a t i o n s  o n  i n v e s t m e n t s  in m o r t g a g e s  ("under (gj (16) of 
t h i s  s ec ti on , ")  in c o r p o r a t e  s t o c k s  a nd d e b t  s e c u r i t i e s  
("under (g)(8), (9) a n d  (18) o f  this s ec ti o n" ),  in f o r e i g n  
s e c u r i t i e s  ("under (g) (19) o f  this section") and f o r e i g n  
c e r t i f i c a t e s  of d e p o s i t  ("under ( g ) (20) of this section.")

(3) In secs. 10 a n d  11 of th e bill, A S  3 7 . 1 3 . 1 4 0  and
3 7 . 1 3 . 1 4 5  are  b o t h  r e w o r d e d  in o r d e r  to r e t a i n  the f i v e - y e a r  
a v e r a g i n g  p r o v i s i o n  f o r  i n c o m e  a v a i l a b l e  for d i s t r i b u t i o n  
w h i c h  is c o n t a i n e d  i n  c u r r e n t  l a w  a t  A S  37.13.140, w h i l e  
s t i l l  p r o v i d i n g  for r e i n v e s t m e n t  of 50 p e r c e n t  of the fund's 
a n n u a l  n e t  income.

T h i s  r e s u l t  is a c c o m p l i s h e d  w i t h o u t  a m e n d i n g  the 
d i v i d e n d  f u n d  statute, A S  4 3 . 2 3 . 0 5 0 ( b ) ,  o r  d i m i n i s h i n g  the



f l o w  o f  i n c o m e  t o  t h e  d i v i d e n d  f u n d  u n d e r  t h a t  s t a t u t e  w h i c h  
p r o v i d e s  t h a t  50 p e r c e n t  o f  t h e  i n c o m e  a v a i l a b l e  for d i s t r i­
b u t i o n  u n d e r  A S  3 7 . 0 3 . 1 4 0  is t r a n s f e r r e d  to the d i v i d e n d  
fund. Secs. 10 a n d  11/ as w r i t t e n  in t h e  s u b s t i t u t e  bill/ 
p r o v i d e  f o r  t h e  50 p e r c e n t  o f  n e t  i n c o m e  w h i c h  is n o t  t r a n s­
f e r r e d  t o  p r i n c i p a l  to b e  r e t a i n e d  i n  an u n d i s t r i b u t e d  
i n c o m e  a c c ou nt . M o n e y  in t h e  u n d i s t r i b u t e d  i n c o m e  a c c o u n t  
w i l l  be i n v e s t e d  b y  t h e  c o r p o r a t i o n  u n t i l  it is t r a n s f e r r e d  
to t h e  d i v i d e n d  fund o r  a p p r o p r i a t e d  b y  the l e g i s l a t u r e .  
T h e  a m o u n t  o f  i n c o m e  a v a i l a b l e  for d i s t r i b u t i o n  e q u a l s  the 
a v e r a g e  n e t  i n c o m e  f or t he l a s t  fi ve  y e a r s  b u t  m a y  n o t  
e x c e e d  n e t  i n c o m e  fo r t h e  f i s c a l  y e a r  j u s t  e n d e d  p l u s  the 
b a l a n c e  i n  the u n d i s t r i b u t e d  i n c o m e  acc ou nt .

T h u s  t he r e w r i t t e n  s e c t i o n s  r e t a i n  t he i n c o m e - a v e r a g i n g  
c h a r a c t e r i s t i c  d e s i g n e d  to p r o v i d e  'an e v e n  f l o w  of r e v e n u e  
to t h e  d i v i d e n d  f u n d  w h i l e  s t i l l  a l l o w i n g  r e i n v e s t m e n t  of 50 
p e r c e n t  o f  t h e  a n n u a l  n e t  i n c o m e  e a r n e d  o n  p r i n c i p a l  o f  the 
f u n d  in o r d e r  to p r e s e r v e  t h e  v a l u e  o f  t he f u n d  i n  i n f l a­
t i o n a r y  times. The o t h e r  50 p e r c e n t  of n e t  i n c o m e  e a r n e d  on 
p r i n c i p a l  w i l l  r e t a i n  its c h a r a c t e r  as i n c o m e  a n d  be 
i n v e s t e d  to y i e l d  a d d i t i o n a l  incom e/  all of w h i c h  w i l l  be 
a v a i l a b l e  for t r a n s f e r  to the d i v i d e n d  f u n d  o r  f or a p p r o­
pr i a t i o n .  T h e  d e f i n i t i o n  o f  " i n c o m e  a v a i l a b l e  for d i s t r i­
bu t i o n "  as the a v e r a g e  n e t  i n c o m e  for the la st  five f is ca l  
y e a r s  is r e t a i n e d  in o r d e r  to a v o i d  a n y  e f f e c t  o f  thi s b i l l  
o n  t he f l o w  of m o n e y  to t h e  d i v i d e n d  fund. Th e c h a n g e s  to 
secs. 10 a n d  11 h a v e  b e e n  d r a f t e d  w i t h  the a d v i c e  o f  the 
i n d e p e n d e n t  a c c o u n t a n t s  w h o  p e r f o r m e d  the c o r p o r a t i o n ' s  1981 
audit, a n d  h a v e  b e e n  a p p r o v e d  as u n d e r s t a n d a b l e  a n d  w o r k a b l e  
f r o m  a n  a c c o u n t i n g  s t a n d p o i n t .

(4) A S  3 7 . 1 3 . 1 4 0  (sec. 10 o f  t h e  bill) ha s  b e e n  
a m e n d e d  to p r o v i d e  t h a t  u n r e a l i z e d  g a i n s  a n d  l o s s e s  are 
e x c l u d e d  w h e n  c o m p u t i n g  n e t  income. Thi s  p r o v i s i o n  is 
c o n s i s t e n t  w i t h  the p r e s e n t  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  (GAAP) w h i c h  a re i n c o r p o r a t e d  by A S  37.13. 14 0,  
b u t  w e  a re a d v i s e d  t h a t  the G A A P  m a y  b e  r e v i s e d  to a l l o w  
i n c l u s i o n  of u n r e a l i z e d  g a i n s  a n d  l o s s e s  w h e n  c o m p u t i n g  n e t  
i n c om e.  W h i l e  it is i m p o r t a n t  for s o u n d  m a n a g e m e n t  to k n o w  
t h e  m a r k e t  v a l u e  of the fund, this c o n c e r n  is s a t i s f i e d  by 
t he r e p o r t i n g  r e q u i r e m e n t  of A S  3 7.13.170. T he B o a r d  of 
T r u s t e e s  h a s  d e t e r m i n e d ,  a n d  I concur, t h a t  si nc e the a m o u n t  
o f  i n c o m e  a v a i l a b l e  for d i s t r i b u t i o n  is f i x e d  b y  t jatute and 
m a y  n o t  b e  a l t e r e d  b y  the Board, it is i m p e r a t i v e  for s ou nd  
m a n a g e m e n t  o f  the f u n d  to e n s u r e  the e x c l u s i o n  of u n r e a l i z e d  
g a i n s  a n d  l o s s e s  w h e n  c o m p u t i n g  d i s t r i b u t a b l e  income.

S  "~S^ncer^fly, f
'/ i

J a y  is. H a m m o n d  
G o v e r n o r
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THE LEGISLATURE OF THE STATE O F  A L A S K A
T W E L F T H  LE G I S L A T U R E

FISCAL NOTE

I .

II.

R E Q U E S T  ,
Bill/Resolution No. CS SSSB 684 (-&T&-.) ( f i\r̂  ) < \ _____________
T i t l e  R e l a t i n g  t o  I n v e s t m e n t  & M a n a g e m e n t  o f  t h e  A k .  P e r m a n e n t  F u n d  

R e q u e s t e d  b y _______________________________________________________Date 5/12/82_______

FISCAL D ETAIL 
A g e n c y  Affected, D e p a r t m e n t  o f  R e v e n u e

P e r m a n e n t  F u n d  Corp.P r o g r a m  C a t e g o r y  A f f e c t e d  
BRU, Program, Or Subprogram(s) Affected, P e r m a n e n t  F u n d  Corp.
(Note: if mor e  than one b u dget c o mponent is affected, separate line-item 

amounts and f u n d i n g  for each c o m p o n e n t  in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

FY 82 F Y  83 FY 84 FY 85 FY 86 FY 87

100 P E R S O N A L  SERVICES
200 T R A V E L
300 C O N T R ACTUAL
4 00 COMMODITIES
500 E Q U I P M E N T
600 LA N D  &  STRUCTURES
700 GRANTS,CLAIMS,ETC.

94.4

(28.8) .
1,938.0

TOTAL 2 ,003.6

FUNDING (Thousands of Dollars)

G E N E R A L  FUND
F E D E R A L  FUNDS
O T H E R  (Specify Source)
P e r m a n e n t  F u n d  I nccme 2,003.6

POSITIONS

FULL TIME _

PAR T  TIME
T E M P O R A R Y

III. A N A L Y S I S  (See Fiscal Note Prepar a t i o n  Instruction, S e c tion III)

P e r s o n a l  S e r v i c e s  i s  for four p u b l i c  m a n b e r s  o f  B o a r d  o f  T r u s t e e s  t o  b e  co m p e n s a t e d  a t  

s a l a r y  p r e s c r i b e d  f o r  st a t e  legislators. R e d u c t i o n  in T r a v e l  f o r  d e l e t i o n  of 

$ 4 0 0 / m e e t i n g  d a y  h o n o r a r i u m  b u d g e t e d  f or p r e s e n t  p u b l i c  members.

C o n t r a c t u a l  S e r v i c e s  is f o r  a s s o c i a t e d  o u t s i d e  m a n a g e m e n t  a n d  s afekeeping c o s t s  o f  n e w  

a l l o w a b l e  i n v e s t m e n t s  w h e r e  applicable. Assu m e s ,  b a s e d  o n  a v e r a g e  fund b a l a n c e  for a 

f i s c a l  year; 25% i n  p r e f e r r e d  a n d  c o m m o n  stock, 5% r e a l  e s t a t e  equity, 5% foreign 

s e c u r i t i e s  a n d  c e r t i f i c a t e s  o f  deposit. S t o c k  is a t  o n e - h a l f  o f  m a x i m u m  a l l o w e d , 

o t h e r s  a t  o n e - t h i r d  o f  m a x i m u m  allowed. F e e  r a t e  le v e l  for F Y  83 a n d  F Y  84; 10% fee 

i n c r e a s e  a s s u m e d  s t a r t i n g  F Y  85 a nd af t e r  (not p e r  y e a r ) . B r o k e r a g e  fee o n  pre f e r r e d  
a n d  c o m m o n  s t o c k  n o t  i n c l u d e d  a s  it is p a r t  o f  b a s e  s e c u r i t y  cost.

F Y  83 a s s u m e s  a b o v e  p e r c e n t a g e s  for o n e - h a l f  y e a r  o n l y  a s  t r a n s i t i o n  time t o  n e w  

i n v e s t m e n t  categories. N e t  e f f e c t  o f  a b o v e  s c e n e r i o  p l a c e s  35% o f  all c o rporate 

a s s e t s  w i t h  o u t s i d e  m a nagers, the b a l a n c e  65% r e m a i n s  for i n t e r n a l  managenent. 

tv. d a t e  r 1982 PREPARED B Y  H o u s e  F i n a n c e  C c m m i t t e e

A G E N C Y _____________________________________
Original: Le g i s l a t i v e  Finance PHONE 465-3757 ~~~  .
cc: B u d g e t  and M a n a g e m e n t  / ]  /"I ^ ^

Prime Sponsor (First Legislator Named) L A ^!.
3 3-001 (Rev. 12/81) A T ^ A ^ m s ,  C hai r

F - K u n c e  Ccmm i t t e e



I.

FISCAL NOTE

REQUEST
Bill/Resolution Number: CS for SS for SB 684 (Finance) __________
Title: Relating to investment and management of the Alaska Permanent Fund 
Requested by: Senate Finance Date: 4/7/82

THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

II. FISCAL DETAIL
Agency Affected: Department of Revenue___________ ___________ ____________________
Program Category Affected: Alaska Permanent Fund Corporation 
BRU, Program, or S u b p r o g r a m ^ ) Affected: Alaska Permanent Fund Corporation 
(Note: If more than one budget component is affected, separate line-item 

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars) 
FY 82 I FY 83

100 PERSONAL SERVICES 
200 TRAVEL 
300 CONTRACTUAL 
400 COMMODITIES 
500 EQUIPMENT 
600 LAND & STRUCTURES 
700 GRANTS,CLAIMS,ETC 
800 MISCELLANEOUS

TOTAL

FUNDING (MILLIONS of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER (Specify Source)

POSITIONS

FULL TIME 
PART TIME 
TEMPORARY

- I

+25.6

FY 84 | FY 85 | FY 86 

 I..........I-.......
FY 87

- I

- I
- I

- I

- I

■I-
Future has costs, but can't be estimated

- I - I - I

I I i

- I
- I

- I
- I

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

With the transition •, le in Sec. 15 of the proposed Finance CS, the effect of trans­
ferring one half of tiic disbursable income to the Permanent Fund principal instead of 
the General Fund is fully offset in FY 83. The net effect of this is to make an ex­
tra $25.4 million available for expenditure in FY 83, since the Bill increases the 
amount of Permanent Fund income goirit into the PFD account and thereby reduces the 
General Fund appropriation dollar for dollar. The increase in Permanent Fund income 
comes from converting from a cash-received basis to an earned-income basis for compu­
ting the disbursable income. In FY 84 and thereafter, the transfer of one-half of the 
of the Permanent Fund income stream back to the principal of the Fund will have an 
effect on General Fund income, but the extent of this effect cannot be estimated at 
the present time because of uncertainties in future interest rates, the contributions 
to the Permanent Fund, and the balance in the Permanent Fund in the future.

IV. DATE: April 7, 1982

=Or-i gi n aT=r= is g.i:s la t i -vê F-i n a n c e ^ =  
cc: Budget and Management

Prime Sponsor (First Legislator Named) 
33-001 (Rev. 12/81)

PREPARED BY: Thomas K. Williams 
AGENCY: Department of Revenue

_ r.---p.H0 N E 46 5-2300 - - - - - - -______________ —
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Orig i n a l  sponsor: R u l e s / G o v e r n o r Offered: 4/23/82
Referred: Rules

IU THE S E NATE BY T HE F I N ANCE COMMITTEE

CS FOR S P O N S O R  S U B STITUTE F O R  SENATE BILL NO. 684 (Finance) am 

IN THE L E G I S L A T U R E  OF T H E  STATE O F  A L A S K A  

T W E L F T H  L E G I S LATURE - SECOND SESSION 

A  BILL

For an Act entitled: "An Act relating to the investment and m a n a g e m e n t  of

the A laska p ermanent fund a nd to the computation of the

income of the fund a vailable for distribution; and

p r o v i d i n g  for an e f fective date."

BE IT ENACTED BY T H E  L E G I S L A T U R E  OF THE STATE O F  ALASKA:

* S e c t i o n  1. A S  37.13.050 is amended to read:

Sec. 37.13.050. COMPOSITION A N D  Q U A L I F I C A T I O N S  OF BOARD..OF 

TRUSTEES. (a) The Board of Trustees of the A l a s k a  Permanent Fund

C o r p o r a t i o n  consists of six members appo i n t e d  by the governor. Two

[THREE] of the members shall be heads of principal departments of state 

government, one of w h o m  shall be the c o mmissioner of revenue. Four 

[THREE] m e m b e r s  shall be appointed by the governor from the public and 

m a y  not h o l d  any other state or federal office, position or employment, 

e i ther elective or appointive, except as a m e m b e r  of the armed forces of 

e i ther the U nited States or of this state. [MEMBERS O T H E R  THAN THE 

C O M M I S S I O N E R  OF R E V ENUE SHALL BE S E P ARATELY C O NFIRMED BY A  M A J O R I T Y  OF 

T HE M E M B E R S  OF THE L E G I S L A T U R E  IN J O I N T  SESSION.]

(b) T he four [THREE] p u blic m e m bers of the bo a r d  shall have r e c o g­

nize d  co m p e t e n c e  and w i d e  experience in finance, investments, or other

busin e s s  m a n a g e m e n t - r e l a t e d  fields.

(c) The bo a r d  shall annu a l l y  elect a chairman from among its 

m e m b e r s .

* Sec. 2. AS 37.13.060 is a m e n d e d  to read:

Sec. 37.13.060. TE R M  OF OFFICE. The p ublic m e m bers of the

-1- CSSSSB 6 8 4 (Fin) am



b o a r d  shall be a p p o i n t e d  for terms of four [THREE] years, and they may 

be r e a p p o i n t e d  [SUBJECT TO C O N F I R M A T I O N  BY A  M A J O R I T Y  OF THE M E M B E R S  OF 

T HE L E G I S L A T U R E  IN J O I N T  S E S S I O N ] . The terms of the public members 

[TERMS] shall be stag g e r e d  so that no m o r e  than one term of a public 

m e m b e r  expires each y e a r . [INITIAL TERMS FOR M E M B E R S  O T H E R  THA N  THE 

C O M M I S S I O N E R  OF R E V E N U E  SHALL BE TWO M E M B E R S  S E R V I N G  FOR ONE YEAR, TWO 

M E M B E R S  S E R V I N G  F O R  T WO Y E A R S , A N D  ONE M E M B E R  SERVING FOR TH R E E  Y E A R S .] 

