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(14) the portions of business and industrial loans made
under the Rural Development Act of 1972 which are guaranteed by the
Farmer®™s Home Administration;

(15) the guaranteed portion of Farmer®s Home Administration
loans;

(16) notes secured by mortgages granting a first lien on com—
mercial or [OF] residential real estate improved by completed buildings
if the mortgages are insured by a private mortgage insurance corporatior
which 1is authorized to do business in Alaska and has combined capital,
surplus and reserves aggregating at least $20,000,000, and if loan-to-
value ratios do not exceed 75 percent for commercial mortgages and 90
percent for residential mortgages; [THE MINIMUM COVERAGE SHALL BE 10
PERCENT FOR LOANS HAVING A LOAN-TO-VALUE RATIO OF LESS THAN 90 PERCENT,
AND THE MINIMUM COVERAGE SHALL BE 20 PERCENT FOR LOANS HAVING A LOAN-
TO-VALUE RATIO OF 90 PERCENT OR MORE.] however,

(A) no mortgage insurance is necessary for commercial
loans having loan-to-value ratios of less than 50percent and the
minimum coverage of other commercial loans shall be 10 percent for
those having a loan-to-value ratio of 50-60 percent and 15 percent
for those having a loan-to-value ratio greater than 60 percent but
no more than 75 percent, and

(B) no mortgage insurance is necessary for residential
loans having a loan-to-value ratio of less than 70 percent and the
minimum coverage of other residential loans shell be 10 percent foi
those having a loan-to-value ratio greater than 70 percent but less
than 90 percent and 20 percent for those having a loan-to-value
ratio of 90 percent;

(17) notes secured by mortgages granting a firstlien on com—

mercial real estate improved by completed buildings if the originating
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financial institution retains at least 25 percent of the mortgage until
maturity;

(18) preferred and common stock of corporations incorporated
in the United States, on which dividends have been paid in each of the
three years immediately preceding the investment;

(19) debt securities of foreign governments or corporations
and preferred and common stock of foreign corporations which are of sub—
stantially equivalent quality as those domestic securities permitted
under this section;

(20) certificates of deposit, term deposits, bankers®™ accept—
ances, or equivalent instruments, which are issued by a United States
or foreign bank or trust company located in a foreign country and are
denom-"nated in either United States or foreign currency, if either (A)
they may be readily sold in a secondary market at prices reflecting 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 paragraph are not subject to the collateral requirements for
domestic certificates under (m) of this section;

(21) equity interests in, and debt obligations secured by
mortgages granting a first lien on, real property improved by completed
and substantially rented buildings and located in the United States, if

these investments are made

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

entity in which, at the conclusion of each investment transaction,
at least 60 percent of the beneficial ownership interests are
held by other institutional investors, and which is organized and
operated for the purpose of making real estate investments by a

bank, 1insurance company, or other manager of institutional funds

which has had at least five years of experience in the management

7. SSSB 684



of real estate investments of institutional investors: or
®) in conjunction with and on substantially the same
terms as an entity described in (A) of this paragraph.
Sec. 7. AS 37.13.120(i) 1is repealed and reenacted to read:

(i) At the time of each investment, the aggregate investment of
the Alaska permanent fund in each stated category of investment may not
exceed the following stated percentage of the total investments of the
fund: mortgages under (g)(16) of this section, 15 percent; real
estate investments under (g)(21) of this section, 15 percent; foreign
securities under (g)(19) of this section, 10 percent; foreign cer—
tificates of deposit or the equivalent under (g)(20) of this section,
20 percent; corporate stocks and debt securities under (g)(8), (9), and
(18) of this section, 50 percent. The fund may at no time own more
than five percent of the voting stock of any corporation. Domestic
stocks, except for bank and insurance company stocks, must be listed at
the date of purchase on an exchange registered with the Securities and
Exchange Commission.

Sec. 8. AS 37.13.120 is amended by adding a new subsection to read:

(m) Certificates of deposit or the equivalent instruments which
are not of a quality which may be readily sold in a secondary market at
prices reflecting fair value must be secured by a pledge as collateral
of investments authorized for the permanent fund under (g)(1), (2), (8)
or (12) - (17) of this section, which have value at least equal to the
face value of the certificate of deposit. The board may require
substitution of collateral in order to ensure continued satisfaction of
these requirements.

Sec. 9. AS 37.13.130 1is repealed.

Sec. 10. AS 37.13.140 is repealed and reenacted to read:

Sec. 37.13.140. INCOME. Net income must be computed annually as
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of the last day of the fiscal year in accordance with generally acceptec
accounting principles, excluding any unrealized gains or losses.

Income available for distribution equals the average net income for the
last five fiscal years, including the fiscal year just ended, but may
not exceed net income for the fiscal year just ended plus the balance

in the undistributed income account described in AS 37.13.145.

Sec. 11. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.145. DISPOSITION 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, excluding any income on the undistributed income account
in the permanent fund, must be transferred to principal for reinvcstmeni
The other 50 percent of the net income must be transferred to the
undistributed income account. Money in the undistributed income accoun :
must be invested in investments authorized under AS 37.13.120. Income
from the investment of the undistributed income account must be treated
as an addition to that account.

Sec. 12. AS 37.13.150 is amended to read:

Sec. 37.13.150. CORPORATION [BOARD] BUDGET. The revenues genera-—
ted by the corporation®s investments must be identified as the source
of the [THE] operating budget of the corporation in the state®"s operat—
ing budget under [BOARD IS FROM THE GENERAL FUND AND IS SUBJECT TO] the
Executive Budget Act (AS 37.07.010 -- 37.07.130). The unexpended bal —
ance of the corporation®s annual operating budget does not lapse at
the end of the fiscal year but must be treated as income under AS 37.-
13.140.

Sec. 13. AS 37.13.160 is amended to read:

Sec. 37.13.160. AUDITS. The Legislative Budget and Audit Commit—

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

and performance evaluations of the corporation®s investments and

_o- SSSB 684



investment programs.
Sec. 14. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.205. REGULATIONS. The board may adopt regulations
under the Administrative Procedure Act (AS 44.62) to interpret and
implement this chapter.

Sec. 15. This Act takes effect July 1, 1982.

-10- SSSB 684



v. "™ T} THE LEGISLATURE OF THE STATE OF ALASKA /
- TWELFTH LEGISLATURE

FISCAL NOTE
I. REQUEST
Bill/Resolution No. o
Title Relating to Investment & Management of the Alaska Permanent Fund
Requested by_ Date 1/2218&2.