Sec, 3. AS 37.13.070 is amended to read:

Sec. 37.13.070. R E M O V A L  A N D  VACANCIES. (a) The governor may 

remove a m e m b e r  of the bo a r d  fro m  office. [HOWEVER, T H E  R E M O V A L  OF A  

M E M B E R  OF T H E  BO A R D  IS S U B JECT TO D I S A P P R O V A L  BY A  VOTE OF A M A J O R I T Y  OF 

T HE M E M B E R S  O F  T HE L E G I S L A T U R E  A T  T HE F I R S T  J O I N T  SESSION HELD 10 OR 

M O R E  DAYS A F T E R  THE L E G I S L A T U R E  R E C E I V E S  N O T I C E  OF THE R E M O V A L  FROM THE 

GOVERNOR.] A  reir val by the governor shall be in w r i t i n g  and shall 

state the r e a s o n  for the removal. A  m e m b e r  w h o  is removed by the 

gove r n o r  m ay not partic i p a t e  in b o a r d  busi n e s s  and m ay not be counted 

for purposes of e s t a b l i s h i n g  a q u o r u m  after [BETWEEN T HE TIME] he r e­

ceives w r i t t e n  n o t i c e  of his removal from the governor [AND T HE TIME 

T H A T  T H E  L E G I S L A T U R E ' S  PO W E R  TO D I S A P P R O V E  T HE R E M OVAL U N D E R  THIS S U B­

SECTION EXPIRES. IF T HE L E G I S L A T U R E  D I S A P P R O V E S  T H E  R E M O V A L  O F  A  BOARD 

MEMBER, T H E  BOARD M E M B E R  SHALL BE REINSTATED].

(b) A  v a c a n c y  on the b o a r d  shall be prom p t l y  filled by appointment 

by the g o v e r n o r  [AND C O N F I R M A T I O N  BY A  M A J O R I T Y  OF T HE M E M B E R S  OF THE 

L E G I S L A T U R E  IN J O I N T  S E S S I O N ] . A n  appointee to a v a c a n c y  shall hold 

o ffice for the b a l a n c e  of the term for w h i c h  his predec e s s o r  on the 

bo a r d  w as appointed. [IF A  V A C A N C Y  A RISES ON T H E  BOARD W H I L E  T HE L E G I S­

LAT U R E  IS NOT IN SESSION, T HE G O V E R N O R  M A Y  A P P O I N T  A N  INTERIM BOARD 

M E M B E R  W H O  SHALL E X E R C I S E  THE POWERS O F  A  BOARD M E M B E R  U N T I L  T H E  L E G I S­

LAT U R E  FAILS TO C O N F I R M  T HE A P P O I N T M E N T  OF THE I N T ERIM BO A R D  MEMBER.]

-2- C S SSSB * 8 4 (Fin) am
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(c) A  v a c a n c y  on the bo a r d  does not impair the a u t h o r i t y  of a 

qu o r u m  of the b o a r d  to exer c i s e  all the p o wers a nd p e r f o r m  all the 

duties of the board.

* Sec. 4. AS 37.13.090 is a m e nded to read:

Sec. 37.13.090. C O M P E N S A T I O N  OF BO A R D  MEMBERS. P u b l i c  m e m b e r s  of 

the b o a r d  receive an h o n o r a r i u m  of $400 for each day spent at a m e e t i n g  

of the b o a r d  or at a m e e t i n g  of a s u b c o m m i t t e e  of the b o a r d  or at a 

public m e e t i n g  as a repr e s e n t a t i v e  of the board. M e m b e r s  [MEETING DAY 

IF T H E Y  A T T E N D  T H E  MEETING. A L L  MEMBERS] of the b o a r d  are e n t i t l e d  to 

per die m  and travel allowances as p r o v i d e d  b y  law for m e m b e r s  of state 

boards and commissions.

* Sec. 5. AS 37.13.120(g) is amended to read:

(g) Subject to the limitations c o n t a i n e d  in [(h) A N D  (i) OF] this 

section, the b o a r d  m a y  invest co r p o r a t i o n  assets at such c o m p e titive 

national m arket rates or prices as are ap p l i c a b l e  to each investment 

only in

(1) obliga t i o n s  of, or o b l i g ations insured by or gua r a n t e e d  

by, the U n i t e d  States or agencies or i n s t r u m entalities of the United 

S t a t e s ;

(2) ob l i g a t i o n s  secured by reserves paid in by the U n i t e d  

States or agencies or i n strumentalities of the U nited States or o b l i g a­

tions of c o rporations in w h i c h  the U n i t e d  States is a s h a r e h o l d e r  or 

m e m b e r ;

(3) c e rtificates of deposit and term deposits of [ISSUED BY] 

Un i t e d  States domestic banks w h i c h  are m e m b e r s  of the F e d eral D e p osit 

Insurance C o r p o r a t i o n  and [FOR] w h i c h  m ay be readily sold in a [GENERALLY 

RECOGNIZED] s econdary m arket at prices r e f l e c t i n g  fair v a l u e  [EXISTS] or 

w h i c h  are fully secured at all times as to p a y ment of p r i n c i p a l  and 

interest as [BY INVESTMENTS] des c r i b e d  in Cm). [(1), (2), (8) O R  (12) -
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(16)] of this section [SUBSECTION; T HE SECURITY P L E DGED U N D E R  THIS P A R A­

GRAP H  SHALL L £  A T  L E A S T  E Q U A L  TO T H E  FACE VA L U E  OF T H E  D E P O S I T  A N D  THE 

BOARD M AY R E Q U I R E  S U B S T I T U T I O N  OF C O L L A T E R A L ] ;

U .) c e rtificates of deposit and term deposits [SHARES] of 

federally c h a r t e r e d  savings a n d  loan [LOANS] a s s o c i a t i o n s . in A l a s k a
r f

w h i c h  m a y  b e  r e a d i l y  sold in a secondary m a r k e t  at prices r e f l e c t i n g  

fair va l u e  or w h i c h  are fully secured at all times as to p a y m e n t s  of 

principal and interest £ S  [BY INVESTMENTS] d e scribed in (m) [(1), (2)]

of this se c t i o n  [SUBSECTION];

(5) [SAVINGS] c e r tificates of deposit and term deposits of 

[ISSUED BY] state c h a r t e r e d  savings and loan a s s ociations in A l a s k a  

w h i c h  m a y  be r e a d i l y  sold in a secondary m a r k e t  at prices r e f l e c t i n g  

fair value or w h i c h  are fully secured at all times as to paym e n t s  of 

principal and interest as_ [BY INVESTMENTS] des c r i b e d  in (m) [(1), (2)]

of this s e c tion [ S U B S E C T I O N ] ;

(6) c e rtificates of deposit and term deposits of [DEPOSITS 

WITH] m u t u a l  savings banks in A l a s k a  w h i c h  may be readily sold in a 

secondary m a r k e t  at prices r e f l e c t i n g  fair va l u e  or w h i c h  are fully 

secured at all times as to payments of prin c i p a l  and inte r e s t  as [BY 

INVESTMENTS] d e s c r i b e d  in On). [(1), (2)] of this s e c t i o n  [SUBSECTION];

(7) f i x e d - t e r m  certi f i c a t e s  of indebtedness of fede r a l l y  i n­

sured credit u nions in A l a s k a  w h i c h  m a y  be r e a dily r?ld in a secondary 

m a r k e t  at prices r e f l e c t i n g  fair va l u e  or w h i c h  are fully s e c ured at all 

times as to paym e n t s  of p r i n c i p a l  and interest as [BY INVESTMENTS] d e­

scribed in (m) [(1), (2)] of this s e c tion [SUBSECTION];

(8) cor p o r a t e  debt securities w h i c h  are r a t e d  A A  or b e t t e r  by 

a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  service;

(9) s h o r t - t e r m  corporate p r o m i s s o r y  notas of the h i g h e s t  

ratings assi g n e d  by a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  service;
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(10) bankers' ac c e p t a n c e s  drawn o n  a nd a c c e p t e d  by United 

States banks eac h  of w h i c h  h a v e  a comb i n e d  capital and surplus a g g r e­

gating at least $200,000,000;

(11) r e p u r c h a s e  agreements, the s e c u rities u n d e r l y i n g  the 

a g r e ements b e i n g  a ny of the items in (1) - (3) a nd (8) - (10) of this 

subsection;

(12) the g u a r a n t e e d  p o r t i o n  of F e d eral Small Busi n e s s  A d m i n i s­

tration loans;

(13) the p o r t i o n  of fi r s t  lien real e s t a t e  m o r t g a g e s  guaranteec 

by the F e d eral Veterans A d m i n i o t r a t i o n  [ A S S O C I A T I O N ] ;

(14) the portions of b u s i n e s s  a nd i n d u s t r i a l  loans m a d e  under 

the Rural De v e l o p m e n t  A c t  of 1972 w h i c h  are g u a r a n t e e d  b y  the Farmer's 

Home Administration;

(15) the gu a r a n t e e d  p o r t i o n  of F a r m e r ' s  H o m e  A d m i n i s t r a t i o n

l o a n s ;

(16) notes secured b y  m o r t g a g e s  g r a n t i n g  a first lien on c o m­

mer c i a l  or [OF] r e s i d ential real estate i m p r o v e d  by c o m p l e t e d  b u ildings 

if the m o r t g a g e s  are insured b y  a private m o r t g a g e  i n surance corporation 

w h i c h  is a u t horized to do b u s i n e s s  in A l a s k a  a n d  has c o m b i n e d  capital 

and (,] surplus [AND RESERVES] a g g r e g a t i n g  at least $ 2 0 , 0 0 0 , 0 0 0 , and if 

l o a n -to-value ratios do not e x c e e d  75 p e r cent for com m e r c i a l  m o rtgages 

and 90 p e r cent for r e s i d e n t i a l  m o r t g a g e s ; h o w e v e r , [THE M I N I M U M  COVERAGE 

SHALL BE 10 P E R C E N T  F OR LO A N S  H A V I N G  A  L O A N - T O - V A L U E  R A T I O  OF LESS THAN 

90 PERCENT, A N D  T HE M I N I M U M  C O V E R A G E  SH A L L  BE 20 P E R C E N T  F O R  LOANS 

H A V I N G  A  L O A N - T O - V A L U E  RATIO OF 90 P E R C E N T  O R  MORE.]

(A) no m o r t g a g e  insurance is n e c e s s a r y  for commercial 

loans h a v i n g  loan-to-value ratios of less than 50 p e r c e n t  and the 

m i n i m u m  coverage of ot h e r  c o m mercial loans shall b e  10 percent for 

those h a v i n g  a l o a n -to-value ratio o f  50 - 60 p e r c e n t  and 15 p e r c e n  :
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for those h a v i n g  a loan- t o - v a l u e  ratio g r e ater than 60 p e r cent but

no more than 75 percent, and

(B) no m o r t g a g e  i n s u r a n c e  is n e c e s s a r y  for re s i d e n t i a l  

loans h a v i n g  a loan-to-value ra t i o  of less than 70 p e r cent a nd the 

m i n i m u m  coverage of other r e s i d e n t i a l  loans shall b e  10 p e r c e n t  for 

those h a v i n g  a loan-to-value ratio g r e ater than 70 percent but less 

than 90 p e r cent and 20 p e r c e n t  for those h a v i n g  a l o a n - t o - v a l u e 

ratio of 90 percent;

(17) notes secured b y  m o r t g a g e s  gran t i n g  a first lien on c o m­

mer c i a l  real estate improved b y  c o m p l e t e d  b u ildings if the or i g i n a t i n g  

financial i n s t i tution retains at least 25 percent of the m o r t g a g e  un t i l  

maturity;

(18) p r e f e r r e d  and c o m m o n  st o c k  of corporations incorp o r a t e d  

in the U n i t e d  States;

(19) certificates of deposit, ter m  deposits, or bankers'* accep 

tances, w h i c h  are issued by a U n i t e d  States b a n k  or trust company 

located in a foreign country a nd are d e n o m i n a t e d  in United States c u r­

rency, if either (A) they m a y  b e  r e a d i l y  sold in a secondary m arket

at prices r e f l e c t i n g  fair value, or (B) the issuing b a n k  or trust c o m­

pan y  has capital a nd surplus at the date of issue equ a l l i n g  at least 

$500,000,000; investments mad e  u n d e r  this p a r a g r a p h  are n ot subject to 

the collateral requir e m e n t s  for d o m e s t i c  certificates u n d e r  (m) of this 

section;

(20) e q u i t y  interests in, and debt obligations secured by 

m o r t g a g e s  granting a first lien on, real estate improved b y  c o mpleted 

a n d  substantially r e nted b u i l d i n g s  a nd l o c a t e d  in the U n i t e d  States, if 

these investments are made

(A) in a corporation, partnership, trust, or other 

entity in which, at the c o n c l u s i o n  o f  eac h  i n v e stment transaction,
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at least 60 percent: of the b e n e f i c i a l  owne r s h i p  interests are hel d  

ny o t h er institutional investors, and w h i c h  is organized and o p e r­

ated for the p u r pose of m a k i n g  real e s t a t e  investments by a bank, 

insurance company, or other m a n a g e r  of i n s t itutional funds w h i c h  

has had at least five years of e x p e r i e n c e  in the ma n a g e m e n t  of real 

estate investments of insti t u t i o n a l  investors; or

(B) in co n j u n c t i o n  w i t h  a nd on s u b s tantially the sam e  

terms as an entity d e scribed in (A) of this paragraph.

* Sec. 6. AS 37.13.120(i) is r e p e a l e d  and r e e n a c t e d  to read:

(i) At the time of each investment, the aggregate investment of 

the A l a s k a  per m a n e n t  fund in each s t a t e d  category of investment m a y  r.ot 

e xceed the f o llowing stated p e r c e n t a g e  of the total investments of the 

fund: m o rtgages u n d e r  (g)(16) of this section, 15 percent; real estate

investments under (g)(21) of this section, 15 percent; foreign c e r t i f i­

cates of deposit or the eq u i v a l e n t  un d e r  (g)(20) o f  this section, 20 

percent; corporate stocks and dcbu securities u n d e r  (g)(8), (9), and

(18) of this section, 50 percent. T he A l a s k a  p e rmanent fund may at no 

time own more than five p e r cent of che v o t i n g  stock of a corporation. 

Domestic stocks, except for b a n k  a nd ins u r a n c e  company stocks, m u s t  be 

listed at the date of p u r c h a s e  on an e x c h a n g e  reg i s t e r e d  w i t h  the 

Securities and Exchange Commission.

* Sec. 7. AS 37.13.120 is a m e n d e d  b y  a d d i n g  a n e w  subsection to read:

(m) C e r tificates of deposit or the e q u ivalent instruments w h i c h  

are not of a q u a lity that may be r e a d i l y  sold in a secondary market at 

prices r e f l ecting fair v a l u e  m u s t  be s e c ured by a pledge as ccila.era! 

of investments au t h o r i s e d  for the A l a s k a  perm a n e n t  fund under (g)(1),

(2), (8), or (12) - (17) of this section, w h i c h  investments have value 

at least equal to the face value of the ce r t i f i c a t e  of deposit. The 

b o a r d  m a y  require subst i t u t i o n  of c o l l a t e r a l  in order to ensure continued
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s a t i s f a c t i o n  of the requirements set out in this subsection.

* Sec. 8. AS 37.13.140 is repe a l e d  and r e e n a c t e d  to read:

Sec. 37.13.140. INCOME. N et income of the corpor a t i o n  mus t  be 

c o m p u t e d  annually as of the last day of the fiscal yea r  in accordance 

w i t h  gen e r a l l y  accepted a c c ounting principles, e x cluding any u n r e a l i s e d  

gains or losses. Income available for d i s t r i b u t i o n  equals the average 

n e t  income of the corporation for the last five fiscal years, including 

the fiscal y e a r  just ended, but m a y  not e x c e e d  net income of the c o r p o r a­

tion for the fiscal year just ended plus the b a l ance in the undis t r i b u t e d  

income account described in A S  37.13.145.

* Sec. 9. AS 37.13 is amended by a dding a n e w  section to read:

Sec. 37.13.145. D I S P O S I T I O N  O F  INCOME. At the end of each fiscal

year, an amount sufficient to offset the effect of inflation on principal 

of the A l a s k a  p ermanent fund d uring that year, as m e a s u r e d  by a n a t i o n­

ally re c o g n i z e d  index, shall be t r a n s f e r r e d  from net income as defined 

in AS 37.13.140, exlu d i n g  income on the u n d i s t r i b u t e d  income account in 

the A l a s k a  per m a n e n t  fund, to the p r incipal of the A l a s k a  permanent, fund 

for reinvestment. The b a l a n c e  of the n e t  income as defined in AS 37.13.- 

140 shall b e  t ransferred to the u n d i s t r i b u t e d  income account in the 

A l a s k a  p e rmanent fund. M o n e y  in the u n d i s t r i b u t e d  income account shall 

be inve s t e d  in investments a u t h o r i z e d  u n d e r  AS 37.13.120. Income from 

the investment of the u n d i s t r i b u t e d  income account shall be treated as 

an addi t i o n  to that account.

* Sec. 10. AS 37.13.150 is amended to read:

Sec. 37.13.150. C O R P O RATION [BOARD] BUDGET. The revenues g e n e r a­

ted by the corporation's investments mus t  be identified as the source 

of the ope r a t i n g  budget of the co r p o r a t i o n  in the state's o perating 

b u d g e t  u n d e r  [BOARD IS FRO M  T HE G E N E R A L  FU N D  A ND IS SUBJECT TO] the 

E x e c u t i v e  Budget A ct (AS 37.07.010 - 37.07.130). The u n e x p e n d e d  b a l -
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ance of the corporation's annual o p e r a t i n g  b udget does not lapse at 

the end of the fiscal year but shall be treated as income under AS 37.

1 3 . 1 4 0 .

* Sec. 11. AS 37.13.160 is a m e nded to read:

Sec. 37.13.160. AUDITS. The L e g i s l a t i v e  B u dget and Audit C c m m i t­

tee may [SHALL] provide for an annual post audit and annual operational 

and p e r f o r m a n c e  evaluations of the c o r p o r a t i o n ' s  investments and i n v e s t­

ment programs.

* Sec. 12. AS 37.13 is amended by a d ding a n e w  section to read:

Sec. 37.13.205. REGULATIONS. The b o a r d  may adopt regulations 

un d e r  the A d m i n i strative Procedure Act (AS 44.62) to interpret and 

implement this chapter.

* Sec. 13. AS 37.13.130 is repealed.

* Sec. 14. T r a n s i t i o n  to four-year terms for m e m b e r s  of the Board of 

[Trustees of the A l a s k a  Permanent Fund C o r p o r a t i o n  as p r o v i d e d  in AS 37.13.060 

is amended in sec. 2 of this Act shall be i m p l e m e n t e d  as follows: at the 

expiration of the present term of each p u blic member, the governor shall 

appoint a replacement, or reappoint the p r e s e n t  member, for a term of four 

fears. W i t h i n  90 days after the eff e c t i v e  date of this Act, the governor 

shall appoint a public m ember to replace one of the two p r e sent heads of 

principal d epartments other than the c o m m i s s i o n e r  of revenue, to serve for a 

term of four years or less w h i c h  term expires in a year w h e n  n o  other public 

nember's term expires. The hea d  of a p r incipal department- w ho is to be re- 

ilaced shall continue to serve or. the bo a r d  until the appointment of a re- 

ilaci-ment.

* Sec. 15. TRANSITION. (a) All income e a r n e d  by the A l a s k a  permanent: 

fund b e fore the e f fective date of this A c t  that is not income available for 

disbursement shall be transferred to the u n d i s t r i b u t e d  income account e s t a b­

lished in AS 37.13,145 added b y  sec. 9 of this Act. However, the amount
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t r a n s f e r r e d  u n d e r  this section shall be reduced by a n  amount equal to one- 

half of jhe income a v ailable for d i s bursement for fiscal yea r  1983.

(b) The amount equal to the r e d u c t i o n  in income un d e r  (a) of this 

section shall b e  t r a n s f e r r e d  to the general fund.

(c) In this s e c tion "income a v ailable for d i s b u r s e m e n t "  shall be d e t e r­

mine d  as set o ut in AS 37.13.140 before amen d m e n t  by this Act.

* Sec. 16. This A ct takes effect July 1, 1982.
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T H E  L E G I S LATURE OF THE STATE OF A L A S K A

T W E LFTH LE G I S L A T U R E

I.

F ISCAL NOTE

REQUEST C . 6> j2  &
Bil l / R e s o l u t i o n  Number: SS5fr-58?~(379/82)

(J3 - M
Title: Rela t i n g  to Investment & Ma n a g e m e n t  of the A l a s k a  Permanent Fund 

Requested by: ______________________________________  Date: 4/7/82 ______________

II. F ISCAL DETAIL

Agency Affected: Department of Revenue

P r o gram Category Affected: Permanent Fund Corp.

BRU, Program, or Subprogram(s) Affected: P e rmanent Fund Corp._______________

(Note: If more than one budget component Is affected, separate l i ne-item 

amounts and funding for each c o mponent in the a n a l y s i s  section.)

EXPEND I T U R E S  (Thousands of Dollars)

1
__________________________1 _

FY 82 I FY 83 1 
_j___________ |

FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES I - I 94.4 I 103.8 114.2 125.6 138.2

200 TRAVEL - (28.,8) 1 - - - -

300 C ONTRACTUAL - [ 2,425.0 I 5,190.0 6,458.0 7,287.0 8,152.0

400 COMMODITIES ! - | | - - - -

500 E QUIPMENT 1 - 1 - 1 - - - -

600 LA N D  & STRUCTURES I - 1 - 1 - - - -

700 G R A N T S , C L A I M S , E T C  I - 1 - I - - - -

800 M I S C E L L A N E O U S  1 
__________________________1

— 1 ‘ - I 
_|___________ |

— — — —

TOTAL 1 
____________________________ 1

- 1 tfTT 1 5,293.8 6,572.2 7,412.6 8,290.2

2-*7. ? ~S3S~% 2. b~0 7 S ’. 1 (CJ 3 S ’. i

FUNDING (Thousands
___________________________ I...

of Dollars)
l - l

GE N ERAL FUND ! - 1 - 1 - - - -
FEDERAL FUNDS ! - 1 - 1 - - - -

OTHER (Specify S o u r c e ) 1 I 0 0 3  • 1

PERMANENT FUND INCOME I
I

I .2,490.6 |
I l

5,293.8 6,572.2 7,412.6 8,290.2

POSITIONS
l 1 1 1 I 1

FU L L  TIME ! - - 1 - - - -

PART TIME ! - 1 - 1 - - - -

T E M P O R A R Y  1 
---------------------------- 1 -

1 - 1 

-1----------- 1

III. ANALYSIS (See Fiscal Note Preparation Instruction, S e c tion III)

Personal Services is for four public members of Board of Trustees to be c o m p e nsated at 

s a lary prescribed for state legislators. R e d u c t i o n  in Travel for d e l e t i o n  of 

$400/meetfng day h o n o r a r i u m  budgeted for present public members.

Contractual Services is for associated outside m a n a g e m e n t  a nd s afekeeping costs of n ew 

a llowable investments we r e  applicable. Assumes, based on a v e r a g e  fund balance for a 

fiscal year; 25% in preferred and common stock, 5% real estate equity, 5% foreign 

securities and certif i c a t e s  of deposit. Stock is at o n e - h a l f  of m a x i m u m  allowed, 

others at o ne-third of m a x i m u m  allowed. Fee rate level for FY 83 and FY 84; 10% fee 

Increase assumed starting FY 85 and after (not per year). Brokerage fee on preferred 

and common stock not included as it is part of base s e c u r i t y  cost.

FY 83 assumes above percentages for one-half y e a r  o n l y  as t r a nsition time to n e w  

investment categories. Net effect of above scenerio places 35% of all corporate 

assets wit h  outside managers, the balance 65% remains for internal management. .
/4 '

IV. DATE: April 7, 1982 PREPARED BY: A n s e l m  C. Staack, Treasury Comptroller

AGENCY: Dept, of R e v e n u e / T r e a s u r y  D i v i s i o n  

Original: L e g i s l a t i v e  Finance PHONE: 4 6 5 - 2 3 5 0

cc: Budget and Man a g e m e n t

Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/81)



T H E  L E G I S L A T U R E  OF THE STATE OF A L A S K A

T W E L F T H  L E G I S L A T U R E

F I S C A L  NOTE

I. R E Q U E S T

B i l l / R e s o l u t i o n  Number: SSSB 684 (3/9/82}_____________________________ ___________

Title: R e l a t i n g  to Investment & M a n a g e m e n t  of the Alaska P e rmanent Fund 

R e q u e s t e d  by: __________________________________________ Date: A / 7/82 _____________

II. F I S C A L  D E T A I L

A g e n c y  A f f e c t e d :  De p a r t m e n t  of Revenue__________ '__________________________________

P r o g r a m  C a t e g o r y  Affected: P e rmanent Fund Corp.

BRU, Program, or S u b p rogram(s) Affected: Permanent Fund Corp._______________

(Note: If m o r e  than one budget c o mponent is affected, separate l i n e - i t e m  

a m o u n t s  a nd funding for each component in the analysis section.)

E X P E N D I T U R E S  (Thousands of Dollars)

1
___________________________ 1 _

FY 82 FY 83 FY 84 F Y  85 FY 86 F Y  87

1
1 0 0  P E R S O N A L  S E R V I C E S  ! - 94.4 103.8 114.2 125.6 138.2
200 T R A V E L  1 - (28.8) - - - —

300 C O N T R A C T U A L  1 - 2,425.0 5,190.0 6,458.0 7,287.0 8,152.0
400 C O M M O D I T I E S  ! - - - - - —

500 E Q U I P M E N T - - - - - —

600 L A N D  & S T R U C T U R E S  j - - - - - —

700 G R A N T S , C L A I M S , E T C  1 - - - - — —

800 M I S C E L L A N E O U S  ' 
_____________________________|_

-
_____

- - - -

T O T A L  | - 1 2,490.6 5,293.8 6,572.2 7,412.6 8,290.2

F U N D I N G  (Thousands of Dollars)

G E N E R A L  FUN D  ! - — — — _

F E D E R A L  FU N D S  1 - - - - - —

O T H E R  (Specify Source)! 1
P E R M A N E N T  F U N D  I NCOME I - 2,490.6 5,293.8 6,572.2 7,412.6 8,290.2

P O S I T I O N S

F U L L  TIME I ~ 1
PA R T  TIME 1 - 1 | | -  | -  | —
T E M P O R A R Y 1 - 1 -

III. A N A L Y S I S  (See F i scal Note P r e p a ration Instruction, Section III)

Pe r s o n a l  Services is for four public m e m bers of Board of Trustees to be compensated at 

sa l a r y  p r e s c r i b e d  for state legislators. R e d u c t i o n  in Travel for d e l e t i o n  of 

$ 4 0 0 / m e e t i n g  day h o n o r a r i u m  budgeted for present public members.

C o n t r a c t u a l  Services is for a s s o ciated outside m a n a g e m e n t  and s a f e k e e p i n g  costs of n e w  

a l l o w a b l e  i n v e s t m e n t s  w e r e  applicable. Assumes, based on a v e r a g e  fund balance for a 

fiscal year; 25% in p r e f e r r e d  and c o m m o n  stock, 5% real estate equity, 5% foreign 

s e c u r i t i e s  and c e r t i f i c a t e s  of deposit. Stock is at one-half of m a x i m u m  allowed, 

others at o n e - t h i r d  of m a x i m u m  allowed. Fee rate level for F Y  83 a nd F Y  84; 10% fee 

i n c r e a s e  a s s umed s t a r t i n g  FY 85 and after (not per year). Bro k e r a g e  fee on preferred 

and c o m m o n  s t o c k  not incl u d e d  as it is part of base security cost.

F Y  83 a s s u m e s  a b o v e  p e r c e ntages for one-h a l f  ye a r  only as tr a n s i t i o n  time to n e w  

i n v e s t m e n t  ca t e g o r i e s .  Net effect of above scenerio places 35% of all corporate 

assets w i t h  o u t side managers, the balance 65% remains for internal m a n a g ement.

IV. DATE: Ap r i l  7, 1982 PREPARED BY: A n s e l m  C. Staack, Trea s u r y  Comptroller

-______________________________________________AGENCY:._D e p t .. of. R e v e n u e / T r e a s u r y  Division_____
Original: L e g i s l a t i v e  F i n a n c e  PHONE: 465- 2 3 5 0

c c : B udget a n d  M a n a g e m e n t

Prime S p o n s o r  (First L e g i s l a t o r  Named)

33-001 (Rev. 12/81)



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST

Bill/Resolution 
Title: Relating
Requested by: Senate Finance

NuTiber: CS for SS for SB 684 
to investment and management

(Finance) 
of the Alaska Permanent Fund

Date: 4/7/82

II. FISCAL DETAIL t *
Agency Affected: Department of Revenue  ________ ____________________
Program Category Affected: Alaska'Permanent Fund Corporation_________________
BRU, Program, or Subprogram!s) Affected: Alaska Permanent Fund Corporation 
(Note: If more than one budget component is affected, separate line-item 

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars) 
FY 82 | FY 83

100 PERSONAL SERVICES 
200 TRAVEL 
300 CONTRACTUAL 
400 COMMODITIES 
500 EQUIPMENT 
600 LAND & STRUCTURES 
700 GRANTS,CLAIMS,ETC 
800 MISCELLANEOUS

TOTAL

FUNDING (MILLIONS of Dollars)

GENERAL FUND 
FEDERAL FUNDS 
OTHER (Specify Source)

POSITIONS

FULL TIME 
PART TIME 
TEMPORARY

- | +25.6

FY 84 FY 85 | FY 86 | FY 87

 I—  I.............
- I - I

- I - I

I-
Future has costs, but can't be estimated

- !

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

With the transition rule in Sec. 15 of the proposed Finance CS, the effect of trans­
ferring one half of the disbursable income to the Permanent Fund principal instead of 
the General Fund is fully offset in FY 83. The net effect of this is to make an ex­
tra $25.4 million available for expenditure in FY 83, since the Bill increases the 
amount of Permanent Fund income going into the PFD account and thereby reduces the 
General Fund appropriation dollar for dollar. The increase in Permanent Fund income 
comes from converting from a cash-received basis to an earned-income basis for compu­
ting the disbursable income. In FY 84 and thereafter, the transfer of one-half of the 
of the Permanent Fund i.icome stream back to the principal of the Fund will have an 
effect on General Fund income, but the extent of this effect cannot be estimated at 
the present time because of uncertainties in future interest rates, the contributions 
to the Permanent Fund, and the balance in the Permanent Fund in the future.

IV. DATE: April 7, 1982

rD r4gi nafc- be gisl a ti -v e=F-i n a n c e ^ =  
cc: Budget and Management

Prime Sponsor (First Legislator Named) 

33-001 (Rev. 12/81)

PREPARED BY: Thomas K. Williams 
AGENCY: Department of Revenue

— -RHO NE:-46 5 2300 ----------.
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O r i g i n a l  sponsor: R u l e s / G o v e r n o r Offered: 4/23/82
Referred: Rules

IK T HE SEHATE BY T H E  F I N A N C E  C O MMITTEE

CS F O R  S P O N S O R  S U B S T I T U T E  F O R  S ENATE BILL NO. 684 (Finance) am 

IN THE L E G I S L A T U R E  O F  T H E  STATE O F  A L A S K A  

T W E L F T H  L E G I S L A T U R E  - S ECOND S E S S I O N  

A  BILL

For an Act entitled: " An A c t  r e l a t i n g  to the inv e s t m e n t  a n d  m a n a g e m e n t  of

the A l a s k a  p e r m a n e n t  fu n d  and to the c o m p u t a t i o n  of the 

income of the fund a v a i l a b l e  for distribution; and 

p r o v i d i n g  for an e f f e c t i v e  date."

BE IT E N A CTED BY T HE L E G I S L A T U R E  O F  THE STATE OF ALASKA:

* S e c t i o n  1. AS 37.13.050 is a m e n d e d  to read:

Sec. 37.13.050. C O M P O S I T I O N  AND Q U A L I F I C A T I O N S  OF BOARD OF 

TRUSTEES. (a) The B o a r d  of Trus t e e s  of the A l a s k a  P e r m a n e n t  Fund 

C o r p o r a t i o n  consists of six m e m b e r s  a p p o i n t e d  by the governor. Two 

[THREE] of the members shall be heads o f  pri n c i p a l  depart m e n t s  of state 

government, one of w h o m  shall be the c o m m i s s i o n e r  of revenue. Four 

[THREE] m e m bers shall b e  a p p o i n t e d  by the gove r n o r  fr o m  the p ublic and 

m a y  not hol d  any other state or federal office, p o s i t i o n  or employment, 

either elective or appointive, except as a m e m b e r  of the armed forces of 

e i ther th : U n i t e d  States or of this state. [MEMBERS O T H E R  TH A N  THE 

C O M M I S S I O N E R  OF R E V ENUE SHALL BE SEP A R A T E L Y  C O N F I R M E D  BY A  M A J O R I T Y  OF 

THE M E M BERS OF THE. L E G I S L A T U R E  IN J O I N T  SESSION.]

(b) The four [THREE] public m e m b e r s  of the b o a r d  shall have r e c o g­

niz e d  competence and w i d e  experience in finance, investments, or other 

busin e s s  m a n a g e m e n t - r e l a t e d  fields.

(c) The b o a r d  shall a n n u a l l y  elect a chai r m a n  f r o m  a m o n g  its 

m e m b e r s .

* Sec. 2. AS 37.13.060 is a m e n d e d  to read:

Sec. 37.13.060. T E R M  O F  OFFICE. The p ublic m e m b e r s  of the

-1- C S S S S B  6 8 4 (Fin) a m
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boar-', shall be a p pointed for terms of four [THREE] years, and they may 

be r e a p p o i n t e d  [SUBJECT T O  C O N F I R M A T I O N  BY A  M A J O R I T Y  OF T11E M E M B E R S  OF 

T HE L E G I S L A T U R E  IN JO I N T  SESSION]. The terms of the p u blic m e m b e r s  

[TERMS] shall be stag g e r e d  so that no mor*. than one term of a p ublic 

m e m b e r  expires each y e a r . [INITIAL TE R M S  F O R  M E M B E R S  O T H E R  THA N  T HE 

C O M M I S S I O N E R  O F  R E V E N U E  SHALL BE T WO M E M B E R S  S E R VING FOR ONE YEAR, T WO 

M E M BERS S E R VING FOR T WO YEARS, AND ONE M E M B E R  S E R VING F O R  TH R E E  YEARS.]

* Sec. 3. A S  37.13.070 is a m e n d e d  to read:

Sec. 37.13.070. R E M O V A L  AND VACANCIES. (a) The gove r n o r  may 

r emove a m e m b e r  of the b o a r d  from office. [HOWEVER, THE R E M O V A L  OF A  

M E M B E R  OF THE BOARD IS S U B JECT TO D I S A P P R O V A L  BY A VOTE OF A  M A J O R I T Y  OF 

THE M E M B E R S  O F  T H E  L E G I S L A T U R E  AT T HE Fl X S T  JOINT S E S SION HELD 10 OR 

M O R E  DAYS A F T E R  THE L E G I S L A T U R E  RECE I V E S  N O T I C E  OF T H E  R E M O V A L  FROM THE 

GOVERNOR.] A r e m oval by the g o v e r n o r  shall be in w r i t i n g  and shall 

state the reason for the removal. A  m e m b e r  w h o  is removed by the 

governor m ay not pa r t i c i p a t e  in b o a r d  business and may n ot be c o u nted 

for purposes of establ i s h i n g  a q u o r u m  after [BETWEEN THE TIME] he r e­

ceives w r i t t e n  n o t i c e  of his r e m o v a l  from the governor [AND T H E  TIME 

T H A T  THE L E G I S L A T U R E ' S  P O W E R  T O  D I S A P P R O V E  THE REMOVAL U N D E R  THIS S U B­

SECTION EXPIRES. IF T HE L E G I S L A T U R E  DISAPP R O V E S  THE R E M OVAL O F  A  BOARD 

MEMBER, T HE BOARD M E M B E R  SH A L L  BE REINSTATED].