I1. FISCAL DETAIL
Agency Affected Department of Revenue
Program Category Affected Revenue Collection and Management
BRU, Program, Or Subprogram”) Affected Permanent Fund Corporation ~
(Note: If more than one budget component is affected, separate line-itenm
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

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

100 PERSONAL SERVICES 94.4 103.8 114.2 125.6 138.2
200 TRAVEL (28.8
300 CONTRACTUAL 6.119.7 6.989.6 8,775.4 9.914.5 11 .159.7

400 COMMODITIES

500 EQUIPMENT

600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL
6,185.3 7,093.4 8,889.6 10,040.1 11,297.9

FUNDING (Thousands of Dollars)

GENERAL FUND ©
FEDERAL FUNDS
OTHER (Specify Source)

Permanent Fund Income 6.185.3 7.093.4 8.889.6 10,040.1 11,297.9
POSITIONS

FULL TIME AN AN AN O —to

PART TIME

TEMPORARY

II1. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

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. date January 22, 1982 prepared oy Anselm C. Staack, Treasury Comptroll
AGENCY Dept, of Revenue/Treasurv Division_
Original: Legislative Finance PHONE 465-2350
cc: Budget and Management
Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)




JI*Y S. HAMMOND
"GOVERNOR *

Statxte of A laska
OFFICE OF THE GOVERNOR
Juneau

March 9, 1982
The Honorable Jalmar Kerttula

President of the Senate
Alaska State Legislature
Pouch V

Juneau, AK 99811

Dear Mr. President:

Under the authority of art. 111, sec. 18, of the Alaska
Constitution, | am transmitting a sponsor substitute for
Senate Bill No. 684, introduced at my request on January 27,
1982. Since the introduction of the bill regarding invest—
ment and management of the Permanent Fund, the Board of
Trustees of the Alaska Permanent Fund Corporation has met
and reviewed the bill and requested that four changes be
made . The changes included in the sponsor substitute are as
follows:

¢)) In sec. 6 of the bill, AS 37.1.3.120 (g) (19) and
(20) are amended by deleting the condition that foreign
investments must Dbe held in safekeeping by an entity which
is.subject to the jurisdiction of the United States courts.
The Board has determined that the benefits and risks
associated with this condition are not capable of precise
calculation and that this condition or a similar one would
be better 1imposed by regulation, 1in order to ensure the
flexibility necessary for prudent ii.vestment of the fund.

2 In sec. 7 of the bill (AS 37.13.120 (i)), a limit
on investment in real estate equal to 15 percent of the fund
is added. A 15 percent limit is now applicable to privately
insured mortgages under existing AS 37.13.120(i). In
addition, modifying references are added to clarify the
limitations on investments 1in mortgages ("under (gj (16) of
this section,™) in corporate stocks and debt securities
("under (g)(8), (@ and (18) of this section™), 1in foreign
securities ("under (g) (19) of this section”) and foreign
certificates of deposit ("under (g)(20) of this section.™)

€)) In secs. 10 and 11 of the bill, AS 37.13.140 and
37.13.145 are both reworded in order to retain the five-year
averaging provision for income available for distribution
which 1is contained 1in current law at AS 37.13.140, while
still providing for reinvestment of 50 percent of the fund"s
annual net income.

This result is accomplished without amending the
dividend fund statute, AS 43.23.050(b), or diminishing the



flow of income to the dividend fund under that statute which
provides that 50 percent of the income available for distri—
bution under AS 37.03.140 1is transferred to the dividend
fund. Secs. 10 and 11/ as written in the substitute bill/

provide for the 50 percent of net income which s not trans—
ferred to principal to be vretained 1in an undistributed
income account. Money 1in the wundistributed income account
will be invested by the corporation until it is transferred
to the dividend fund or appropriated by the legislature.

The amount of income available for distribution equals the
average net 1income for the last five years but may not
exceed net income for the fiscal year just ended plus the
balance in the undistributed i1ncome account.

Thus the rewritten sections retain the income-averaging
characteristic designed to provide "an even flow of revenue
to the dividend fund while still allowing reinvestment of 50
percent of the annual net income earned on principal of the
fund in order to preserve the value of the fund in infla—
tionary times. The other 50 percent of net income earned on
principal will retain 1its character as income and be
invested to yield additional 1income/ all of which will be
available for transfer to the dividend fund or for appro—
priation. The definition of "income available for distri—
bution”™ as the average net income for the last five fiscal
years 1is retained in order to avoid any effect of this bill
on the flow of money to the dividend fund. The changes to
secs. 10 and 11 have been drafted with the advice of the
independent accountants who performed the corporation®s 1981
audit, and have been approved as understandable and workable
from an accounting standpoint.

4) AS 37.13.140 (sec. 10 of the bill) has
amended to provide that unrealized gains and losses are
excluded when computing net 1income. This provision 1is

consistent with the present generally accepted accounting
principles (GAAP) which are 1incorporated by AS 37.13.140,
but we are advised that the GAAP may be revised to allow
inclusion of unrealized gains and losses when computing net

income. While it is important for sound management to know
the market value of the fund, this concern 1is satisfied by
the reporting requirement of AS 37.13.170. The Board of
Trustees has determined, and | concur, that since the amount

of income available for distribution is fixed by tjatute and
may not be altered by the Board, it is imperative for sound
management of the fund to ensure the exclusion of unrealized
gains and losses when computing distributable income.

S "~S”ncer~fly, T
Y/ i

Jay is. Hammond
Governor

been
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Mr. Speaker:

The Committee on Finer-y. has had CSSSSB 666

*An ACt relating to the investment and management of the Alaska
permanent fund and to the computation of the income of the fund
available for distribution; and providing for an effective date."

under consideration and reports
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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE
I. REQUEST

Bill/Resolution No. CS SSSB 684 (—&T&—.)éfi\r")< \
Title Relating to Investment & Management of the Ak. Permanent Fund

Requested by Date 5/12/82
Il. FISCAL DETAIL

Agency Affected, Department of Revenue

Program Category Affected Permanent Fund Corp.

BRU, Program, Or Subprogram(s) Affected, Permanent Fund Corp.

(Note: if more than one budget component is affected, separate line-itenm
amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars)

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

100 PERSONAL SERVICES 94.4
200 TRAVEL (28.8)
300 CONTRACTUAL 1,938.0

400 COMMODITIES

500 EQUIPMENT

600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL 2,003.6

FUNDING (Thousands of Dollars)

GENERAL FUND

FEDERAL FUNDS

OTHER (Specify Source)

Permanent Fund Inccme 2,003.6

POSITIONS

FULL TIME -
PART TIME
TEMPORARY

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

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

Contractual Services is for associated outside management and safekeeping costs of new
allowable investments where applicable. Assumes, based on average fund balance for a
fiscal year; 25% in preferred and common stock, 5% real estate equity, 5% foreign
securities and certificates of deposit. Stock is at one-half of maximum allowed,
others at one-third of maximum 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 security cost.

FY 83 assumes above percentages for one-half year only as transition time to new
investment categories. Net effect of above scenerio places 35% of all corporate
assets with outside managers, the balance 65% remains for internal managenent.

tv. date [ 1982 PREPARED BY House Finance Ccmmittee

AAG E N C Y
Original: Legislative Finance PHONE 465-3757 ~

cc: Budget and Management / ] /"1 A n
Prime Sponsor (First Legislator Named) LA,
33-001 (Rev. 12/81) AT~A~ms, Chair

F-Kunce Ccmmittee



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. 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

I1. FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: Alaska Permanent Fund Corporation
BRU, Program, or Subprogram”) 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 1 FY 83 FY 84 | FY 85 | FY 86 FY 87

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL - 1

400 COMMODITIES - 1

500 EQUIPMENT -1
600 LAND & STRUCTURES

700 GRANTS,CLAIMS,ETC - 1

800 MISCELLANEOUS - 1

TOTAL - 1

FUNDING  (MILLIONS of Dollars)
-
GENERAL FUND +25.6 Future has costs,but can"t be estimated
FEDERAL FUNDS - - -
OTHER (Specify Source) I [ i

POSITIONS

FULL TIME - 1
PART TIME - 1 - 1
TEMPORARY - 1

I1l. ANALYSIS (See Fiscal Note Preparation Instruction, Section II11)

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 PREPARED BY: Thomas K. Williams

AGENCY: Department of Revenue
Or-iginal=r=isg.islati-w¥-inance”= _ r-—pHON E 465-2300------- —
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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Original sponsor: Rules/Governor Offered: 4/23/82

Referred: Rules

IU THE SENATE BY THE FINANCE COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 684 (Finance) am
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the investment and management of

the Alaska permanent fund and to the computation of the
income of the fund available for distribution; and

providing for an effective date."”