(b) A  v a c ancy on the bo a r d  shall be promptly filled by appointment 

by the g o v e r n o r  [AND C O N F I R M A T I O N  BY A  M A J O R I T Y  OF THE M E M B E R S  OF THE 

L E G I S L A T U R E  IN J O I N T  S E S S I O N ] . A n  appointee to a v a c a n c y  shall hol d  

office for the b a l a n c e  of the term for w h i c h  his pr e d e c e s s o r  on the 

b o a r d  was appointed. [IF A  V A C A N C Y  A RISES ON T H E  BOARD W H I L E  T H E  L E G I S­

LAT U R E  IS NOT IN SESSION, T HE G O V E R N O R  M A Y  A P P O I N T  A N  I N T E R I M  BOARD 

M E M B E R  W H O  S H A L L  EXER C I S E  T HE P OWERS OF A  BOARD M E M B E R  U N T I L  T H E  L E G I S­

LAT U R E  FAILS T O  C O N F I R M  T H E  A P P O I N T M E N T  OF THE INTERIM BOARD MEMBER.]

-2- CSSSSB 6 8 4 (Fin) am
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(c) A  v a c a n c y  on the b o a r d  does n o t  inpair the a u t h o r i t y  of a 

q u o r u m  of the b o a r d  to e x e r c i s e  a ll the powers and p e r f o r m  all the 

duties of the board.

* Sec. 4. AS 37.13.090 is a m e n d e d  to read:

Sec. 37.13.090. C O M P E N S A T I O N  O F  BOARD MEMBERS. Public m e m b e r s  of 

the b o a r d  receive an h o n o r a r i u m  of $400 for each d ay spent at a m e e t i n g  

of the b o a r d  or at a m e e t i n g  of a subcom m i t t e e  of the b o a r d  or at a 

public m e e t i n g  as a r e p r e s e n t a t i v e  of the board. M e m b e r s  [MEETING DAY 

IF THE Y  A T T E N D  THE MEETING. A L L  MEMBERS] of the b o a r d  a re entit l e d  to 

per diem and travel a l l o wances as p r o v i d e d  b y  law for m e m bers of state 

boards a nd commissions.

* Sec. 5. AS 37.13.120(g) is amended to read:

(g) Subject to the limitations c o ntained in [(h) A N D  (i) OF] this 

section, the bo a r d  m a y  invest co r p o r a t i o n  assets at such competitive 

n ati o n a l  m a r k e t  rates or prices as are app l i c a b l e  to each investment 

only in

(1) o bligations of, or o bligations insured by or g u a r anteed 

by, the U n i t e d  States or agencies or instrumentalities of the United 

S t a t e s ;

(2) obligations secured by reserves pai d  in b y  the U n ited 

States or agencies or instrum e n t a l i t i e s  of the U n i t e d  States or o b l i g a­

tions of corporations in w h i c h  the U nited States is a s h a r e holder or 

member;

(3) certificates of deposit and term deposits of [ISSUED BY] 

Un i t e d  States domestic banks w h i c h  are m e m b e r s  of the F e d eral Deposit 

Insurance C o r p o r a t i o n  a nd [FOR] w h i c h  may be r e a d i l y  sold in a (GENERALLY 

RECOGNIZED] s e condary m a r k e t  at prices r e f l e c t i n g  fair v a l u e  [EXISTS] or 

w h i c h  are fully s e c ured at all times as to p a y m e n t  of p r i n c i p a l  and 

interest as [BY INVESTMENTS] d e s c r i b e d  in (m) [(1), (2), (8) O R  (12) -
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(16)] of this section [SUBSECTION; T H E  S E C U R I T Y  P L E DGED UN D E R  THIS P A R A­

GRAPH SHALL BE AT L E A S T  E Q U A L  TO T H E  F A C E  V A L U E  O F  THE D E P O S I T  A N D  THE 

BOARD M A Y  REQUIRE S U B S T I T U T I O N  OF C O L L A T E R A L ] ;

(A) certificates o f  deposit and te r m  deposits [SHARES] of 

f e derally c h artered savings a n d  loan [LOANS] a s sociations in A l a s k a
~ f

wh i c h  m a y  be readily sold in a s e c o n d a r y  m a r k e t  at prices r e f l e c t i n g  

fair value or w h i c h  are fully s e c u r e d  at all times as to payments of 

principal and interest £ s  [BY INVESTMENTS] des c r i b e d  in (m) [(1), (2)]

of this section [SUBSECTION];

(5) [SAVINGS] c e r t i f i c a t e s  of deposit and term deposits of 

[ISSUED BY] state chartered savings a nd loan associations in A l a s k a  

w h i c h  m a y  be r e a dily sold in a secondary m a r k e t  at prices r e f l e c t i n g  

fair va l u e  or w h i c h  are fully s e c ured at all times as to payments of 

pri n c i p a l  and interest as [BY INVESTMENTS] d e s c r i b e d  in (m) [(1), (2)]

of this section [SUBSECTION];

(6) certificates of deposit and te r m  deposits of [DEPOSITS 

WITH] m utual savings banks in A l a s k a  w h i c h  m a y  be readily sold in a 

secondary m a rket at prices r e f l e c t i n g  fair va l u e  or w h i c h  are fully 

secured at all times as to paym e n t s  of p r i n c i p a l  a nd interest as [BY 

INVESTMENTS] d escribed in Qm). [(1), (2)] of this section [SUBSECTION];

(7) f i x ed-term certif i c a t e s  of indebtedness of f e derally i n­

sured credit unions in A l a s k a  w h i c h  m a y  be r e a dily sold in a secondary 

m arket at prices r e f l ecting f a i r  va l u e  or w h i c h  are fully secured at all 

times as to payments of p r i n c i p a l  a n d  interest as [BY INVESTMENTS] d e­

scribed in (m) [(1), (2)] of this s e c tion [SUBSECTION];

(8) corporate debt securities w h i c h  are ra t e d  A A  or b e t t e r  by 

a nat i o n a l l y  re c o g n i z e d  r ating service;

(9) short-term cor p o r a t e  p r o m i s s o r y  no t e s  of the h i g h e s t  

ratings assi g n e d  by a n a t i o n a l l y  r e c o g n i z e d  r a ting service;

-A- C S S S S B  68A(Fin) a m
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(10) bankers' accept a n c e s  drawn on and acce p t e d  by U nited 

States banks e a c h  of w h i c h  h a v e  a c o m b i n e d  capital a n d  surplus a g g r e­

gati n g  at least $200,000,000;

(11) r e p u r c h a s e  agreements, the securities u n d e r l y i n g  the 

a g r eements b e i n g  any of the items in (1) - (3) and (8) - (10) of this 

subsection;

(12) the g u a r a n t e e d  p o r t i o n  of F e d e r a l  Small Business A d m i n i s­

tration loans;

(13) the p o r t i o n  of first lien real estate mort g a g e s  guaranteec 

by the F e d eral Vete r a n s  A d m i n i s t r a t i o n  [ A S S O C I A T I O N ] ;

(14) the p o r t i o n s  of b u s i n e s s  and i n d ustrial loans m a d e  un d e r  

the R u r a l  De v e l o p m e n t  A c t  of 1972 w h i c h  are g u a r a n t e e d  by the Farmer's 

Hom e  Administration;

(15) the g u a r a n t e e d  p o r t i o n  of Farm e r ' s  H o m e  A d m i n i s t r a t i o n

l o a n s ;

(16) notes s e c ured b y  mort g a g e s  granting a first lien on c o m­

mer c i a l  or [OF] re s i d e n t i a l  rea l  estate improved by com p l e t e d  buildings 

if the m o r t g a g e s  are i n s u r e d  by a private m o r t g a g e  insurance c orporation 

w h i c h  is a u t h orized to do busi n e s s  in A l a s k a  a n d  has combined capital 

and [,] surplus [AND RESERVES] a g g r e g a t i n g  at least $ 2 0 , 0 0 0 , 0 0 0 , and if 

l o a n -to-value ratios do n o t  e x c e e d  75 p e r cent for commercial mort g a g e s  

and 90 p e r cent for r e s i d e n t i a l  m o r t g a g e s ; h o w e v e r , [THE M I N I M U M  COVERAGE 

SH A L L  BE 10 P E R C E N T  F O R  L O A N S  H A V I N G  A  L O A N - T O - V A L U E  RATIO OF LESS THAN 

90 PERCENT, A N D  THE M I N I M U M  C O V E R A G E  SHALL BE 20 P E R C E N T  FOR LOANS 

H A V I N G  A  L O A N - T O - V A L U E  R A T I O  O F  90 P E R CENT O R  MORE.]

(A) no m o r t g a g e  insurance is n e c e s s a r y  for commercial 

loans h a v i n g  l o a n - t o - v a l u e  ratios of less than 50 percent and the 

m i n i m u m  c o v e r a g e  of ot h e r  commercial loans shall be 10 percent for 

those h a v i n g  a l o a n - t o - v a l u e  ratio of 50 - 60 p e r c e n t  and 15 percen

-5- CSSSSB 6 8 4 (Fin) am



for those h a v i n g  a l o a n - t o - v a l u e  ratio g r e a t e r  than 60 p e r cent but 

no mor e  than 75 p " .enf., and

(B) no m o r t g a g e  ins u r a n c e  is n e c e s s a r y  for reside n t i a l  

loans h a v i n g  a l o a n -to-value ratio o f  less than 70 p e r cent and the 

m i n i m u m  cove r a g e  of other r e s i d e n t i a l  loans shall be 10 percent for 

those h a v i n g  a l o a n -to-value ratio g r e a t e r  than 70 p e r c e n t  but less 

than 90 p e r c e n t  and 20 p e r c e n t  for those h a v i n g  a l o a n - t o - v a l u e 

ratio of 90 percent;

(17) no t e s  secured b y  m o r t g a g e s  g r a n t i n g  a first lien on c o m­

merc i a l  real estate improved b y  c o m p l e t e d  b u ildings if the or i g i n a t i n g  

fi nancial in s t i t u t i o n  retains at least 25 percent of the m o r t g a g e  until 

maturity;

(18) p r e f e r r e d  and c o mmon stock of corporations i n c o r p o r a t e d  

in the U n i t e d  S t a t e s ;

(19) c e rtificates of deposit, t e r m  deposits, or bankers" a c c e p­

tances , w h i c h  are issued b y  a U nited States b a n k  or trust company 

located in a f o r e i g n  country and are d e n o m i n a t e d  in U nited States c u r­

rency, if e ither (A) they m a y  be r e a dily sold in a secondary m a r k e t
*»

at p rices r e f l e c t i n g  fair value, or (B) the i s s uing b a n k  or trust c o m­

pany  has capital a nd surplus at the date of issue e q u a l l i n g  at least 

$500,000,000; i nvestments m a d e  under this p a r a g r a p h  are n ot subject to 

the col l a t e r a l  r e q u i r e m e n t s  f or domestic c e r t i f i c a t e s  un d e r  (m) of this 

section;

(20) e quity interests in, a nd debt obligations secured by 

m o r t g a g e s  g r a n t i n g  a first lien on, real estate impro v e d  b y  c o mpleted 

and s u b s t a n t i a l l y  rented b u i l d i n g s  a nd l o c a t e d  in the U n i t e d  States, if 

these i nvestments are made

(A) in a corporation, partnership, trust, or other 

en t i t y  in which, at the co n c l u s i o n  o f  eac h  i n v e stment transaction,
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at least 60 p e r cent of the b e n e f i c i a l  own e r s h i p  interests are hel d  

hv other institutional investors, and w h i c h  is organized and o p e r - 

a ted for the p u r pose of m a k i n g  real estate investments by a bank, 

i n surance company, or other m a n a g e r  of insti t u t i o n a l  funds w h i c h  

has had at least five years of e x p e rience in the m a n a g e m e n t  of real 

e state investments of i n s t itutional investors; cr

(B) in conjun c t i o n  w i t h  and on subst a n t i a l l y  the same 

terms as an entity des c r i b e d  in (A) of this paragraph.

* Sec. 6. AS 3 7 . 1 3 . 1 2 0 (i) is r e p e a l e d  and r e e n a c t e d  to read:

(i) At the time of each investment, the aggregate investment of 

the A l a s k a  p e r m a n e n t  fund in each s tated category o f  investment m a y  r.ot 

exceed the f o l l o w i n g  stated pe r c e n t a g e  of the total investments of the 

fund: m o r t g a g e s  un d e r  (g)(16) of this section, 15 percent; real estate

investments under (g)(21) of this section, 15 percent; foreign c e r t i f i­

cates of deposit or the e q u i valent un d e r  (g) (20) of this section, L'0 

percent; c o rporate stocks and debc securities u n d e r  (g)(8), (9), and

(18) of this section, 50 percent. The A l a s k a  per m a n e n t  fund may at no

time own m o r e  than five percent of the v o t i n g  stock of a corporation.

Domes t i c  stocks, e xcept for bsiik and i n surance company stocks, must be 

listed at the date of p u r c h a s e  on an excha n g e  reg i s t e r e d  w i t h  the

S e c u rities and Exchange Commission.

* Sec. 7. AS 37.13.120 is a m e n d e d  b y  adding a n e w  subsection to read:

(ir.) C e rtificates of deposit or the e q u ivalent instruments w h i c h  

are not of a q u a l i t y  that m a y  be readily sold in a secondary m arket at 

prices r e f l e c t i n g  fair va l u e  m u s t  be secured by a pledge as collat.ei'al 

of i n v e s tments a u t h o r i z e d  for the A l a s k a  p e r m a n e n t  fund un d e r  (g)(1),

(2), (8), or (12) - (17) of this section, w h i c h  investments ha v e  value 

at least equal to the face va l u e  o f  the ce r t i f i c a t e  of deposit. The 

b o a r d  m a y  r e q uire s u b s t i t u t i o n  of collateral in or d e r  to e nsure continued
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satisf a c t i o n  of the requi r e m e n t s  set out in this subsection.

* Sec. 8. AS 37.13.140 is repe a l e d  and r e e n a c t e d  to read:

Sec. 37.13.140. INCOME. N et income of the c o r p o r a t i o n  must be 

c o m p u t e d  annually as of the last day of the f iscal ye a r  in accordance 

w i t h  gen e r a l l y  a c c e p t e d  acc o u n t i n g  principles, e x c l u d i n g  any u n r e a l i z e d  

gains or losses. Income available for d i s t r i b u t i o n  equals the average 

n e t  income of the co r p o r a t i o n  for the last five fiscal years, including 

the fiscal y e a r  ju s t  ended, but m a y  not e x c e e d  net income of the c o r p o r a­

tion for the fiscal year just ended plus the b a l a n c e  in the u n d i s t r i b u t e d  

income a c c ount d e s c r i b e d  in AS 37.13.145.

* Sec. 9. AS 37.13 is a m e nded by a d ding a n e w  section to read:

Sec. 37.13.145. D I S P O S I T I O N  O F  INCOME. A t  the end of each fiscal

year, an amount s u f ficient to offset the e ffect of inf l a t i o n  on p rincipal 

of the A i a a k a  per m a n e n t  fund d uring that year, as m e a s u r e d  b y  a n a t i o n­

ally rec o g n i z e d  index, shall be t r a n s ferred fro m  n e t  income as defined 

in AS 37.13.140, e x l u d i n g  income on the u n d i s t r i b u t e d  income a c c ount in 

the A l a s k a  p e r m a n e n t  fund, to the principal, o f  the A l a s k a  permanent fund 

for reinvestment. The b a l a n c e  of the n e t  income as d e f ined in AS 37.13.- 

140 shall b e  t r a n s f e r r e d  to the u n d i s t r i b u t e d  income account in the 

Al a s k a  p e r m a n e n t  fund. M o n e y  in the u n d i s t r i b u t e d  income account shall 

be invested in i nvestments a u t h o r i z e d  u n d e r  AS 37.13.120. Income from 

the investment of the u n d i s t r i b u t e d  income account shall be t r e ated as 

an addit i o n  to that account.

* Sec. 10. AS 37.13.150 is amended to read:

Sec. 37.13.150. CO R P O R A T I O N  [BOARD] BUDGET. The reve n u e s  g e n e r a­

ted by the corpo r a t i o n ' s  i nvestments m u s t  be i d e n t i f i e d  as the source 

of the oper a t i n g  b u d g e t  of the co r p o r a t i o n  in the state's o p e r a t i n g  

b u d g e t  u n d e r  [BOARD IS F R O M  THE G E N E R A L  FUND A N D  IS S U B JECT TO] the 

E x e c u t i v e  Budget A ct (AS 37.07.010 - 37.07.130). The u n e x p e n d e d  b a l -

-8- C S S S S B  6 8 4 (Fin) am
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ance of the c o r p o ration's annual o p e r a t i n g  budget does not lapse at 

the end of the fiscal year but shall be treated as income un d e r  AS 37.

13.140.

* Sec. 11. AS 3 7 .13.160 is amended to read:

Sec. 37.13.160. AUDITS. The Le g i s l a t i v e  Budget and Au d i t  C o m m i t­

tee m ay [SHALL] p r o vide for an annual post audit a nd annual o perational 

and pe r f o r m a n c e  evalua t i o n s  of the c o r p oration's investments a nd i n v e s t­

ment p r o g r a m s .

* Sec. 12. AS 37.13 is amended by a dding a n e w  section to read:

Sec. 37.13.205. REGULATIONS. The b o a r d  m ay adopt regulations 

under the A d m i n i s t r a t i v e  Procedure Act (AS 44.62) to i n terpret and 

implement this chapter.

* Sec. 13. AS 3 7 .13.130 is repealed.

* Sec. 14. T r a n s i t i o n  to four-year terms for m e m bers of the Board of 

Trustees of the A l a s k a  P e rmanent Fund C o r p o r a t i o n  as prov i d e d  in AS 37.13.060 

as amended in sec. 2 of this A ct shall be implemented as follows: at the

expiration of the p r e sent term of each public member, the governoi shall 

appoint a replacement, or r e appoint the p r e sent member, for a term of four 

years. Within 90 days after the eff e c t i v e  date of this Act, the governor 

shall appoint a public m e m b e r  to replace one of the two p r e sent heads of 

principal departments ot h e r  than the commi s s i o n e r  of revenue, to serve for a 

term of four years or less w h i c h  t e r m  expires in a year w h e n  no other public 

member's term expires. The h e a d  of a principal department w ho is to be r e­

placed shall continue to serve on the b o a r d  until the appointment of a r e­

placement .

* Sec. 15. TRANSITION. (a) All income e arned by the A l a s k a  p erranent 

fund before the effective date of this A c t  that is not income available for 

disbursement shall be t ransferred to the u n d i s t r i b u t e d  income account e s t a b­

lished in AS 37.13.145 ad d e d  by sec. 9 of this Act. However, the amount

-9- CSSSSB 6 8 4 (Fin) am
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1 transf e r r e d  u n d e r  this s e c tion shall be r e d uced by an amount equal to one- 

half of the income avai l a b l e  for d i s b u r s e m e n t  for fiscal ye a r  1983.

(b) The a mount equal to the r e d u c t i o n  in income under (a) of this 

section shall be tr a n s f e r r e d  to the g e n e r a l  fund.

(c) In this section "income a v a i l a b l e  for disbursement" shall be d e t e r­

mi n e d  as set out in AS 37.13.140 b efore amendment by this Act.

* Sec. 16. This Act takes e ffect Jul y  1, 1982.
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JAY 5. HAMNJDND :

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

o f f i c e  o f  t h e  g o v e r n o r  

J u n e a t j

M arch  9, 1982
The H o n o ra b le  J a lm a r  K e r t t u la  
P r e s id e n t  o f  th e  S en a te  
A la s k a  S t a t e  L e g is la t u r e  
Pouch  V
Ju n e a u , AK 99811 

D ear M r. P r e s id e n t :

Under th e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  18, o f  th e  A la s k a  
C o n s t i t u t io n ,  I  am t r a n s m it t in g  a s p o n so r  s u b s t i t u t e  f o r  
S e n a te  B i l l  No. 684, in t r o d u c e d  a t  my r e q u e s t  on J a n u a ry  27, 
1982. S in c e  th e  in t r o d u c t io n  o f  th e  b i l l  r e g a r d in g  in v e s t ­
m ent and management o f  th e  Pe rm anen t Fund , th e  B oa rd  o f  
T r u s t e e s  o f  th e  A la s k a  Pe rm anen t Fund C o r p o r a t io n  has  met 
and re v ie w e d  th e  b i l l  and r e q u e s te d  t h a t  f o u r  ch an ges  be 
made. The ch an ges  in c lu d e d  in  th e  s p o n so r  s u b s t i t u t e  a re  as  
f o l l o w s :

(1) In  s e c .  6 o f  th e  b i l l ,  AS 37. 13. 120 (g) (19) and
(20) a re  amended by d e le t in g  th e  c o n d i t io n  t h a t  f o r e ig n  
in v e s tm e n ts  m ust be h e ld  i n  s a fe k e e p i ng by an e n t i t y  w h ich  
i s  s u b je c t  to  th e  j u r i s d i c t i o n  o f  th e  U n ite d  S t a t e s  c o u r t s .  
The B oa rd  h as  d e te rm in e d  t h a t  th e  b e n e f i t s  and r i s k s  
a s s o c ia t e d  w it h  t h i s  c o n d i t io n  a re  n o t  c a p a b le  o f  p r e c is e  
c a l c u l a t i o n  and t h a t  t h i s  c o n d i t io n  o r  a s im i l a r  one w ou ld  
be b e t t e r  im posed  by r e g u la t io n ,  i n  o r d e r  to  e n su re  th e  
f l e x i b i l i t y  n e c e s s a r y  f o r  p ru d e n t  in v e s tm e n t  o f  th e  fu n d .

(2) In  s e c .  7 o f  th e  b i l l  (AS 37. 13 .120  ( i ) ) , a l i m i t  
on in ve s tm en t, i n  r e a l  e s t a t e  e q u a l t o  15 p e r c e n t  o f  th e  fu n d  
i s  added . A 15 p e r c e n t  l i m i t  i s  now a p p l i c a b le  to  p r i v a t e l y  
in s u r e d  m o rtgages  u nd e r e x i s t i n g  AS 3 7 .1 3 .1 2 0 ( i ) . In  
a d d i t io n ,  m o d ify in g  r e fe r e n c e s  a re  added t o  c l a r i f y  th e  
l im i t a t i o n s  on xn ve s tm en ts  in  m o rtgag es  ("u n d e r  (g) (16) o f  
t h i s  s e c t io n , " )  in  c o r p o r a t e  s t o c k s  and d e b t  - s e c u r i t i e s  
( "u n d e r  ( g ) ( 8 ) ,  (9) and (18) o f  t h i s  s e c t io n " ) ,  i n  f o r e ig n  
s e c u r i t i e s  ( "u n d e r  (g) (19) o f  t h i s  s e c t io n " )  and f o r e ig n  
c e r t i f i c a t e s  o f  d e p o s i t  ( "u n d e r  ( g ) (20) o f  t h i s  s e c t io n . " )

(3) In  s e c s .  10 and 11 o f  th e  b i l l ,  AS 3 7 .1 3 .1 4 0  and
3 7 .1 3 .1 4 5  a re  b o th  rew orded  i n  o r d e r  to  r e t a in  th e  f i v e - y e a r  
a v e ra g in g  p r o v is io n  f o r  incom e a v a i l a b l e  f o r  d i s t r i b u t i o n  
w h ich  i s  c o n ta in e d  in  c u r r e n t  la w  a t  AS 3 7 .1 3 .1 4 0 , w h i le  
s t i l l  p r o v id in g  f o r  r e in v e s tm e n t  o f  50 p e r c e n t  o f  th e  fu n d 's  
a n n u a l n e t  in com e .

T h is  r e s u l t  i s  a c c o m p lis h e d  w it h o u t  am end ing th e  
d iv id e n d  fu n d  s t a t u t e ,  AS 4 3 .2 3 .0 5 0 (b ) ,  o r  d im in is h in g  th e
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f lo w  o f  incom e to  th e  d iv id e n d  fu n d  u n d e r t h a t  s t a t u t e  w h ich  
p r o v id e s  t h a t  50 p e r c e n t  o f  th e  incom e a v a i l a b le  f o r  d i s t r i ­
b u t io n  u n d e r AS 3 7 .0 3 .1 4 0  i s  t r a n s f e r r e d  to  th e  d iv id e n d  
fu n d .  S e c s .  10 and 11, as w r i t t e n  in  th e  s u b s t i t u t e  b i l l ,  
p r o v id e  f o r  th e  50 p e r c e n t  o f  n e t  in com e w h ich  i s  n o t  t r a n s ­
fe r r e d  t o  p r i n c i p a l  t o  be r e t a in e d  i n  an u n d is t r ib u t e d  
in com e a c c o u n t .  Money in  th e  u n d is t r ib u t e d  incom e a c c o u n t  
w i l l  be in v e s t e d  by th e  c o r p o r a t io n  u n t i l  i t  i s  t r a n s f e r r e d  
to  th e  d iv id e n d  fu nd  o r  a p p r o p r ia t e d  by th e  l e g i s l a t u r e .  
The am ount o f  incom e a v a i l a b l e  f o r  d i s t r i b u t i o n  e q u a ls  th e  
a v e ra g e  n e t  incom e f o r  th e  l a s t  f i v e  y e a r s  b u t  may n o t  
e x ce e d  n e t  incom e f o r  th e  f i s c a l  y e a r  j u s t  ended p lu s  th e  
b a la n c e  i n  th e  u n d is t r ib u t e d  in com e a c c o u n t .

Thus th e  r e w r i t t e n  s e c t io n s  r e t a in  th e  in c o m e -a v e ra g in g  
c h a r a c t e r i s t i c  d e s ig n e d  to  p r o v id e  an even  f lo w  o f  re v e n u e  
t o  th e  d iv id e n d  fu n d  w h i le  s t i l l  a l lo w in g  r e in v e s tm e n t  o f  50 
p e r c e n t  o f  th e  a n n u a l n e t  in com e e a rn e d  on p r i n c i p a l  o f  th e  
fu n d  in  o r d e r  t o  p r e s e r v e  th e  v a lu e  o f  th e  fu n d  in  i n f l a ­
t io n a r y  t im e s .  The o th e r  50 p e r c e n t  o f  n e t  incom e e a rn e d  on 
p r i n c i p a l  w i l l  r e t a in  i t s  c h a r a c t e r  a s  incom e and be 
in v e s t e d  t o  y i e l d  a d d i t i o n a l  in com e , a l l  o f  w h ich  w i l l  be 
a v a i l a b l e  f o r  t r a n s f e r  to  th e  d iv id e n d  fu n d  o r  f o r  a p p ro ­
p r i a t i o n .  The d e f i n i t i o n  o f  " in com e  a v a i la b - e  f o r  d i s t r i ­
b u t io n "  as th e  a v e ra g e  n e t  incom e f o r  th e  l a s t  f i v e  f i s c a l  
y e a r s  i s  r e t a in e d  i n  o r d e r  t o  a v o id  any e f f e c t  o f  t h i s  b i l l  
on th e  f lo w  o f  money to  th e  d iv id e n d  fu n d . The ch an ges  t o  
s e c s .  10 and 11 have  been  d r a f t e d  w it h  th e  a d v ic e  o f  th e  
in d e p e n d e n t  a c c o u n ta n ts  who p e r fo rm e d  th e  c o r p o r a t io n ' s  1981 
a u d i t ,  and have  been a p p ro ve d  as u n d e r s ta n d a b le  and w o rk a b le  
from  an a c c o u n t in g  s t a n d p o in t .

(4) AS 3 7 .1 3 .1 4 0  (s e c .  10 o f  th e  b i l l )  h a s  been  
amended to  p r o v id e  t h a t  u n r e a l i z e d  g a in s  and lo s s e s  a re  
e x c lu d e d  when co m p u tin g  n e t  in co m e . T h is  p r o v i s io n  i s  
c o n s is t e n t  w it h  th e  p r e s e n t  g e n e r a l ly  a c c e p te d  a c c o u n t in g  
p r i n c i p l e s  (GAAP) w h ich  a re  in c o r p o r a t e d  by AS 3 7 .1 3 .1 4 0 , 
b u t  we a r e  a d v is e d  t h a t  th e  GAAP may be r e v is e d  t o  a l lo w  
i n c lu s i o n  o f  u n r e a l iz e d  g a in s  and lo s s e s  when co m p u tin g  n e t  
in com e . W h ile  i t  i s  im p o r ta n t  f o r  sound management t o  know 
th e  m a rke t v a lu e  o f  th e  fu n d ,  t h i s  c o n c e rn  i s  s a t i s f i e d  by 
th e  r e p o r t in g  re q u ir e m e n t  o f  AS 3 7 .1 3 .1 7 0 . The B oa rd  o f  
T r u s t e e s  has  d e te rm in e d , and I  c o n c u r ,  t h a t  s in c e  th e  am ount 
o f  in com e  a v a i l a b le  f o r  d i s t r i b u t i o n  i s  f i x e d  by s t a t u t e  and 
may n o t  be a l t e r e d  by th e  B o a rd , i t  i s  im p e r a t iv e  f o r  sound 
m a n a g e m e n t  o f  the fund t o  e n s u r e  the e x c lu s io n  o f  u n r e a l i z e d  
g a in s  and lo s s e s  when co m p u tin g  d i s t r i b u t a b l e  in com e .

J a y : S .  Hammond 
G ove 'rno r

t



IN T H E  SENATE BY THE STATE AFFAIRS COM M I T T E E

H O U S E  CS FOR CS FOR SPONSOR S U B S T I T U T E  FOR S E N A T E  BILL NO. 684 (State Affairs)

IN T HE L E G I S L A T U R E  OF THE STATE OF ALASKA 

T W E L F T H  L E G I S L A T U R E  - S E C O N D  SESSION 

A BILL

For an Act entitled: "An Act relating to the investment and m a n a g e m e n t  of

the Alaska p ermanent fund and to the c o m p u t a t i o n  of the 

income of the fund avai l a b l e  for distribution; and 

p r oviding for an e f f e c t i v e  date."

B E  IT E N A CTED BY THE L E G I S L A T U R E  OF T HE ST A T E  OF ALASKA:

* S e c t i o n  1. AS 37.13.050 is a m e nded to read:

Sec. 37.13.050. C O M P O S I T I O N  AND Q U A L I F I C A T I O N S  OF BOARD OF T R U S T­

EES. (a) The Board of Trus t e e s  cf the A l a s k a  Permanent Fund C o r p o r a­

tion  consists of six members a p pointed b y  the governor. Two [THREE] of 

the members shall be heads of prin c i p a l  d epartments of state government, 

one of wh o m  shall be the c o m m i s s i o n e r  of revenue. Four [THREE] m e m bers 

shall be appo i n t e d  b y  the governor f r o m  the public arid may not hol d  a ny

other state or federal office, p o s i t i o n  or employment, either elective

or appointive, except as a member of the armed forces of either the 

U nited States or of this state. [MEMBERS O T H E R  THAN THE C O M M I S S I O N E R  OF 

R E V E N U E  SHALL BE S E P A RATELY CON F I R M E D  BY A M A J O R I T Y  OF THE MEMBERS OF 

T H E  L E G I S L A T U R E  IN JOINT SESSION.]

(b) T h e  four [THREE] p ublic members of the board shall have r e c o g­

nized c o m p etence and wide e x p e rience in finance, investments, or other 

b u s i n e s s  m a n a g e m e n t - r e l a t e d  fields.

(c) T h e  board shall a n n u a l l y  elect a chair m a n  from among its 

m e m b e r s .

* Sec. 2. AS 37.13.060 is amended to read:

Sec. 37.13.060. TER M  OF OFFICE. The p u b l ic members of the

-1- HCS CSSSSB 684(SA)

O r i g i n a l  sponsor: R u l e s / G o v e r n o r  Offered: 5/7/82
Referred: F i n ance



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20
21

22

23

24

25

26

27

28

29

(c) A v a c a n c y  on the bo a r d  does not impair the authority of a 

q u o r u m  of the bo a r d  to exer c i s e  all the powers and p e r f o r m  all the 

duties of the board.

* Sec. 4. AS 37.13.090 is amended to read:

Sec. 37.13.090. C O M P E N S A T I O N  OF BOARD MEMBERS. The board shall 

d e t e r m i n e  the c o m p e n s a t i o n  of the public m e m bers of the board subject 

to approval b y  the legislature m  acc o r d a n c e  w i t h  AS 37.07. C o m p e n s a­

tion  for public members of the b o a r d  shall be r e q u e s t e d  as part of the 

o p e r a t i n g  b u d g e t  of the board (AS 37.13.150). Members [PUBLIC MEMBERS 

OF THE BOARD RECEIVE AN H O N O R A R I U M  O F  $400 FOR EACH M E E T I N G  DAY IF TH E Y  

A T T E N D  THE MEETING. ALL MEMBERS] of the board are entitled to per diem 

and travel allowances as provided by law for members of state boards and 

c o m m i s s i o n s .

* Sec. 5. AS 37.13.120(g) is amended to read:

(g) Subject to the limitations c o n t a i n e d  in [(h) AND (i) OF] this 

section, the board m ay invest c o r p o r a t i o n  assets ac competitive national 

m a r k e t  rates or prices a p p licable to each investment in

(1) obligations of, or obligations insured by or guaranteed 

by, the U nited States or agencies or i n s t r u m entalities of the United 

States j

(2) obligations secured by reserves paid in by the United 

States or agencies or i n strumentalities of the U nited States or o b l i g a­

tions of corporations in which the United States is a shareholder or 

m e m b e r ;

(3) certificates of deposit and term deposits of [ISSUED BY] 

U n i t e d  States domestic banks w h i c h  are members of the Federal Deposit 

I n s u r a n c e  C o r p o r a t i o n  and [FOR] w h i c h  m ay be r e a d i l y  sold in a [GENERALLY 

R E C O G NIZED] s e condary market at prices r e f lecting fair value [EXISTS] or 

w h i c h  are fully secured at all times as to pay meat of principal and

-3- HCS CSSSSB 6 8 4 (SA)
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IN IrtE S E NATE BY T H E  STATE AFFAIRS COMMITTEE

H O U S E  CS FOR CS FOR S P O NSOR SU B S T I T U T E  FOR S ENATE BILL NO. 684 (State Affairs)

IN T H E  L E G I S L A T U R E  OF T HE STATE OF ALASKA 

T W E L F T H  L E G I S L A T U R E  - S E COND SESSION 

A BILL

For an Act entitled: "An Act relating to the investment and man a g e m e n t  of

the Alaska p ermanent fund and to the co m p u t a t i o n  of the

income of the fund available for distribution; and

p r oviding for an e f fective date."

BE IT ENACTED BY T H E  L E G I S L A T U R E  OF T HE STATE OF ALASKA:

* S e c t i o n  1. AS 37.13.050 is amended to read:

Sec. 37.13.050. C O M P O SITION AND Q U A L I F ICATIONS OF BOARD OF T R U S T­

EES. (a) The Board of Trustees of the A laska Permanent Fund C o r p o r a­

tion consists of six m e m bers appointed l y  the governor. Two [THREE] of 

the m e m bers shall be heads of principal departments of state government, 

one of w h o m  shall be the commissioner of revenue. Four [THREE] members 

shall be app o i n t e d  by the governor from the public and may not hold any 

other state or federal office, posi t i o n  or employment, either elective 

or appointive, except as a member of the armed forces of either the 

U nited States or of this state. [MEMBERS OTHER THAN THE C O MMISSIONER OF 

R E V E N U E  SHALL BE SE P A R A T E L Y  CONFIRMED BY A M A J O R I T Y  OF THE MEMBERS OF 

T H E  L E G I S L A T U R E  IN JOINT SESSION.]

(b) T h e  four [THREE] p u blic members of the board shall have r e c o g­

nized c o m petence and wide experience in finance, investments, or other

b u s i n e s s  m a n a g e m e n t - r e l a t e d  fields.

(c) T he b o a r d  shall annua l l y  elect a chairman from among its 

m e m b e r s .