IT ENACTED BY THE LEGISLATUREOF THE STATE OF ALASKA:

* Section 1. AS 37.13.050 isamended to read:

Sec. 37.13.050. COMPOSITION AND QUALIFICATIONS OF BOARD..OF
TRUSTEES. (a) The Board of Trustees of the AlaskaPermanent Fund
Corporation consists of sixmembers appointed by thegovernor. Two
[THREE] of the members shall be heads of principal departments of state
government, one of whom shall be the commissioner of revenue. Four
[THREE] members shall be appointed by the governor from the public and
may not hold any other state or federal office, position or employment,
either elective or appointive, except as a member of the armed forces of
either the United States or of this state. [MEMBERS OTHER THAN THE
COMMISSIONER OF REVENUE SHALL BE SEPARATELY CONFIRMED BY A MAJORITY OF
THE MEMBERS OF THE LEGISLATURE IN JOINT SESSION.]

(b) Thefour [THREE] public members of the board shall have recog—
nized competence and wide experience in finance, 1investments, or other
business management-related fields.

(c) The board shall annually elect a chairman from among 1its
members.

Sec. 2. AS 37.13.060 1is amended to read:
Sec. 37.13.060. TERM OF OFFICE. The public members of the
-1- CSSSSB 684 (Fin) am



board shall be appointed for terms of four [THREE] years, and they may
be reappointed [SUBJECT TO CONFIRMATION BY A MAJORITY OF THE MEMBERS OF
THE LEGISLATURE IN JOINT SESSION]. The terms of the public members
[TERMS] shall be staggered so that no more than one term of a public
member expires each year. [INITIAL TERMS FOR MEMBERS OTHER THAN THE
COMMISSIONER OF REVENUE SHALL BE TWO MEMBERS SERVING FOR ONE YEAR, TWO
MEMBERS SERVING FOR TWO YEARS, AND ONE MEMBER SERVING FOR THREE YEARS.]
Sec, 3. AS 37.13.070 is amended to read:

Sec. 37.13.070. REMOVAL AND VACANCIES. (a) The governor may
remove a member of the board from office. [HOWEVER, THE REMOVAL OF A
MEMBER OF THE BOARD IS SUBJECT TO DISAPPROVAL BY A VOTE OF A MAJORITY OF
THE MEMBERS OF THE LEGISLATURE AT THE FIRST JOINT SESSION HELD 10 OR
MORE DAYS AFTER THE LEGISLATURE RECEIVES NOTICE OF THE REMOVAL FROM THE
GOVERNOR.] A reir val by the governor shall be in writing and shall
state the reason for the removal. A member who 1is removed by the
governor may not participate 1in board business and may not be counted
for purposes of establishing a quorum after [BETWEEN THE TIME] he re—
ceives written notice of his removal from the governor [AND THE TIME
THAT THE LEGISLATURE®S POWER TO DISAPPROVE THE REMOVAL UNDER THIS SUB-—
SECTION EXPIRES. IF THE LEGISLATURE DISAPPROVES THE REMOVAL OF A BOARD
MEMBER, THE BOARD MEMBER SHALL BE REINSTATED].

(b) A vacancy on the board shall be promptly filled by appointment
by the governor [AND CONFIRMATION BY A MAJORITY OF THE MEMBERS OF THE
LEGISLATURE IN JOINT SESSION]. An appointee to a vacancy shall hold
office for the balance of the term for which his predecessor on the
board was appointed. [IF A VACANCY ARISES ON THE BOARD WHILE THE LEGIS—
LATURE IS NOT IN SESSION, THE GOVERNOR MAY APPOINT AN INTERIM BOARD
MEMBER WHO SHALL EXERCISE THE POWERS OF A BOARD MEMBER UNTIL THE LEGIS—
LATURE FAILS TO CONFIRM THE APPOINTMENT OF THE INTERIM BOARD MEMBER.]

-2- CSSSSB *84(Fin) am
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(©) A vacancy on the board does not impair the authority of a

quorum of the board to exercise all the powers and perform all the
duties of the board.
Sec. 4. AS 37.13.090 is amended to read:

Sec. 37.13.090. COMPENSATION OF BOARD MEMBERS. Public members of
the board receive an honorarium of $400 for each day spent at a meeting
of the board or at a meeting of a subcommittee of the board or at a
public meeting as a representative of the board. Members [MEETING DAY
IF THEY ATTEND 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 commissions.

Sec. 5. AS 37.13.120(g) 1is amended to read:

(g) Subject to the limitations contained in [(h) AND (i) OF] this
section, the board may invest corporation assets at such competitive
national market rates or prices as are applicable to each investment
only 1in

(1) obligations of, or obligations insured by or guaranteed
by, the United States or agencies or instrumentalities of the United
States;

(2) obligations secured by reserves paid in by the United
States or agencies or instrumentalities of the United States or obliga—
tions of corporations in which the United States 1is a shareholder or
member;

(3) certificates of deposit and term deposits of [ISSUED BY]
United States domestic banks which are members of the Federal Deposit
Insurance Corporation and [FOR] which may be readily sold in a [GENERALLY
RECOGNIZED] secondary market at prices reflecting fair value [EXISTS] or
which are fully secured at all times as to payment of principal and

interest as [BY INVESTMENTS] described in Cm). [(1), (2), (8) OR (12) -
-3- CSSSSB 684 (Fin) am



(16)] of this section [SUBSECTION; THE SECURITY PLEDGED UNDER THIS PARA-—
GRAPH SHALL L£ AT LEAST EQUAL TO THE FACE VALUE OF THE DEPOSIT AND THE
BOARD MAY REQUIRE SUBSTITUTION OF COLLATERAL];

U.) certificates of deposit and term deposits [SHARES] of
federally chartered savings and IPan [LOANS] association%.in Alaska
which may be readily sold in a secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest £S [BY INVESTMENTS] described in (m) [(1D), ()]
of this section [SUBSECTION];

(5) [SAVINGS] certificates of deposit and term deposits of
[ISSUED BY] state chartered savings and loan associations in Alaska
which may be readily sold in a secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest aS_ [BY INVESTMENTS] described in (m) [(1), (2)]
of this section [SUBSECTION];

(6) certificates of deposit and term deposits of [DEPOSITS
WITH] mutual savings banks in Alaska which may be readily sold in a
secondary market at prices reflecting fair value or which are fully
secured at all times as to payments of principal and interest as [BY
INVESTMENTS] described in On). [(1), (2)] of this section [SUBSECTION];

(7) fixed-term certificates of indebtedness of federally in—
sured credit unions in Alaska which may be readily r?ld in a secondary
market at prices reflecting fair value or which are fully secured at all
times as to payments of principal and interest as [BY INVESTMENTS] de—
scribed in (m) [(1), (2)] of this section [SUBSECTION];