* Sec. 2. AS 3 7.13.060 is amended to read:

Sec. 37.13.060. T E R M  OF OFFICE. The public members of the
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board shall be appointed for terms of four [THREE] years, and they may 

be reappo i n t e d  [SUBJECT TO C O N F I R M A T I O N  BY A M A J O R I T Y  OF THE MEMBERS OF 

T H E  L E G I S L A T U R E  IN J O I N T  SESSION]. The terms of the public members 

[TERMS] shall be staggered so that no mor e  than one term of a public 

me m b e r  expires each y e a r . [INITIAL TERMS FOR M E M BERS OTHER THA N  THE 

CO M MISSIONER OF R E V ENUE SHALL BE TWO M E M BERS S E R V I N G  FOR ONE YEAR, TWO 

M E M BERS SERVING FOR TWO YEARS, AND ONE M E M B E R  S E R VING FOR TH R E E  YEARS.]

* Sec. 3. AS 3 7 .13.070 is amended to read:

Sec. 37.13.070. REMOVAL AND VACANCIES. (a) The governor may 

for good cause remove a m ember of the board fr o m  office. [HOWEVER, T HE 

R E M OVAL OF A M E MBER OF T HE BOARD IS SUBJECT TO DI S A P P R O V A L  BY A VOT E  OF 

A M A J O R I T Y  OF THE M E M BERS OF T H E  LE G I S L A T U R E  AT THE FIRST JOINT SESSION 

H E L D  10 OR MORE DAYS AFTER T HE L E G I S L A T U R E  RECEIVES N OTICE OF T HE REM0VA1 

FROM THE GOVERNOR.] A removal by the governor shall be in w r i ting and 

shall state the r e a s o n  for the removal. A m e m b e r  who is removed b y  the 

governor m a y  not pa r t i c i p a t e  in board business and m a y  not be counted 

for purposes of e s t ablishing a q u orum after [BETWEEN THE TIME] he 

receives w r i t t e n  notice of his removal fr o m  the governor [AND T H E  TIME 

T H A T  THE L E G I S L A T U R E ' S  POWER TO D I S A PPROVE THE REMOVAL UNDER THIS S U B­

SECTION EXPIRES. IF T H E  L E G I S L A T U R E  D ISAPPROVES THE REMOVAL OF A BOARD 

MEMBER, THE BOARD M E M B E R  SHALL BE REINSTATED].

(b) A v a c a n c y  on the board shall be prom p t l y  filled by appointment 

b y  the governor [AND CONFI R M A T I O N  BY A M A J O R I T Y  OF THE MEMBERS OF THE 

L E G I S L A T U R E  IN JO I N T  SESSION]. An a p pointee to a vacancy shall hold 

office for the b a l a n c e  of the term for w h i c h  his predecessor on the 

board was appointed. [IF A V A C A N C Y  ARISES ON THE BOARD WHILE T HE L E G I S­

LAT U R E  IS NOT IN SESSION, THE G O V E R N O R  MAY A P P O I N T  AN INTERIM BOARD

28 M E MBER WHO SHALL EXERC I S E  T HE POWERS OF A BOARD M EMBER UNTIL T HE LEGIS-

29 L A T U R E  FAILS TO C O N F I R M  THE A P P O I N T M E N T  OF THE INTERIM BOARD MEMBER.]

-2- H CS CSSSSB 684(SA)
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(c) A v a c a n c y  on the bo a r d  does not impair the a u t h o r i t y  of a 

qu o r u m  of the board to exer c i s e  all the powers and p e r f o r m  all the 

duties of the board.

* Sec. 4. AS 37.13.090 is a m e n d e d  to read:

Sec. 37.13.090. C O M P E N S A T I O N  OF BOARD MEMBERS. The board shall 

determine the c o m p e n s a t i o n  of the public m e m bers of the board subject 

to approval b y  the l egislature in a c c o r d a n c e  w i t h  AS 37.07. C o m p e n s a­

tion for public members of the b o a r d  shall be r e q u e s t e d  as part of the 

ope r a t i n g  b udget of the b o a r d  (AS 37.13.150). Members [PUBLIC MEMBERS 

OF THE BOARD RECEIVE AN H O N O R A R I U M  O F  $400 FOR EACH M E E T I N G  DAY IF THEY 

A T T E N D  THE MEETING. ALL MEMBERS] of the board are entitled to per diem 

and travel allowances as p r o v i d e d  by law for m e m bers of state boards and 

c o m m i s s i o n s .

* Sec. 5. AS 37.13.120(g) is amended to read:

(g) Subject to the limitati ..s c o n t a i n e d  in [(h) AND (i) OF] this 

section, the board m ay invest c o r p o r a t i o n  assets at competitive national 

m arket rates or prices a p p l i c a b l e  to each i n v e stment in

(1) obligations of, or obligations insured b y  or guaranteed 

by, the U nited States or agencies or instrum e n t a l i t i e s  of the United 

S t a t e s ;

(2) obligations secured by reserves paid in by the United 

States or agencies or in s t r u m e n t a l i t i e s  of the U nited States or o b l i g a­

tions of corporations in wh i c h  the United States is a sh a r e h o l d e r  or 

m e m b e r ;

(3) certificates of deposit and term deposits of [ISSUED BY] 

U n ited States domestic banks w h i c h  are members of the Federal Deposit 

I n s u r a n c e  Co r p o r a t i o n  and [FOR] w h i c h  may be r e a d i l y  sold in a [GENERALLY 

RECOGNIZED] sec o n d a r y  m a rket at prices r e f l e c t i n g  fair value [EXISTS] or 

w h i c h  are fully secured at all times as to pay raent of principal and

-3- HCS CSSSSB 684(SA)
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1 inte r e s t  as [BY INVESTMENTS] d e scribed in (m)_ [(1), (2), (8) OR (12) -

(16)] of this s e c t i o n  [ S U B S E C T I O N ( THE SECU R I T Y  P L E D G E D  UN D E R  THIS 

PAR A G R A P H  SHALL BE AT LE A S T  E Q U A L  TO T HE FACE VALUE OF T H E  D E P O S I T  AND 

THE BOARD M AY R E Q UIRE S U B S T I T U T I O N  OF C O L L A T E R A L ] ;

(4) certificates of d e p osit and term deposits [SHARES] of

f e d e r a l l y  c h artered savings and loan [LOANS] a s sociations in A laska 

w h i c h  may be r e a d i l y  sold in a s econdary m arket at prices r e f l ecting 

fair value or wh i c h  are fully s e c ured at all times as to payments of 

p r incipal and interest as [BY INVESTMENTS] d escribed in (m) [(1), (2)] 

of this s e c t i o n  [SUBSECTION];

(5) [SAVINGS] certificates of deposit and term deposits of 

[ISSUED BY] state chartered savings and loan a s sociations in Alaska

w h i c h  may be r e a d i l y  sold in a s e c o n d a r y  m a r k e t  at prices r e f lecting

fair value or wh i c h  are fully secured at all times as to payments of 

p r incipal and interest a £  [BY INVESTMENTS] described in (m) [(1), (2)] 

of this section [SUBSECTION];

(6 ) certificates of d e p osit and term deposits of [DEPOSITS

WITH] mutual savings banks in A laska which may be r e a d i l y  sold in a s e c­

ondary m a r k e t  at prices reflecting fair value or which are fu l l y  secured 

at all times as to payments of principal and interest as [BY INVESTMENTS] 

described in (m) [(1), (2)] of this section [SUBSECTION];

(7) f i x e d - t e r m  certificates of indebtedness of f e d e r a l l y  i n­

sured credit unions in A l aska w h i c h  may be r e a d i l y  sold in a m a r k e t  at 

prices r e f l e c t i n g  fair value or which are fully secured at all times as 

to payments of principal and interest as [BY INVESTMENTS] d e scribed in 

(m) [(1), (2)] of this s e c tion [SUBSECTION];

(8) c o rporate debt securities wh i c h  are rated A A  or b etter by 

a n a t i o n a l l y  re c o g n i z e d  r ating service;

(9) sh o r t - t e r m  c o rporate pr o m i s s o r y  notes of the highest

-4- H CS CSSSSB 684(SA)
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ratings assigned b y  a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  service;

(10) b p n k e r s ' a cceptances drawn on and a c c e p t e d  by U n i t e d  

States banks each of w h i c h  ive a combined capital and surplus a g g r e g a t­

ing at least $200,000,000;

(1 1 ) rep u r c h a s e  agreements, the securities u n d e r l y i n g  the 

agreements b e i n g  any of the items in (1) - (3) and (8) - (10) of this 

subsection;

(12) the gua r a n t e e d  p o r t i o n  of Feder i Small Business A d m i n­

istration loans;

(13) the p o r t i o n  of first lien real estate m o r t g a g e s  g u a r a n­

teed by the Federal Veterans A d m i n i s t r a t i o n  [ A S S O C I A T I O N ] ;

(14) tne portions of b u s i n e s s  and industrial loans made under 

the Rural De v e l o p m e n t  Act of 1972 w h i c h  are g u a r a n t e e d  b y  the Farmer's 

Home Administration;

(15) the guaranteed p o r t i o n  of Farmer's Ho m e  A d m i n i s t r a t i o n

l o a n s ;

(16) notes secured b y  m o r t g a g e s  granting a first lien on c o m­

mercial or [OF] reside n t i a l  real estate improved by comp l e t e d  buildings 

if the m o r t g a g e s  are insured b y  a p r i vate m o r t g a g e  i n surance co r p o r a t i o n  

wh i c h  is a u t h o r i z e d  to do business in Alaska a nd has comb i n e d  capital, 

surplus and reserves a g g r e gating at least $20 ,000,000 , and if loan-to- 

value ratios do not e x c e e d  75 percent for commercial m o r t g a g e s  and 90 

p e r c e n t  for residential m o r t g a g e s ; h o w e v e r , [THE M I N I M U M  COVERAGE SHALL 

BE 10 PERCENT FOR LOANS H A V I N G  A L O A N - T O - V A L U E  RATIO OF LESS T H A N  90 

PERCENT, AND T HE M I N I M U M  COVER A G E  SHALL BE 20 P E R C E N T  FOR LOANS H A V I N G  A 

L O A N - T O - V A L U E  RA T I O  OF 90 P E R C E N T  OR MORE.]

(A) no mortg a g e  insurance is n e c e s s a r y  for commercial 

loans h a v i n g  loan-to-value ratios of less tha n  50 percent and the 

m i n i m u m  coverage of other commercial loans shall be 10 p e r cent for

-5- H C S  CSSSSB 684(SA)
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1
those having a loan-to-value ratio of 50-60 p e r cent and 15 percent 

for those h a v i n g  a loan-to-value ratio greater than 60 percent but 

no more than 75 percent, and

(B) no mortgage insu r a n c e  is necessary for residential 

loans h a v i n g  a loan-to-value ratio of less than 70 percent and the 

m i n i m u m  coverage of other r esidential loans shall he 10 percent for 

those h a v i n g  a loan-to-value ratio greater than 70 percent but less 

than 90 percent and 20 p e r cent for those h a v i n g  a loan-to-value 

ratio of 90 percent;

(17) notes secured by m o r t g a g e s  granting a first lien on c o m­

mercial real estate improved b y  c o m p l e t e d  buildings if the origin a t i n g  

financial i n s t i tution retains at least 25 percent of the mort g a g e  until 

maturity;

(18) preferred and c o m m o n  stock of corporations incorporated 

in the United States, on which dividends have been paid in each of the 

three years i mmediately preceding the investment;

(19) debt securities of f o r eign governments or corporations 

and preferred and common stock of f o r eign corporations which are of s u b­

stantially equivalent quality as those domestic securities perm i t t e d  

un d e r  this section;

(20) certificates of deposit, term deposits, bankers' a c c e p­

tances, or equivalent instruments, w h i c h  are issued by a United States 

or foreign bank or trust company located in a f o r eign country and are 

d e n o m inated in e ither U nited States or f o r eign currency, if either (A) 

they may be r e a d i l y  sold in a secondary m a r k e t  at prices r e f lecting fair 

value, or (B) the issuing bank or trust company has capital and surplus 

at the date of issue equalling at least $500,000,000; investments made 

under this para g r a p h  are not subject to the collateral requir e m e n t s  for 

domestic certificates under (m) of this section;

- 6- HCS CSSSSB 684(SA)



(21) e q uity interests in, and debt obligations secured by 

mortgages granting a first lien on, real property improved by completed 

and subst a n t i a l l y  rented buildings and located in the U nited States, if

these investments are made

(A) in a corporation, partnership, trust, or other 

e n tity In which, at the c o n c l u s i o n  of each investment transaction, 

at least 60 p e r cent of the beneficial ownership interests are 

h el d  by other i n s t itutional investors, and which is o r ganized and 

operated for the p u r pose of m a k i n g  real estate investments b y  a 

bank, insurance company, or other manager of institutional funds 

wh i c h  has had at least five years of experience in the management 

of real estate investments of institutional investors; or

(B) in co n j u n c t i o n  wi t h  and on subst a n t i a l l y  the same 

terms as an e n tity d e scribed in (A) of this paragraph;

(22 ) limited p a r t n ership interest in venture capital funds, 

if these investments are made

(A) in a p a r t n e r s h i p  in which, at the conclusion of 

each investment transaction, at least 60 percent of the beneficial 

ownership interests are h e l d  by other institutional investors and 

which is o r ganized and operated for the purpose of m a k i n g  venture 

capital investments b y  a m a n ager of institutional funds who has 

had at least cive years of experience in the management of venture 

capital investments of institutional investors; and

(B) in a pa r t n e r s h i p  that agrees to make venture capital

investments in the state equal to the investment of the Alaska 

permanent fund in the pa r t n e r s h i p  to the extent that in-state i n­

vestments that have a ris k  level and expected yield comparable to

alternate investment opportunities are available.

(23) obligations issued b y  an agency of the state if the

-7- HCS CSSSSB 684(SA)



o b l i g ations and the interest o n  them are taxable under federal law.

* Sec. 6 . AS 37.13.120(i) is r e p e a l e d  and reenacted to read:

(i) At the time of each investment, the a g gregate investment of 

the A l a s k a  perm a n e n t  fund in each stated cate g o r y  of investment may not 

e xceed the following stated pe r c e n t a g e  of the total investments of the

fund: m o r t g a g e s  under (g)(16) of this section, 15 percent; real estate

i nvestments under (g)(21) of this section, 15 percent; v e n ture capital 

limited p a r t n e r s h i p s  under (g)(22) of this section, 15 percent; foreign 

se c u r i t i e s  un d e r  (g)(19) of this section, 10 percent; foreign c e r t i f i­

cates of deposit or the equivalent under (g)(20) of this section, 20 

percent; cor p o r a t e  stocks and debt securities under (g)(8), (9), and

(18) of this section, 50 percent. The A l aska p e rmanent fund may at no 

time own mor e  than five percent of the v oting stock of a corporation. 

Dome s t i c  stocks, except for ba n k  and insurance company stocks, must be 

listed at the date of purchase on an exchange registered with the

Securities a nd Exchange Commission.

* Sec. 7. AS 37.13.120 is amended b y  adding new subsections to read:

(m) Certificates of deposit or the equivalent instruments which

are not of a quality that m ay be r e a d i l y  sold in a secondary m arket at 

prices r e f l e c t i n g  fair value must be secured by a pledge as collateral

of i nvestments authorized for the Alaska p ermanent fund under (g)(1),

(2), (8) or (12) - (17) of this section, which investments have value at 

least equal to the face value of the c ertificate of deposit. The board 

may require substi t u t i o n  of collateral in order to ensure continued 

s a t i s f a c t i o n  of the requirements set out in this subsection.

(n) Certificates of deposit or the equivalent instruments may not 

be p u r c h a s e d  from a bank doing busin e s s  in Alaska unless the in-state 

loan-to- d e p o s i t  ratio of that b a n k  as determined by the division of 

b a n king of the D e p a r t m e n t  of C o m m e r c e  and Economic D evelopment for the

-8- H CS CSSSSB 684(SA)



last full quarter preceding the p u r c h a s e  is not m o r e  than five percent 

less than the in-state loan-to-deposit average ratio for all banks doing 

business in Alaska for that quarter.

(o) C e rtificates of deposits or the e q u ivalent instrument m ay not 

be purchased from a bank doing business in Alaska if state and state 

agency deposits in the ban k  are in excess of 400 percent of the bank's 

combined capital and surplus.

* Sec. 8 . AS 37.13 is amended by adding a n e w  s e c tion to read:

Sec. 37.13.145. DI S P O S I T I O N  OF INCOME. At the end of each fiscal 

year, an amount equal to 50 percent of net income as defined in AS 37.-

13.140, e x cluding any income on the u n d i s t r i b u t e d  income account in the 

Alaska perm a n e n t  fund, shall be transferred to principal of the fund for 

reinvestment. The other 50 percent of the net income shall be t r a n s­

ferred to the undis t r i b u t e d  income account. Mo n e y  in the u n d i stributed 

income account shall be invested in investments a u t horized under AS 37.- 

13.120. Income from the investment of the u n d i s t r i b u t e d  income account 

shall be treated as an addition to that account.

* Sec. 9. AS 3 7.13.150 is amended to read:

Sec. 37.13.150. CO R P O R A T I O N  [BOARD] BUDGET. The revenues g e n e r a­

ted by the corporation's investments must be identified as the source 

of the ope r a t i n g  budget of the c o r p o r a t i o n  in the state's o perating 

b udget under [BOARD IS FROM T HE G E N ERAL FUND AND IS SUBJECT TO] the 

Executive Budget Act (AS 3 7 .07.010 - 37.07.130). The u n e x pended b a l­

ance of the corporation's annual ope r a t i n g  budget does not lapse at 

the end of the fiscal year but shall be treated as income under AS 37.

13.140.

* Sec. 10. AS 37.13.160 is amended to read:

Sec. 37.13.160. AUDITS. T he Legislati\ Budget and Audit C o m m i t­

tee may [SHALL] p r o vide for an annual post auJit and annual operational

-9- HCS CSSSSB 684(SA)
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1 and p e r f o r m a n c e  evaluations of the c o r p oration's investments and i n v e s t­

ment p r o g r a m s .

* Sec. 11. AS 37.13 is amended by adding a n e w  s e c t i o n  to read:

Sec. 37.13.205. REGULATIONS. The bo a r d  m a y  adopt regulations

u n d e r  the A d m i n i s t r a t i v e  Pro c e d u r e  Act (AS 44.62) to interpret and 

implement this chapter.