(8) corporate debt securities which are rated AA or better by
a nationally recognized rating service;

9 short-term corporate promissory notas of the highest
ratings assigned by a nationally recognized rating service;

-4- CSSSSB 684 (Fin) am



(10) bankers® acceptances drawn on and accepted by United
States banks each of which have a combined capital and surplus aggre—
gating at least $200,000,000;

(11) repurchase agreements, the securities underlying the
agreements being any of the items in (1) - (3) and (8) - (10) of this
subsection;

(12) the guaranteed portion of Federal Small Business Adminis—
tration loans;

(13) the portion of first lien real estate mortgages guaranteec
by the Federal Veterans Adminiotration [ASSOCIATION];

(14) the portions of business and industrial loans made under
the Rural Development Act of 1972 which are guaranteed by the Farmer®s
Home Administration;

(15) the guaranteed portion of Farmer®s Home Administration
loans;

(16) notes secured by mortgages granting a first lien on com—
mercial or [OF] residential real estate improved by completed buildings
if the mortgages are insured by a private mortgage insurance corporation
which 1is authorized to do business in Alaska and has combined capital
and (,] surplus [AND RESERVES] aggregating at least $20,000,000, and if
loan-to-value ratios do not exceed 75 percent for commercial mortgages
and 90 percent for residential mortgages; however, [THE MINIMUM COVERAGE
SHALL BE 10 PERCENT FOR LOANS HAVING A LOAN-TO-VALUE RATIO OF LESS THAN
90 PERCENT, AND THE MINIMUM COVERAGE SHALL BE 20 PERCENT FOR LOANS
HAVING A LOAN-TO-VALUE RATIO OF 90 PERCENT OR MORE.]

(A) no mortgage insurance 1is necessary for commercial
loans having loan-to-value ratios of less than 50 percent and the
minimum coverage of other commercial loans shall be 10 percent for
those having a loan-to-value ratio of 50 - 60 percent and 15 percen :
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for those having a loan-to-value ratio greater than 60 percent but
no more than 75 percent, and
(B) no mortgage insurance is necessary for residential
loans having a loan-to-value ratio of less than 70 percent and the
minimum coverage of other residential loans shall be 10 percent for
those having a loan-to-value ratio greater than 70 percent but less
than 90 percent and 20 percent for those having a loan-to-value
ratio of 90 percent;

(17) notes secured by mortgages granting a first lien on com—
mercial real estate improved by completed buildings if the originating
financial institution retains at least 25 percent of the mortgage until
maturity;

(18) preferred and common stock of corporations incorporated
in the United States;

(19) certificates of deposit, term deposits, or bankers"™ accep
tances, which are issued by a United States bank or trust company
located in a foreign country and are denominated in United States cur—
rency, if either (A) they may be readily sold in a secondary market
at prices reflecting fair value, or (B) the issuing bank or trust com-—
pany has capital and surplus at the date of issue equalling at least
$500,000,000; investments made under this paragraph are not subject to
the collateral requirements for domestic certificates under (m) of this
section;

(20) equity interests in, and debt obligations secured by
mortgages granting a first lien on, real estate improved by completed
and substantially rented buildings and located in the United States, if
these investments are made

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

entity in which, at the conclusion of each investment transaction,
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at least 60 percent: of the beneficial ownership interests are held
ny other institutional investors, and which is organized and oper—
ated for the purpose of making real estate investments by a bank,
insurance company, or other manager of institutional funds which
has had at least five years of experience in the management of real

estate investments of institutional investors; or

(B3 in conjunction with and on substantially the same

terms as an entity described in (A) of this paragraph.

* Sec. 6. AS 37.13.120(i) 1is repealed and reenacted to read:

(i) At the time of each investment, the aggregate investment
the Alaska permanent fund in each stated category of investment may r.ot
exceed the following stated percentage of the total investments of the
fund: mortgages under (g)(16) of this section, 15 percent; real estate
investments under (g)(21) of this section, 15 percent; foreign certifi—
cates of deposit or the equivalent under (g)(20) of this section, 20
percent; corporate stocks and dcbu securities under (g)(8), (9), and
(18) of this section, 50 percent. The Alaska permanent fund may at no
time own more than five percent of che voting stock of a corporation.
Domestic stocks, except for bank and insurance company stocks, must be
listed at the date of purchase on an exchange registered with the
Securities and Exchange Commission.

Sec. 7. AS 37.13.120 is amended by adding a new subsection to read:

(m) Certificates of deposit or the equivalent instruments which
are not of a quality that may be readily sold in a secondary market at
prices reflecting fair value must be secured by a pledge as ccila.eral!
of investments authorised for the Alaska permanent 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 certificate of deposit. The

board may require substitution of collateral in order to ensure continued

-7- CSSSSB 684 (Fin) am

of



10

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

satisfaction of the requirements set out in this subsection.
Sec. 8. AS 37.13.140 is repealed and reenacted to read:

Sec. 37.13.140. INCOME. Net 1income of the corporation must be
computed annually as of the last day of the fiscal year in accordance
with generally accepted accounting principles, excluding any unrealised
gains or losses. Income available for distribution equals the average
net income of the corporation for the last five fiscal years, including
the fiscal year just ended, but may not exceed net income of the corpora—
tion for the fiscal year just ended plus the balance in the undistributed
income account described in AS 37.13.145.

Sec. 9. AS 37.13 isamended by adding a new section toread:

Sec. 37.13.145. DISPOSITION OF INCOME. At the end of each fiscal
year, an amount sufficient to offset the effect of inflation on principal
of the Alaska permanent fund during that year, as measured by a nation-—
ally recognized index, shall be transferred from net income as defined
in AS 37.13.140, exluding income on the undistributed income account in
the Alaska permanent fund, to the principal of the Alaska permanent, fund
for reinvestment. The balance of the net income as defined in AS 37.13.-
140 shall be transferred to the undistributed income account 1in the
Alaska permanent fund. Money in the undistributed income account shall
be invested in investments authorized under AS 37.13.120. Income from
the investment of the undistributed income account shall be treated as
an addition to that account.

Sec. 10. AS 37.13.150 is amended to read:

Sec. 37.13.150. CORPORATION [BOARD] BUDGET. The revenues genera—
ted by the corporation®s investments must be identified as the source
of the operating budget of the corporation in the state®"s operating
budget under [BOARD IS FROM THE GENERAL FUND AND 1S SUBJECT TO] the

Executive Budget Act (AS 37.07.010 - 37.07.130). The unexpended bal-
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ance of the corporation®s annual operating budget does not lapse at
the end of the fiscal year but shall be treated as income under AS 37.
13.140.

* Sec. 11. AS 37.13.160 is amended to read:

Sec. 37.13.160. AUDITS. The Legislative Budget and Audit Ccmmit—
tee may [SHALL] provide for an annual post audit and annual operational
and performance evaluations of the corporation®s investments and invest—
ment programs.

* Sec. 12. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.205. REGULATIONS. The board may adopt regulations
under the Administrative Procedure Act (AS 44.62) to interpret and
implement this chapter.

* Sec. 13. AS 37.13.130 1is repealed.

* Sec. 14. Transition to four-year terms for members of the Board of
[Trustees of the Alaska Permanent Fund Corporation as provided in AS 37.13.060
is amended 1in sec. 2 of this Act shall be implemented as follows: at the
expiration of the present term of each public member, the governor shall
appoint a replacement, or reappoint the present member, for a term of four
fears. Within 90 days after the effective date of this Act, the governor
shall appoint a public member to replace one of the two present heads of
principal departments other than the commissioner of revenue, to serve for a
term of four years or less which term expires in a year when no other public
nember®s term expires. The head of a principal department- who is to be re-
ilaced shall continue to serve or. the board until the appointment of a re-
ilaci-ment.

* Sec. 15. TRANSITION. (a) All income earned by the Alaska permanent:
fund before the effective date of this Act that 1is not income available for
disbursement shall be transferred to the undistributed income account estab—

lished in AS 37.13,145 added by sec. 9 of this Act. However, the amount
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1 transferred under this section shall be reduced by an amount equal to one-

2 half of jhe income available for disbursement for fiscal year 1983.

3 (b) The amount equal to the reduction in income under (a) of this

4 section shall be transferred to the general fund.

5 (c) In this section "income available for disbursement” shall be deter—
6 mined as set out in AS 37.13.140 before amendment by this Act.

7 * Sec. 16. This Act takes effect July 1, 1982.
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THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

_ 13- M
1. REQUEST C.6> j2 & (
Bill/Resolution Number: SS5fr-58?~(379/82)
Title: Relating to Investment & Management of the Alaska Permanent Fund

Requested by: Date: 4/7/82

I1. FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: Permanent Fund Corp.
BRU, Program, or Subprogram(s) Affected: Permanent Fund Corp.
(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)

11 FY 82 1 FY 83 1 FY 84 FY 85 FY 86 FY 87
_ _J B

100 PERSONAL SERVICES 1 - 94.4 1 103.8 114.2 125.6 138.2
200 TRAVEL - (28.,8) 1 - - - -
300 CONTRACTUAL - [ 2,425.0 15,190.0 6,458.0 7,287.0 8,152.0
400 COMMODITIES ! - | - - - -
500 EQUIPMENT 1 -1 -1 - - - -
600 LAND & STRUCTURES 1 -1 -1 - - - -
700 GRANTS,CLAIMS,ETC I -1 - - - - -
800 MISCELLANEOUS 1 - 1 = - 1 - - - -

TOTAL 1 -1 tfTT 1 5,293.8 6,572.2 7.412.6 8,290.2
2-*7. 2  ~S35~%2. Db-07s'1 @3sS’i

FUNDING (Thousands of Dollﬁrs)
l...

GENERAL FUND ! -1 -1 - -

FEDERAL FUNDS ! -1 -1 - - - -
OTHER (Specify Source)l I 003~ 1

PERMANENT FUND INCOME : :.2,490.6 I 5,293.8 6,572.2 7,412.6 8,290.2

POSITIONS
I 1 1 1 I 1

FULL TIME ! - -1 - - - -
PART TIME ! -1 -1 - - - -
TEMPORARY 1 1 -1

____________________________ 1 - _1___________ l

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 1I11)

Personal Services is for four public members of Board of Trustees to be compensated at
salary prescribed for state legislators. Reduction in Travel for deletion of
$400/meetfng day honorarium budgeted for present public members.

Contractual Services is for associated outside management and safekeeping costs of new
allowable investments were applicable. Assumes, based on average fund balance for a
fiscal year; 25% in preferred and common stock, 5% real estate equity, 5% foreign
securities and certificates of deposit. Stock is at one-half of maximum allowed,
others at one-third of maximum 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 security cost.

FY 83 assumes above percentages for one-half year only as transition time to new

investment categories. Net effect of above scenerio places 35% of all corporate
assets with outside managers, the balance 65% remains for internal management.
/4"
IV. DATE: April 7, 1982 PREPARED BY: Anselm C. Staack, Treasury Comptroller
AGENCY: Dept, of Revenue/Treasury Division
Original: Legislative Finance PHONE: 465-2350
cc: Budget and Management

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



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution Number: SSSB 684 (3/9/82}
Title: Relating to Investment & Management of the Alaska Permanent Fund
Requested by: Date: A/7/82

I1. FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: Permanent Fund Corp.
BRU, Program, or Subprogram(s) Affected: Permanent Fund Corp.
(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)

1 FY 82 Fy 83 FY 84 FY 85 FY 86 FY 87
100 PERSONAL SERVICES ! - 94 .4 103.8 114.2 125.6 138.2
200 TRAVEL 1 - (28.8) - - - -
300 CONTRACTUAL 1 - 2,425.0 5,190.0 6,458.0 7,287.0 8,152.0
400 COMMODITIES ! - - - - - -

500 EQUIPMENT - - - - - —
600 LAND & STRUCTURES j - - - - - -
700 GRANTS,CLAIMS,ETC 1 - - - - - -
800 MISCELLANEOUS - - - - - -

TOTAL | - 1 2,490.6 5,293.8 6,572.2 7,412.6 8,290.2

FUNDING (Thousands of Dollars)

GENERAL FUND ! - - - —

FEDERAL FUNDS 1 - - - - - -

OTHER (Specify Source)! 1

PERMANENT FUND INCOME 1 - 2,490.6 5,293.8 6,572.2 7,412.6 8,290.2
POSITIONS

FULL TIME | ~ 1

PART TIME 1 -1 | I - - —

TEMPORARY 1 - 1 -

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section 111)

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

Contractual Services is for associated outside management and safekeeping costs of new
allowable investments were applicable. Assumes, based on average fund balance for a
fiscal year; 25% in preferred and common stock, 5% real estate equity, 5% foreign
securities and certificates of deposit. Stock is at one-half of maximum allowed,
others at one-third of maximum 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 security cost.

FY 83 assumes above percentages for one-half year only as transition time to new
investment categories. Net effect of above scenerio places 35% of all corporate
assets with outside managers, the balance 65% remains for internal management.

1v. DATE: April 7, 1982 PREPARED BY: Anselm C. Staack, Treasury Comptroller
- AGENCY:. Dept..of. Revenue/Treasury Division

Original: Legislative Finance PHONE: 465-2350

cc: Budget and Management

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



THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST
Bill/Resolution NuTiber: 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

I1. 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 FY 84 FY 85 | FY 86 | FY 87
I— D
100 PERSONAL SERVICES - -
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC - 1 -
800 MISCELLANEOUS

TOTAL

FUNDING  (MILLIONS of Dollars)
-
GENERAL FUND - +25.6 Future has costs, but can"t be estimated
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME
PART TIME
TEMPORARY -1

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section II1I)

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

rDrdginafc- begislati~ve=F-inance = - -RHONE:-465 2300 ——————- .

cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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Original sponsor: Rules/Governor Offered: 4/23/82

Referred: Rules

IK THE SEHATE BY THE FINANCE COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 684 (Finance) am
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the investment and management of

the Alaska permanent fund and to the computation of the
income of the fund available for distribution; and

providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.13.050 is amended to read:

Sec. 37.13.050. COMPOSITION AND QUALIFICATIONS OF BOARD OF
TRUSTEES. () The Board of Trustees of the Alaska Permanent Fund
Corporation consists of six members appointed by the governor. Two
[THREE] of the members shall be heads of principal departments of state
government, one of whom shall be the commissioner of revenue. Four
[THREE] members shall be appointed by the governor from the public and
may not hold any other state or federal office, position or employment,
either elective or appointive, except as a member of the armed forces of
either th : United States or of this state. [MEMBERS OTHER THAN THE
COMMISSIONER OF REVENUE SHALL BE SEPARATELY CONFIRMED BY A MAJORITY OF
THE MEMBERS OF THE. LEGISLATURE IN JOINT SESSION.]