* Sec. 12. T r a n s i t i o n  tc four-year terras for m e m b e r s  of the Board of 

Trustees of the A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  as p r o v i d e d  in AS 37.13.060 

as a m e nded in sec. 2 of this Act shall be i m p l e mented as follows: at the 

e x p i r a t i o n  of the p r e sent ter m  of each public member, the governor shall 

a p p oint a replacement, or r e appoint the present member, for a term of four 

years. W i t h i n  90 days after the e f fective date of this Act, the governor 

shall appoint a p ublic m e m b e r  to r e p lace one of the two p r e sent heads of 

principal departments other than the commi s s i o n e r  of revenue, to serve for a 

term of four years or less wh i c h  term expires in a year w h e n  no other public 

m ember's t e r m  expires. The hea d  of a principal d e p a r t m e n t  who is to be 

r e p l a c e d  shall continue to serve on the board until the a p p o i n t m e n t  of a 

r e p l a c e m e n t .

* Sec. 13. This Act takes effect J u l y  1, 1982.

-10- HCS CSSSSB 684(SA)



E F F ECTS OF  I N F L A T I O N  ON  T HE R E A L  C A P I T A L  A N D  R E A L  INCOME OF  T H E  P E R M A N E N T  FUND

A s s u m p t i o n s

(1) $ 1 0 . 0  b i l l i o n  ( s t a r t i n g )  c a p i t a l ,  n o  f u r t h e r  c o n t r i b u t i o n s

(2) 1 0 Z  i n f l a t i o n  rate, u s i n g  t h e  G N P  D e f l a t o r  ( w h i c h  p u t s  a s i d e  t a x  p a y m e n t s ) ,  the n a t i o n a l  
C o n s u m e r  P r i c e  I n d e x  ( w h i c h  i n c l u d e s  t a x  p a y m e n t s ) ,  or the A n c h o r a g e  C P I  (a l o c a l  r e f e r e n c e  
f o r  p r i c e  c h a n g e s  in p r i v a t e  and, to a l e s s e r  e x t e n t ,  p u b l i c  g o o d s  a n d  s e r v i c e s ) .

(3) 1 5 Z  t o t a l  r e t u r n  o n  i n v e s t m e n t ,  w h i c h  i n c l u d e s  i n t e r e s t ,  d i v i d e n d s ,  r e a l i z e d  and u n r e a l i z e d  
c a p i t a l  g a i n s  a n d  l o s s e s .  T h i s  is d e e m e d  to i n c l u d e  r e t u r n s  f r o m  t h e  r e i n v e s t m e n t  of i n c o m e  

d u r i n g  t h e  c o u r s e  o f  the year.

A l l  R e t u r n s  
P a i d  O v e r

R e a l  ----- -----
C a p i t a l  C a p i t a l  C a p i t a l  , R e a l  C a p i t a l  C a p i t a l  R e a l  C a p i t a l  C a p i t a l  R e a l
Y e a r  1 I n c o m e  Y e a r  10 Y e a r  10 I n c o m e  I n c o m e  Y e a r  20 Y e a r  20 I n c o m e  I n c o m e  Y e a r  30 Y e a r  30 I n c o m e  I n c o n e

R e a l
C a p i t a l  C a p i t a l

R e a l

$ 1 0 . 0  1 . 5 0 0  1 0 . 0 3 . 8 6 0 1 . 5 0 0  • .578 10.0 1 . 4 9 0 1 . 5 0 0  .223 10 . 0 .570 1 . 5 0 0  .C 36

R e a l  R e t u r n s  1 0.0 
(5Z) P a i d  O v e r

.500 2 5 . 9 4 0  1 0 . 0 1 . 2 9 7  .500 6 7 . 2 7 0  1 0 . 0  3 . 3 6 4  .500 1 7 4 . 4 9 0  10.0 8 . 7 2 0  .500

A l l  R e t u r n s  
R e t a i n e d  in 
Fund

10.0 4 0 . 4 6 0  1 5 . 5 9 9  2 . 0 2 3  .780 1 6 3 . 6 7 0  2 4 . 3 2 9  8 . 1 8 4  1.2 1 7

P r e p a r e d  b y  J a m e s  B. R h o d e
S p e c i a l  A s s i s t a n t  t o  the T r u s t e e s  
A l a s k a  P e r m a n e n t  F u n d

19 A u g u s t  1 9 8 1
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RESPO NDENT A D D RESS:
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S U B J E C T :  S e c t i o n  A n a l y s i s  of CS f o r  S p o n s o r  S u b s t i t u t e
f o r  SB 68A (Finance)

A t  y o u r  r e q u e s t ,  w e  h a v e  c o m p a r e d  the a b o v e  b i l l  w i t h  t h a t  
o f f e r e d  b y  t h e  G o v e r n o r  a n d  t h e  T r u s t e e s  of the A l a s k a  P e r m a n e n t  
F u n d . • W e  f i n d  o n l y  the  c h a n g e s  n o t e d  below.

S e c t i o n  A. C O M P E N S A T I O N  O F  B O A R D  M E M B E R S . (page 3, l i n e  5) 
I n s t e a d  of a p a r t - t i m e  s a l a r y  e q u a l  to t h a t  of l e g i s l a t o r s ,  o r  
a p a r t - t i m e  s a l a r y  to b e  p r o p o s e d  b y  the T r u s t e e s  i n  t h e i r  a n n u a l  
b u d g e t  r e q u e s t  (CS b y  L & C ) , c o m p e n s a t i o n  is to b e  t h e  e x i s t i n g  
h o n o r a r i u m  f o r  e a c h  day s p e n t  at b o a r d  a n d  s u b c o m m i t t e e  m e e t i n g s  
or at p u b l i c  m e e t i n g s  w h e r e  a t r u s t e e  r e p r e s e n t s  t h e  b o a r d .

N o  p r o v i s i o n  is m a d e  for c o m p e n s a t i n g  p u b l i c  m e m b e r s  f o r  l o s t  
i n c o m e * r e s u l t i n g  f r o m  t r a v e l  d u r i n g  r e g u l a r  b u s i n e s s  h o u ^ s ;  c o m­
m i s s i o n e r s ,  of c o u r s e ,  d r a w  t h e i r  s a l a r i e s  at s u c h  times. A
. m a j o r i t y  o f  T r u s t e e s  do n o t  a g r e e  w i t h  this  a m e n d m e n t ,  p a r t i c ­
u l a r l y  b e c a u s e  o f  the e x t e n d e d  t r a v e l  t h a t  w i l l  b e  r e q u i r e d  to 
m e e t  w i t h  f i n a n c i a l  a d v i s o r s ,  i n v e s t m e n t  m a n a g e r s ,  a n d  o f f i c i a l s  
at s i m i l a r  funds.

I n v e s t m e n t s

S e c t i o n  5. (g) (3-6) (page 3, l i n e  2A)
T h e  p h r a s e  " or e q u i v a l e n t  i n s t r u m e n t s "  w a s  s t r u c k  a f t e r  e a c h  

r e f e r e n c e  to " c e r t i f i c a t e s  of d e p o s i t ,  t e r m  d e p o s i t s " .  T h e  i n t e n t  
is to limit, c l e a r l y ,  t h i s  i n v e s t m e n t  a u t h o r i t y .

T h e  T r u s t e e s  c o n c u r  in t h i s  p o l i c y .  T h e  o r i g i n a l  p h r a s e  w a s  
t e c h n i c a l ,  t o  c o v e r  the p o s s i b l e  c r e a t i o n  o f  an i n s t r u m e n t  w i t h  
s l i g h t l y  d i f f e r e n t  f e a t u r e s .  F o r  e x a m p l e ,  a t i m e  d e p o s i t  m a y  be 
a d j u s t e d  e v e r y  s i x  m o n t h s  r a t h e r  t h a n  b e a r  a  f l a t  rate. O u r  
c o u n s e l  a n d  f i n a n c i a l  a d v i s o r s  h a v e  a s s u r e d  us t h i s  w o u l d  b e  a 
time d e p o s i t  in the n o r m a l  sense.

S e c t i o n  5. (g) (19) ..(page 6, l i n e . 17)
T h e  a d d i t i o n  of " w h i c h  a r e  d e n o m i n a t e d  i n  .Uni.ted S t a t e s  

c u r r e n c y "  h a s  t h e  r e s u l t  of l i m i t i n g  the p u r c h a s e  o f  f o r e i g n

TO: S e n a t o r  A r l i s s  S t u r g u l e w s k i C h a i r p e r s o n
Le g i s l a t i v e .  B u d g e t  &' A u d i t  C o m m i t t e e

FROM:
S p e c i a l  A s s i s t a n t  to t h e  T r u s t e e s



c o r p o r a t e  d e b t  s o l e l y  to " E u r o d o l l a r s "  ( o v e r s e a s  U . S .  d o l l a r s ) ,  
s u c h  as t h e  o f f e r i n g s  o f . S O N Y  a n d  m a n y  o t h e r  m u l t i - n a t i o n a l s ,  
a n d  to d o l l a r  o f f e r i n g s  b y  f o r e i g n  g o v e r n m e n t s ,  as h a v e  o f t e n  
b e e n  m a d e  b y  J a p a n  a n d  G e r m a n y .

T h e  T r u s t e e s  c o n c u r  in t h i s  c h a ng e, as t h e y  h a d  n o t  i n t e n d e d  
to  h a v e  a n y  f o r e i g n  e x c h a n g e  c o n s i d e r a t i o n s  w h e n  b u y i n g  t h e s e  
f i x e d - r e t u m  i n v e s t m e n t s .

S e c t i o n  5. (g) (20) (page 6, l i n e  21)
T h e  d e l e t i o n  o f  "or f o r e i g n "  [bank o r  t r u s t  c o m p a n y  l o c a t e d  

in  a f o r e i g n  c o u n t r y ]  h a s  t h e  e f f e c t  of p e r m i t t i n g  t h e  p u r c h a s e  
of  E u r o d o l l a r s  f r o m  the N e w  Y o r k  b r a n c h  o f  L l o y d ' s  b u t  n o t  t h e  
b a n k ' s  L o n d o n  o f f i c e .  In b o t h  c a s e s ,  t h e  f i n a l  s e c u r i t y  is t h e  
same, n a m e l y  t h e  n e t  w o r t h  o f  t h e  p a r e n t  b a n k .  H o w e v e r ,  t h e  
E u r o d o l l a r s  s o l d  b y  the U.S. b r a n c h  h a v e  a s o m e w h a t  l o w e r  y i e l d  
b e c a u s e  t h i s  m a r k e t  is l a r g e l y  f o r  U.S. i n s t i t u t i o n s  t h a t  a r e  
u n a b l e  to b u y  a b r o a d  b e c a u s e  of t h i s  v e r y  r e s t r i c t i o n .  T h e  
T r u s t e e s  a s k  t h a t  " o r  f o r e i g n "  b e  r e s t o r e d  a f t e r  t h e  w o r d s  
" U n i t e d  S t a t e s "  o n  line 21; t h i s  w o u l d  b r i n g  a c c e s s  to the 
l a r g e s t  s h a r e  o f  t h e  w o r l d  m a r k e t  f o r  E u r o d o l l a r s .

A m o n g  t h e  s e l e c t e d  f o r e i g n  a s s e t s  t h a t  a r e  p r o p o s e d  in t h i s  
b i l l ,  the T r u s t e e s  are m o s t  s u p p o r t i v e  of e n t e r i n g  the E u r o d o l l a r  
m a r k e t .  T h e . p r i n c i p a l s  i n -t h i s  m a r k e t  a r e  b a n k s  a n d  c o r p o r a t i o n s  
as l arge, o r  l a r g e r ,  t h a n  the m a j o r  b a n k s  a n d  f i r m s  o f  t h e  U.S. 
T h e  g o v e r n m e n t s  a re t h o s e  w i t h  t h e  h i g h e s t  r a t e d  c r e d i t  i n t e r­
n a t i o n a l l y .  A s  n o  i n d u s t r i a l  c o u n t r y  b e s i d e s  t h e  U.S. h a s  o u r  
r e q u i r e m e n t s  f o r  b a n k  r e s e r v e s  (and g i v e n  t h e  f r e q u e n t ,  h e a v y  
d e m a n d  b y  l e a d i n g  U.S. c o r p o r a t i o n s ) ,  E u r o d o l l a r s  p a y  f r o m  o n e -  
h a l f  t o  t h r e e  p e r c e n t  m o r e  t h a n  l i k e  o f f e r i n g s  in the U.S.



T H E  CASE F O R  I N T E R N A T I O N A L  D I V E R S I F I C A T I O N

I n t e r n a t i o n a l  d i v e r s i f i c a t i o n  of an i n v e s t m e n t  p o rtfolio c a n  provide 

fou r  benefits: r e duction in the v o l a t i l i t y  of the portfolio; an in­

cre a s e  i n  the return; an increase in the m a r k e t a b i l i t y  of the portfolio 

as a  whole; a n d  pr o t e c t i o n  against a n  u n e x p e c t e d l y  h i g h  r a c e  of i n­

fl a t i o n  In the U n i t e d  Staten.

1. P r o t e c t i o n  fr o m  Inflation

D i v e r s i f i c a t i o n  into m a r k e t s  of d i f f e r e n t  c o untries w i t h  d i fferent 

e c o n o m i c  c y c l e s  and different rates of i n f l a t i o n  r e d u c e s  t he r i s k  that 

an e n t i r e  p o r t f o l i o  wi l l  show a l o w  r e a l  r a t e  of return. T h e  r e t u r n  of 

the i n t e r n a t i o n a l  element of the p o r t f o l i o  wil l  not be impaired b y  an 

u n e x p e c t e d l y  h i g h  level of i n flation in the U n i t e d  States. Indeed it 

w i l l  tend to . b e n e f i t  since the g r o w t h  of the i nflation d i f f e r e n t i a l  is 

l i k e l y  to be r e f l e c t e d  in exchange r a t e s  so that overseas h o l d i n g s  will 

r i s e  in terms of the U n i t e d  States dollar. A  r i s e  in the e x c h a n g e  rate 

of the U n i t e d  States dollar m i g h t  lead, on the other hand, to t he re­

turns on o v e r s e a s  investments n o t  m a t c h i n g  those on U n i t e d  States in­

vestm e n t s .  A n y  fall in the U n i t e d  States r a t e  of inflation would, 

however, b e  h i g h l y  beneficial to the p e r f o r m a n c e  of U nited States in­

ves t m e n t s .  S i n c e  the proportion invested in overseas m a r k e t s  wo u l d  

l i k e l y  b e  r e l a t i v e l y  small, the o v e r a l l  p e r f o r m a n c e  of a p o r t f o l i o  with 

90 per cen t  inve s t e d  in the U n i t e d  S tates and 10 per cent in overseas 

m a r k e t s  w o u l d  st i l l  b e  quite s a t i s f a c t o r y  d uring this period of l o w  

d o m e s t i c  inflation. I n t e rnational d i v e r s i f i c a t i o n  protects the assets 

of a fun d  in that it provides a hr'gher r e t u r n  ori overseas s e c u rities at 

the time it is m o s t  n eeded -  w h e n  the r a t e  of domestic i nflation is 

u n e x p e c t e d l y  high.

2. R e d u c e d  V o l a t i l i t y

T h e  p r i c e s  of d i fferent s hares in a ny one m a r k e t  tend to m o v e  

f a i r l y  c l o s e l y  together, but the c o r r e l a t i o n  b e t w e e n  share pr i c e  m o v e­

me n t s  in d i f f e r e n t  m a r kets is low.

C o r r e l a t i o n  coefficients b e t w e e n  U n i t e d  States and F o r e i g n  St o c k  

M a r k e t s  1970-1979.

U n i t e d  States * 1 .00
U n i t e d  K i n g d o m .54

J a p a n .52

G e r m a n y .51

F r a n c e .48

H o n g  Ko n g .45



O n e  s t u d y  has indicated that the r e d u c t i o n  in v o l a t i l i t y  for the 

p e r i o d  1959 to 197 9  for a p o rtfolio wit h  90 per cent invested in the 

S t a n d a r d  £> P o o r’s Co mposite Index and 10 per cent e q u ally d i v ided among 

the e q u i t y  m a r k e t s  of Prance, Germany, Japan, and the U n i t e d  K i n g d o m  (as 

r e p r e s e n t e d  b y  the Capital Inter n a t i o n a l  Index for each of these m a r­

kets) fro m  the v o l a t i l i t y  of a  port f o l i o  invested w h o l l y  in the S t a n d­

ard & P o o r ' s  C o m p o s i t e  Index w o u l d  have b e e n  n e a r l y  half that w h i c h  

w o u l d  h a v e  b e e n  o b t a i n e d  b y  h o l ding 10 p e r  cent of the p o r t f o l i o  in cash 

equivalents. Inter n a t i o n a l  d i v e r s i f i c a t i o n  thus leads to a substantial 

r e d u c t i o n  in volatility.

3. G r e a t e r  R e t u r n

T h e  ra t e  of r e t u r n  in the years 1959 to 1 9 7 9  w a s  g e n e r a l l y  greater 

in the m a j o r  m a r k e t s  outside N o r t h  A m e r i c a  than in the U n i t e d  States.

A  st u d y  m a d e  b y  InterSec R e s e a r c h  C o r p o r a t i o n  shows the rates of r eturn

a c h i e v e d  by i n v e s t m e n t  in the C a p i t a l  I n t e r n a t i o n a l  Indices of the 

m a r k e t s  of Canada, France, Germany, Japan, and the U n i t e d  K i n g d o m  and in 

the Standard & P o o r ' s  C o mposite Index in the U n i t e d  States o v e r  four 

p e r i o d s  (1959 to 1979, 1965 to 1979, 197 0  to 1979, and 1974 to 1979), 

a f t e r  taking a c c o u n t  of dividend y i e l d  and a d j u s t i n g  for f l u c t u a t i o n s  in

e x c h a n g e  rates. T h e  returns in every p eriod w e r e  h i g h e r  in eac h  of the

o v e r s e a s  m a r k e t s  than in the Un i t e d  S tates except in the case of the

F r e n c h  m a r k e t  in the longest period. T h e  rate of r e t u r n  of a  portfolio

d i v i d e d  e q u a l l y  among the four m a r k e t s  o u t s i d e  N o r t h  America w o u l d  have 

b e e n  h i g h e r  by about 70 per cent in the-first period, 150 per cent in 

the second period, 160 p er cent in the third p eriod and 85 p e r  cent in 

the final period. The investment of even a small p r o p o r t i o n  of a U n i t e d  

States p o r t f o l i o  in international m a r k e t s  would, therefore, h a v e  r e­

sulted i n  a s i g n i f i c a n t  increase in the r e t u r n  of the w h o l e  portfolio.