(b) The four [THREE] public members of the board shall have recog—
nized competence and wide experience in finance, 1investments, or other
business management-related fields.

(c) The board shall annually elect a chairman from among its
members.

Sec. 2. AS 37.13.060 is amended to read:
Sec. 37.13.060. TERM OF OFFICE. The public members of the
-1- CSSSSB 684 (Fin) am
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boar-", shall be appointed for terms of four [THREE] years, and they may
be reappointed [SUBJECT TO CONFIRMATION BY A MAJORITY OF T11E MEMBERS OF
THE LEGISLATURE IN JOINT SESSION]. The terms of the public members
[TERMS] shall be staggered so that no mor*. than one term of a public
member expires each year. [INITIAL TERMS FOR MEMBERS OTHER THAN THE
COMMISSIONER OF REVENUE SHALL BE TWO MEMBERS SERVING FOR ONE YEAR, TWO
MEMBERS SERVING FOR TWO YEARS, AND ONE MEMBER SERVING FOR THREE YEARS.]
Sec. 3. AS 37.13.070 is amended to read:

Sec. 37.13.070. REMOVAL AND VACANCIES. (a) The governor may
remove a member of the board from office. [HOWEVER, THE REMOVAL OF A
MEMBER OF THE BOARD 1S SUBJECT TO DISAPPROVAL BY A VOTE OF A MAJORITY OF
THE MEMBERS OF THE LEGISLATURE AT THE FIXST JOINT SESSION HELD 10 OR
MORE DAYS AFTER THE LEGISLATURE RECEIVES NOTICE OF THE REMOVAL FROM THE
GOVERNOR.] A removal by the governor shall be in writing and shall
state the reason for the removal. A member who 1is removed by the
governor may not participate in board business and may not be counted
for purposes of establishing a quorum after [BETWEEN THE TIME] he re—
ceives written notice of his removal from the governor [AND THE TIME
THAT THE LEGISLATURE®S POWER TO DISAPPROVE THE REMOVAL UNDER THIS SUB—
SECTION EXPIRES. IF THE LEGISLATURE DISAPPROVES THE REMOVAL OF A BOARD

MEMBER, THE BOARD MEMBER SHALL BE REINSTATED].

(b) A vacancy on the board shall be promptly filled by appointment

by the governor [AND CONFIRMATION BY A MAJORITY OF THE MEMBERS OF THE
LEGISLATURE 1IN JOINT SESSION]. An appointee to a vacancy shall hold
office for the balance of the term for which his predecessor on the
board was appointed. [IF A VACANCY ARISES ON THE BOARD WHILE THE LEGIS—
LATURE IS NOT IN SESSION, THE GOVERNOR MAY APPOINT AN INTERIM BOARD
MEMBER WHO SHALL EXERCISE THE POWERS OF A BOARD MEMBER UNTIL THE LEGIS—
LATURE FAILS TO CONFIRM THE APPOINTMENT OF THE INTERIM BOARD MEMBER.]

-2- CSSSSB 684 (Fin) am
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(©) A vacancy on the board does not inpair the authority of a

quorum of the board to exercise all the powers and perform all the
duties of the board.
Sec. 4. AS 37.13.090 is amended to read:

Sec. 37.13.090. COMPENSATION OF BOARD MEMBERS. Public members of
the board receive an honorarium of $400 for each day spent at a meeting
of the board or at a meeting of a subcommittee of the board or at a
public meeting as a representative of the board. Members [MEETING DAY
IF THEY ATTEND 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 commissions.

Sec. 5. AS 37.13.120(g) 1is amended to read:

(g) Subject to the limitations contained in [(h) AND (i) OF] this
section, the board may invest corporation assets at such competitive
national market rates or prices as are applicable to each investment
only 1in

(1) obligations of, or obligations insured by or guaranteed
by, the United States or agencies or instrumentalities of the United
States;

(2) obligations secured by reserves paid in by the United
States or agencies or instrumentalities of the United States or obliga—
tions of corporations in which the United States is a shareholder or
member ;

(3) certificates of deposit and term deposits of [ISSUED BY]
United States domestic banks which are members of the Federal Deposit
Insurance Corporation and [FOR] which may be readily sold in a (GENERALLY
RECOGNIZED] secondary market at prices reflecting fair value [EXISTS] or
which are fully secured at all times as to payment of principal and

interest as [BY INVESTMENTS] described in (m) [(1), (), (8) OR (12) -
-3- CSSSSB 684 (Fin) am
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(16)] of this section [SUBSECTION; THE SECURITY PLEDGED UNDER THIS PARA-—
GRAPH SHALL BE AT LEAST EQUAL TO THE FACE VALUE OF THE DEPOSIT AND THE
BOARD MAY REQUIRE SUBSTITUTION OF COLLATERAL];

(A) certificates of deposit and term deposits [SHARES] of
federally chartered savings and loan [LOANS] associationsf in Alaska
which may be readily sold in a secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest £s [BY INVESTMENTS] described in (m) [(1), (2)]
of this section [SUBSECTION];

(5) [SAVINGS] certificates of deposit and term deposits of
[ISSUED BY] state chartered savings and loan associations in Alaska
which may be readily sold in a secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest as [BY INVESTMENTS] described in (m) [(1), (2)]
of this section [SUBSECTION];

(6) certificates of deposit and term deposits of [DEPOSITS
WITH] mutual savings banks in Alaska which may be readily sold in a
secondary market at prices reflecting fair value or which are fully
secured at all times as to payments of principal and interest as [BY
INVESTMENTS] described in Qm). [(1), (2)] of this section [SUBSECTION];

(7) fixed-term certificates of indebtedness of federally in—
sured credit unions in Alaska which may be readily sold in a secondary
market at prices reflecting fair value or which are fully secured at all
times as to payments of principal and interest as [BY INVESTMENTS] de—
scribed in (m) [(1), (2)] of this section [SUBSECTION];

(8) corporate debt securities which are rated AA or better by
a nationally recognized rating service;

9 short-term corporate promissory notes of the highest

ratings assigned by a nationally recognized rating service;
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(10) bankers®™ acceptances drawn on and accepted by United
States banks each of which have a combined capital and surplus aggre—
gating at least $200,000,000;

(11) repurchase agreements, the securities underlying the
agreements being any of the items in (1) - (3) and (8) - (10) of this
subsection;

(12) the guaranteed portion of Federal Small Business Adminis—
tration loans;

(13) the portion of first lien real estate mortgages guaranteec
by the Federal Veterans Administration [ASSOCIATION];

(14) the portions of business and industrial loans made under
the Rural Development Act of 1972 which are guaranteed by the Farmer®s
Home Administration;

(15) the guaranteed portion of Farmer®s Home Administration
loans;

(16) notes secured by mortgages granting a first lien on com—
mercial or [OF] residential real estate improved by completed buildings
if the mortgages are insured by a private mortgage insurance corporation
which 1is authorized to do business in Alaska and has combined capital
and [,] surplus [AND RESERVES] aggregating at least $20,000,000, and if
loan-to-value ratios do not exceed 75 percent for commercial mortgages
and 90 percent for residential mortgages; however, [THE MINIMUM COVERAGE
SHALL BE 10 PERCENT FOR LOANS HAVING A LOAN-TO-VALUE RATIO OF LESS THAN
90 PERCENT, AND THE MINIMUM COVERAGE SHALL BE 20 PERCENT FOR LOANS

HAVING A LOAN-TO-VALUE RATIO OF 90 PERCENT OR MORE.]

(A) no mortgage 1insurance 1is necessary for commercial

loans having loan-to-value ratios of less than 50 percent and the
minimum coverage of other commercial loans shall be 10 percent for

those having a loan-to-value ratio of 50 - 60 percent and 15 percen

-5- CSSSSB 684 (Fin) am



for those having a loan-to-value ratio greater than 60 percent but
no more than 75 p" .enf., and
(B®) no mortgage insurance 1is necessary for residential
loans having a loan-to-value ratio of less than 70 percent and the
minimum coverage of other residential loans shall be 10 percent for
those having a loan-to-value ratio greater than 70 percent but less
than 90 percent and 20 percent for those having a loan-to-value
ratio of 90 percent;

(17) notes secured by mortgages granting a first lien on com—
mercial real estate improved by completed buildings if the originating
financial institution retains at least 25 percent of the mortgage until
maturity;

(18) preferred and common stock of corporations incorporated
in the United States;

(19) certificates of deposit, term deposits, or bankers"™ accep—
tances , which are issued by a United States bank or trust company
located in a foreign country and are denominated in United States cur —
rency, if either (A) they may be readily sold in a secondary market
at prices reflectingﬁfair value, or (B) the issuing bank or trust com—
pany has capital and surplus at the date of issue equalling at least
$500,000,000; 1investments made under this paragraph are not subject to
the collateral requirements for domestic certificates under (m) of this
section;

(20) equity interests in, and debt obligations secured by
mortgages granting a first lien on, real estate improved by completed
and substantially rented buildings and located in the United States, if
these investments are made

A) in a corporation, partnership, trust, or other
entity in which, at the conclusion of each investment transaction,

-6- CSSSSB 684 (Fin) am



10

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

at least 60 percent of the beneficial ownership interests are held
hv other institutional investors, and which is organized and oper-
ated for the purpose of making real estate investments by a bank,
insurance company, or other manager of institutional funds which
has had at least five years of experience in the management of real

estate investments of institutional investors; cr

(B) in conjunction with and on substantially the same

terms as an entity described in (A) of this paragraph.

* Sec. 6. AS 37.13.120(i) 1is repealed and reenacted to read:

(i) At the time of each investment, the aggregate investment
the Alaska permanent fund in each stated category of investment may r.ot
exceed the following stated percentage of the total investments of the
fund: mortgages under (g)(16) of this section, 15 percent; real estate
investments under (g)(21) of this section, 15 percent; foreign certifi—
cates of deposit or the equivalent under (g) (20) of this section, L0
percent; corporate stocks and debc securities under (g)(8), (9), and
(18) of this section, 50 percent. The Alaska permanent fund may at no
time own more than five percent of the voting stock of a corporation.
Domestic stocks, except for bsiik and insurance company stocks, must be
listed at the date of purchase on an exchange registered with the
Securities and Exchange Commission.

Sec. 7. AS 37.13.120 is amended by adding a new subsection to read:

@ir) Certificates of deposit or the equivalent instruments which
are not of a quality that may be readily sold in a secondary market at
prices reflecting fair value must be secured by a pledge as collat.eial
of investments authorized for the Alaska permanent 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 certificate of deposit. The

board may require substitution of collateral in order to ensure continued
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satisfaction of the requirements set out in this subsection.
Sec. 8. AS 37.13.140 1is repealed and reenacted to read:

Sec. 37.13.140. INCOME . Net income of the corporation must be
computed annually as of the last day of the fiscal year in accordance
with generally accepted accounting principles, excluding any unrealized
gains or losses. Income available for distribution equals the average
net income of the corporation for the last five fiscal years, including
the fiscal year just ended, but may not exceed net income of the corpora-—
tion for the fiscal year just ended plus the balance in the undistributed
income account described in AS 37.13.145.

Sec. 9. AS 37.13 isamended by adding a new section toread:

Sec. 37.13.145. DISPOSITION OF INCOME. At the end of each fiscal
year, an amount sufficient to offset the effect of inflation on principal
of the Aiaaka permanent fund during that year, as measured by a nation—
ally recognized index, shall be transferred from net income as defined
in AS 37.13.140, exluding income on the undistributed income account in
the Alaska permanent fund, to the principal, of the Alaska permanent fund
for reinvestment. The balance of the net income as defined in AS 37.13.-
140 shall be transferred to the undistributed income account in the
Alaska permanent fund. Money in the undistributed income account shall
be invested in investments authorized under AS 37.13.120. Income from
the investment of the undistributed income account shall be treated as
an addition to that account.

Sec. 10. AS 37.13.150 1is amended to read:

Sec. 37.13.150. CORPORATION [BOARD] BUDGET. The revenues genera-—
ted by the corporation®s investments must be identified as the source
of the operating budget of the corporation in the state®"s operating
budget under [BOARD IS FROM THE GENERAL FUND AND IS SUBJECT TO] the

Executive Budget Act (AS 37.07.010 - 37.07.130). The unexpended bal-
-8- CSSSSB 684 (Fin) am
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ance of the corporation®s annual operating budget does not lapse at
the end of the fiscal year but shall be treated as income under AS 37.
13.140.

* Sec. 11. AS 37.13.160 is amended to read:

Sec. 37.13.160. AUDITS. The Legislative Budget and Audit Commit—
tee may [SHALL] provide for an annual post audit and annual operational
and performance evaluations of the corporation®s investments and invest—
ment programs.

* Sec. 12. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.205. REGULATIONS. The board may adopt regulations
under the Administrative Procedure Act (AS 44.62) to interpret and
implement this chapter.

* Sec. 13. AS 37.13.130 is repealed.

* Sec. 14. Transition to four-year terms for members of the Board of
Trustees of the Alaska Permanent Fund Corporation as provided in AS 37.13.060
as amended 1in sec. 2 of this Act shall be implemented as follows: at the
expiration of the present term of each public member, the governoi shall
appoint a replacement, or reappoint the present member, for a term of four
years. Within 90 days after the effective date of this Act, the governor
shall appoint a public member to replace one of the two present heads of
principal departments other than the commissioner of revenue, to serve for a
term of four years or less which term expires in a year when no other public
member®s term expires. The head of a principal department who is to be re—
placed shall continue to serve on the board until the appointment of d re—
placement .

* Sec. 15. TRANSITION. (a) All income earned by the Alaska perranent
fund before the effective date of this Act that is not income available for
disbursement shall be transferred to the undistributed income account estab—

lished in AS 37.13.145 added by sec. 9 of this Act. However, the amount
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transferred under this section shall be reduced by an amount equal to one-

half of the income available for disbursement for fiscal year 1983.

(b) The amount equal to the reduction

section shall be transferred to the general

in income under (@) of this

fund.

(©) In this section "income available for disbursement™ shall be deter—

mined as set out in AS 37.13.140 before amendment by this Act.