4. I n c r e a s e d  M a r k e t a b i l i t y

C a p i t a l  I n t e r n a t i o n a l  has p u b l i s h e d  f i g u r e s  f o r  turnover in 197 9  in 

14 s t o c k  m a r k e t s  in Europe and the F a r  East. T u r n o v e r  in these 14 

m a r k e t s  a m o u n t e d  to $220.7 billion, over 86 per cent of the turnover of 

the U n i t e d  S tates and Cana d i a n  e q u i t y  m a r k e t s  in the same year. Cap.-tal 

I n t e r n a t i o n a l  has also p u blished figures for the m a r k e t  capi t a l i z a t i o n  

of equi t i e s  on 16 s t o c k  exchanges o u t s i d e  N o r t h  America. At the end of 

1979 the total amoun t e d  to $755 billion, alirost 71 per cent of the 

c o m b i n e d  m a r k e t  cap i t a l i z a t i o n s  of the U n i t e d  S t a t e s  and C a n a d i a n  stock 

m a r k e t s  at that time. The size of m a r’.'.cs o u t s i d e  N o r t h  A m e r i c a  is thus 

c o n s iderable, and turnover forms a l arger p r o p o r t i o n  of m a r k e t  c a p i t a l­

izati o n  in them, taken as a whole, than in N o r t h  America. M o r e o v e r ,  

there w e r e  127 c o m p a n i e s  listed on these 16 m a r k e t s  o u t s i d e  N o r t h  A m e rica 

w i t h  a m a r k e t  c a p i t a l i z a t i o n  w h i c h  was g r e a t e r  than that of the 200th 
l a r gest l isted U n i t e d  States c o m p a n y  at t he end of 1979. T h e r e  is thus 

c o n s i d e r a b l e  o p p o r t u n i t y  for large scale i n v e s t m e n t  in m a r k e t s  outside 

the U n i t e d  S tates a nd Canada.

- 2-



5. Investment: in International Bond M a r k e t s

T h e  total c a p i t a l i z a t i o n  of the E u r o b o n d  m a r k e t  and the nin e  n a t i o n a l  

be d m a r k e t s  of Australia, Denmark, France, Germany, Japan, the N e t h e r­

lands, Sweden, Switzerland, and the U n i t e d  K i n g d o m  at the end of 1979 

w a s  a b o u t  $ 1 , 4 1 4  billion. By comparison, the t a x able bond m a r k e t  in the 

U n i t e d  S t a t e s  h a d  an estimated c a p i t a l i z a t i o n  of about $ 1,400 b i l lion 

a nd that of C a n a d a  a capi t a l i z a t i o n  of about $105 billion. The large 

siz e  of i n t e r n a t i o n a l  bond m a r k e t s  p r o v i d e s  U n i t e d  States i nvestors w i t h  a 

f u r t h e r  m e a n s  of b e n e f i t i n g  from international diversification, but w i t h  

a l o w e r  d e g r e e  of v o l a t i l i t y  than that involved in e quity investment.

- 3 -



Some return comes from currency exchange 
rate changes.
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Currency exchange rates (longer term) depend 
on differences in inflation rates.

60% 40 20 0 -20 -40 -60%

Cumulative inflation 
difference with U.S.
Wholesale price index

•30%-20 -10 0 10 20 30%

Cumulative exchange rate 
change vs. dollar
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Source: Kemp Period: March 1973-December 1976



Studies show that international diversification 
reduces risk substantially.

U.S. market

Grubel
1959-1966

Levy & Sarnat 
1951-1969

Errunza
1959-1972

Solnik
1966-1971

Jacquillat & Solnik 
1966-1974

Risk relative to U.S. market 
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Foreign markets have shown better returns 
than the U.S. market for the past ten years.

m m ma?-vVJ

Compound annual return in dollars 1969-1979 (percent per year)
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Foreign markets have shown better returns 
than the U.S. market for the past five years.
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Foreign markets have shown better returns 
than the U.S. market for the past two years,

Compound annual return in dollars 1977-1979 (percent per year)
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I n t e r S e c  R E S E A R C H  C O R P .
Rcfiislered Investment Advisers

C o n su lta n ts o n  In tern ation al D iv e rsifica tio n  
for P e n sio n  M anagers

T O T A L  R E T U R N S  ON I N V E S T M E N T  F R O M  M A J O R  W O R L D  S T O C K  M A R K E T S  

B E F O R E  AND A F T E R  U.S. I N F L A T I O N  FOR T H E  F I V E  Y E A R S  1 9 7 4 -’78+  ;

T O T A L  R E T U R N S  TO TAL R E T U R N S  I N F L A T I O N  T O T A L  R E T U R N S  
L O C A L  C U R R E N C Y  U.S. $ T E R M S  -in U.S. AFTER U.S.

I N F L A T I O N

U.S. 14.29 4.29 7.94 -3.38

J a p a n 9 .148 17-72 *9.06

U.K. .54 11 .61 3.40

G e r m a n y 11.85

-=rocvj 1 2.14

F r a n c e 6.70 10.13 2.03

Swi t z e r l a n d 1.37 16.84 8.25

A u s t r a l i a 9.92 4.44 -3.24

C a n a d a 5.40 1.93 -5.57

E A F E * 12.11 3.86

* E u r c p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s ,  w e i g h t e d  
a c c o r d i n g  to thei r size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  per annum, compounded.
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I n t e r S e c  R E S E A R C H  C O R P .
Registered Investm ent Advisers

S h
KiVJ

C o n su lta n ts o n  In tern atio n al D iv e rsifica tio n  
for P e n sio n  M an agers

T O T A L  R E T U R N S  ON I N V E S T M E N T  F R O M  MAJO R W O R L D  S T O C K  MARKETS ' 

B E F O R E  AND AFTER  U.S. I N F L A T I O N  FOR THE T H R E E  Y E A R S  1 9 7 6 -’7 3 +

TOTAL R E T U R N S  T OTAL R E T U R N S  I N F L A T I O N  TOTAL R E TURNS  
L O C A L  C U R R E N C Y  U.S. $ T E R M S  'in U.S. AFTER U.S.

I N F L A T I O N

U.S. . • 6.92 6.92 6.86 .06

J a p a n 24 .49 30.73 22.33

U.K. 17.12

00■=r

t—

9 .88

G e r m a n y 3.82 . 19.49 ' 11 .82

F r a n c e 10.28 12.93 • 5.68

S w i t z e r l a n d 2.34 20.76 13.00

A u s t r a l i a 10.31 7 .16 0.28

C a n a d a 14.77 9.13
•

2.12

EAFE* 18.39 10.79

* E u r o p e ,  A u s t r a l i a ,  F a r  E a s t  I n d i c e s  of s i x t e e n  m a r k e t s w e i g h t e d  
a c c o r d i n g  to t h e i r  size. P r e p a r e d  by C a p i t a l  I n t e r n a t i o n a l ,  Geneva.
+ p e r c e n t  per annum, compou nded.
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Greater capital formation in foreign countries 
leads to greater economic growth.
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I .  RELATION BETWEEN REAL ECONOMIC GROWTH 
. AND STOCK MARKET RETURNS 1970-1979
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Annualised rate of total 
-  returns from stock markets 
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3LPROSPECTS FOR PROSPERITY IN THE 1980 s

GOVERNMENT CONSUMPTION 
AS % OF GNP IN 1978 SAVINGS RATE IN 1977

PRIVATE FIXED 
CAPITAL FORMATION 

AS %  OF GNP IN 1978

UNITED STATES 20.5 JAPAN 21.5 SINGAPORE 22.9

UNITED KINGDOM 20.2 FRANCE 16.1 WEST GERMANY 22 .9

WEST GERMANY 20.0 WEST GERMANY 14.0 JAPAN 2 0 .4

AUSTRALIA 16.9 UNITED KINGDOM 13.9 HONGKONG 18.2

FRANCE 15.3 [UNITED STATES 5 .1 ] UNITED STATES 15.5

SINGAPORE I 1 . 1 AUSTRALIA 1 4 . 1

JAPAN 9.5 UNITED KINGDOM 9.7

HONG KONG
Not Available: Australia, 

6 . 0  Hong Kong, Singapore Not Available; France
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KLEIN W O R T  BENSON

A v e r a g e  A n n u a l  Rates o f  T o t a l  R e _ u r n  

B o n d  Karfcets - N o  C u r r e n c y  A djust-tent

1970-1979

A v e r a g e  A n n u a l  R a t e s  o f  T o t a l  R e t u r n  

B a n d  MArVPf.t - A d j u s t e d  for C u r r e n c y  H a v e a e n t s  re l a t i v e  to D o l l a r

S o u r c e :  Kleir.wort, B e n s o n  Ltd., London

J a p a n  N e t h e r l a n d s  S w i t z e r l a n d  U.K. 

9.9 . 13.7 15.6 9 .6
A u s t r a l i a  C a n a d a  

4 .1  5.4
F r a n c e  G e r a a n y

7.7 16.7
U.S.A.

6.5
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K L E I N W O R T  BENSON

f
u

Ave rage  Annual B a t e s  o f  T o t a l  R e tu rn  
Bond M a rk e t s  - No C u r ren cy  A d j u s t n e n t

1960-1979 

BONDS - 20 YEARS

A v e r a g e  A n n u a l  Rates o f  Total R e t u r n  

B e n d  M a r k e ts - A d j u s t e d  fo r  C u r r e n c y  Hovec e n t s  R e l a t i v e  t o  D o l l a r

1960-1979

t

15-

S o u r c e :  K l e i n w o r t ,  B enson  L t d . ,  London

C a n a d a

3 .4
A u s t r a l i a

6 .4
F ra n c e  Geroany  
B.4 10.4

J apan  N e t h e r l a n d s  S w i t z e r l a n d  U.K. U.S.A. 
11.8 5 .7 8.9 4 .0 3.6



THE CASE F O R  C OMMON STOCK

One i n v e s t m e n t  p a r a d o x  is that c o m m o n  st o c k  can be use d  to reduce 

p o r t f o l i o  risk. F or example, a d d i n g  small a m o unts of common st o c k  to 

b o n d  p o r t f o l i o s  w i l l  u s u a l l y  r e duce the s t a n d a r d  d eviation of total 

p o r t f o l i o  returns. This is due to the "magic" of diversificati m .  In 

m a n y  years, such a s  1979-80, stock p r i c e s  go up w h i l e  bond p rices go down 

and s tocks t h e r e b y  p r o v i d e  a c u s hion against bad bond markets. To ma k e  

this point e v e n  m o r e  specific, Salomon B r o t h e r s  reports that an average 

w h i c h  t h e y  m a i n t a i n  of a v a r i e t y  of b o t h  short and long term d e b t / 

s e c u r i t i e s  p r o v i d e d  total returns of 1.2% in 1979 an'd .1% in the first 

ni n e  m o n t h s  of 1980. By contrast, the Standard & Poor's Composite 

In d e x  p r o d u c e d  total returns of 18.2% and 20.6% for the respective 

periods. L i s t e d  b e l o w  are the total r e t urns for common stock m a n agement 

a c h i e v e d  by A l l i a n c e  Capital Man a g e m e n t  C o r p o ration for the A laska Teachers' 

R e t i r e m e n t  S y s t e m  for the past six c a l e n d a r  years.

P e r f o r m a n c e  R e v i e w

Y e a r l y  S u m m a r y  Rat e  of R e turn

1 9 8 0  t h r ough Sept. 30 27.5%

1 9 7 9  I S . 5%

1 57 S  7.8%

1977 -3.4%

1 976 23.4%

1975 28.8%

1 9 7 4  . -17.5%

C u m u l a t i v e  R e t u r n  Since, Inc e p t i o n  - 106.5%

E v e n  t h o u g h  there h a s  b e e n  s eemingly e n d less streams of n e g a t i v e  news 

i n c l u d i n g  e v e r - h i g h e r  oil prices, the Iran crisis, continued d ouble digit 

inflation, and r i s i n g  interest rates, there are good reasons for v i e wing 

the c o m m o n  s t o c k  m a r k e t  as aff o r d i n g  a good, long te r m  investment 

opportunity.

T h e  c o m m o n  s t o c k  of man y  c ompanies is selling wel l  b e l o w  book value 

at a time w h e n  r e p l a c e m e n t  costs are r ising m o r e  rapidly than general price 

levels. At a time whe n  diamonds, paintings, a nd condom i n i u m s  in California 

have reached r e c o r d  levels, the a s s e t s  of m a n y  American c o r p o r a t i o n s  are 

still s e l l i n g  at a frac t i o n  of their r e p l a c e m e n t  value. From an earnings 

standpoint, the p r o g r e s s  of A m e r i c a n  corporations, n o t w i t h s t a n d i n g  two 

recessions, h a s  b e e n  dramatic. Fr o m  1969 to 1979, the Standard & Poor's 

500 was flat. C orporate p r o fits during the same period tripled.

Since 1969, p r i v a t e  pension funds ha v e  subst a n t i a l l y  reduced their 

h o l d i n g s  in c o m m o n  stocks. I n surance com p a n i e s  h a v e  reduced their equity 

p o s i t i o n s  to e x t r e m e  l ow points. For example, fire and c a s u a l t y  companies 

ho l d  o n l y  12% of their a s s e t s  in equities. F o r eigners like w i s e  hold a



record low per c e n t a g e  of their funds in U. S. c o m m o n  stocks. W h i l e  

f o r e i g n  i nvestors c ommitments to the U. S. m a r k e t  have fallen, their 

as s e t s  in gold and ot h e r  c u r rencies hav e  m u l t i p l i e d  m a n y  times, m a k i n g  

their p o t e n t i a l  p u r c h a s e s  e x t r e m e l y  large. Japan e s e  p e n s i o n  funds hav e  

be e n  r e c e n t l y  authorized, for the first time, to hol d  up to 20% o f  their 

as s e t s  in f o r e i g n  securities. I n d i v i d u a l s  are a n o t h e r  p o t e n t i a l  s o u r c e  

of demand, h a v i n g  bee n  net sellers of s t o c k  f or years. On the o t h e r  hand, 

there a r e  est i m a t e s  that $30 b i l lion in c o m m o n  s t o c k  h a v e  b e e n  t a k e n  off 

the m a r k e t  in r ecent y e a r s  t h r ough d i r e c t  c o r p o r a t e  purchases. Gi v e n  the 

right set of circumstances, p e r haps m o d e r a t i n g  inflation, o r  improved tax 

tr e a t m e n t  of divi d e n d s  and c a p ital gains, and a g e n e r a l l y  m o r e  f a v o r a b l e  

a t t i t u d e  towards capital formation this o b v i o u s  p o t e n t i a l  d e m a n d  could 

w e l l  b e  conv e r t e d  into real p u r c h a s i n g  p o w e r  p r o d u c i n g  s u b s t a n t i a l l y  

h i g h e r  v a l u a t i o n s  for common stocks in general.

It is also true that ov e r  the l o n g - t e r m  the best ra t e s  of r e t u r n  

h av e  been p r o v i d e d  by the c ommon stock market. Fro m  1 9 2 6 - 1 9 7 9  c o m m o n  

stocks as r e p r e s e n t e d  by the Standard 6 P o o r ' s  C omposite I n d e x  h a v e  p r o v i d e d  

a 6.1% real rate of return w h i l e  l o n g - t e r m  cor p o r a t e  bonds have p r o v i d e d  

a r e a l  rate of r eturn of only 1%. The c u m u l a t i v e  impact of these 

d i f f e r e n t i a l s  is g raphically d isplayed in "Wealth Indices of In v e s t m e n t s  

in the U. S. Capital M a r kets 1 9 2 6 - jl^78".



PR
IC

E
^ w t t a w g a a a a i i a i ^

PRICE PROFILE
PREPARED FOR THE STATE OF ALASKA 

MONTHLY DATA

____________  S A L O M O N  S O N D  INDEX



P
R

IC
E

PRICE PROFILE

MONTHLY DATA -  1 2 /7 8  TO 1 2 /8 0

S?,P KWH
S A L O M O N  B O N D  INDEX



A L L I A N C E  C A P I T A L  MANAGEMENT CORPORAT ION 

I N F L A T I O N  I N P A C T

Co n s u m e r  P r i c e  I n d e x

S t a n d a r d  & P o o r s  500

1 9 7 5 - 1 9 7 9

h i  07n  / > _//u

9 m o s . 1980

9 . 6%

9 9 , 9 21.0

A l l i a n c e  E q u i t y  F u n d  Co m p o s i t e 1 4 1 . 1 2 8 , 0



FIGURE IV

MOVEMENT OF TANGIBLE ASSET INDICES 
1 9 S 8 = 1 0 0
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S T O C K S ,  BONDS,  R I S K  FREE A S S E T S  & I N F L A T I O N  

Compound G ro w th  R a t e s :  1 9 2 6  -  1 9 7 9

NOMINAL REAL

COMMON S TO C K S  ( S  & P 500)

•

9.0% 6 .1 %

LONG- TERM CORPORATE BONDS 3 .8% 1 . 0%

T R E A S U R Y  B I L L S 2 . 7 % (0 . 1% )

I N F L A T I O N 2 . 7 % ---------------

Source: Ibbo tsen -S inque f ie ld
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WEALTH INDICES OF INVESTMENTS IN THE U.S. CAPITAL MARKETS

192G-1978

Preparod by A llianco Capitol M anagement C orpora tion  based upon data prosenlud in S toeFs, Ponds. Dills and In lla iio n : 
Tho Past ( 1926- 1976) am i T lio  Future U 07/ - 2000) published in 1977 by iho  Financial Ana lysts llcsca rch  Foundation.