* Sec. 16. This Act takes effect July 1,

-10-
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office of the governor

J uneactj

March 9, 1982
The Honorable Jalmar Kerttula

President of the Senate
Alaska State Legislature
Pouch V

Juneau, AK 99811

Dear Mr. President:

Under the authority of art. 11, sec. 18, of the Alaska
Constitution, I am transmitting a sponsor substitute for
Senate B ill No. 684, introduced at my request on January 27,
1982. Since the introduction of the b ill regarding invest-—

ment and management of the Permanent Fund, the Board of
Trustees of the Alaska Permanent Fund Corporation has met

and reviewed the b ill and requested that four changes be
made. The changes included in the sponsor substitute are as
follow s:

(1) In sec. 6 of the bill, AS 37.13.120 (g) (19) and

(20) are amended by deleting the <condition that foreign
investments must be held in safekeeping by an entity which
is subject to the jurisdiction of the United States courts.
The Board has determined that the benefits and risks
associated with this condition are not capable of precise
calculation and that this condition or a similar one would
be better imposed by regulation, in order to -ensure the
fle xibility necessary for prudent investment of the fund.

(2) In sec. 7 of the b ill (AS 37.13.120 (i)), a lim it
on investment, in real estate equal to 15 percent of the fund
is added. A 15 percent |lim it is now applicable to privately
insured mortgages under existing AS 37.13.120¢(1i) . In
addition, modifying references are added to clarify the
lim itations on xnvestments in mortgages ("under (g) (16) of
this section,") in corporate stocks and debt -securities

("under (g)(8), (9 and (18) of this section"), in foreign
securities ("under (g) (19) of this section”) and foreign
certificates of deposit ("under (g)(20) of this section.")

3) In secs. 10 and 11 of the b ill, AS 37.13.140 and
37.13.145 are both reworded in order to retain the five-year
averaging provision for income available for distribution
which is contained in <current law at AS 37.13.140, while
still providing for reinvestment of 50 percent of the fund's
annual net income.

This result is accomplished without amending the
dividend fund statute, AS 43.23.050(b), or diminishing the
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flow of income to the dividend fund under that statute which
provides that 50 percent of the income available for distri-
bution under AS 37.03.140 is transferred to the dividend
fund. Secs. 10 and 11, as written in the substitute b ill,
provide for the 50 percent of net income which is not trans-
ferred to principal to be retained in an undistributed
income account. Money in the undistributed income account
w ill be invested by the corporation until it is transferred
to the dividend fund or appropriated by the legislature.
The amount of income available for distribution equals the
average net income for the last five years but may not
exceed net income for the fiscal year just ended plus the
balance in the undistributed income account.

Thus the rewritten sections retain the income-averaging
characteristic designed to provide an even flow of revenue
to the dividend fund while still allowing reinvestment of 50
percent of the annual net income earned on principal of the
fund in order to preserve the value of the fund in infla —
tionary times. The other 50 percent of net income earned on
principal w ill retain its character as income and be
invested to yield additional income, all of which w ill be
available for transfer to the dividend fund or for appro-
priation. The definition of "income availab-e for distri-
bution” as the average net income for the last five fiscal
years is retained in order to avoid any effect of this b ill
on the flow of money to the dividend fund. The changes to
secs. 10 and 11 have been drafted with the advice of the
independent accountants who performed the corporation’'s 1981
audit, and have been approved as understandable and workable
from an accounting standpoint.

4) AS 37.13.140 (sec. 10 of the bill) has
amended to provide that wunrealized gains and losses are
excluded when computing net income. This provision is

consistent with the present generally accepted accounting
principles (GAAP) which are incorporated by AS 37.13.140,
but we are advised that the GAAP may be revised to allow
inclusion of unrealized gains and losses when computing net
income. W hile it is important for sound management to know
the market value of the fund, this concern is satisfied by
the reporting requirement of AS 37.13.170. The Board of
Trustees has determined, and | concur, that since the amount
of income available for distribution is fixed by statute and
may not be altered by the Board, it is imperative for sound
management of the fund to ensure the exclusion of unrealized
gains and losses when computing distributable income.

Jay:S. Hammond
Gove'rnor

been
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Referred: Finance

IN THE SENATE BY THE STATE AFFAIRS COMMITTEE

HOUSE CS FOR CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 684 (State Affairs)

IN THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the investment and management of

the Alaska permanent fund and to the computation of the
income of the fund available for distribution; and

providing for an effective date."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 37.13.050 is amended to read:

Sec. 37.13.050. COMPOSITION AND QUALIFICATIONS OF BOARD OF TRUST—
EES. (@) The Board of Trustees cf the Alaska Permanent Fund Corpora-—
tion consists of six members appointed by the governor. Two [THREE] of
the members shall be heads of principal departments of state government,
one of whom shall be the commissioner of revenue. Four [THREE] members
shall beappointed by the governor from the public arid may not hold any
other state or federal office, position or employment, either elective
or appointive, except as a member of the armed forces of either the
United States or of this state. [MEMBERS OTHER THAN THE COMMISSIONER OF
REVENUE SHALL BE SEPARATELY CONFIRMED BY A MAJORITY OF THE MEMBERS OF
THE LEGISLATURE IN JOINT SESSION.]

(b) The four [THREE] public members of the board shall have recog—
nized competence and wide experience 1in finance, investments, or other
business management-related fields.

(c) The board shall annually elect a chairman from among its

members.

* Sec. 2. AS 37.13.060 1is amended to read:

Sec. 37.13.060. TERM OF OFFICE. The public members of the

-1- HCS CSSSSB 684(SA)
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©) A vacancy on the board does not impair the authority of
quorum of the board to exercise all the powers and perform all the
duties of the board.

Sec. 4. AS 37.13.090 is amended to read:

Sec. 37.13.090. COMPENSATION OF BOARD MEMBERS. The board shall
determine the compensation of the public members of the board subject
to approval by the legislature m accordance with AS 37.07. Compensa—
tion for public members of the board shall be requested as part of the
operating budget of the board (AS 37.13.150). Members [PUBLIC MEMBERS
OF THE BOARD RECEIVE AN HONORARIUM OF $400 FOR EACH MEETING DAY IF THEY
ATTEND THE MEETING. ALL MEMBERS] of the board are entitled to per dienm
and travel allowances as provided by law for members of state boards and
commissions.

Sec. 5. AS 37.13.120(g) 1is amended to read:

()] Subject to the limitations contained in [(h) AND (i) OF] this
section, the board may invest corporation assets ac competitive national
market rates or prices applicable to each investment in

(1) obligations of, or obligations insured by or guaranteed
by, the United States or agencies or instrumentalities of the United
States j

2 obligations secured by reserves paid in by the United
States or agencies or instrumentalities of the United States or obliga—
tions of corporations in which the United States is a shareholder or
member;

(3) certificates of deposit and term deposits of [ISSUED BY]
United States domestic banks which are members of the Federal Deposit
Insurance Corporation and [FOR] which may be readily sold in a [GENERALLY
RECOGNIZED] secondary market at prices reflecting fair value [EXISTS] or
which are fully secured at all times as to pay meat of principal and

-3- HCS CSSSSB 684 (SA)
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Original sponsor: Rules/Governor Offered: 5/7/82

Referred: Finance

IrtE SENATE BY THE STATE AFFAIRS COMMITTEE

2 HOUSE CS FOR CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 684 (State Affairs)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 TWELFTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act relating to the investment and management of

/ the Alaska permanent fund and to the computation of the
8 income of the fund available for distribution; and

9 providing for an effective date."

10 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

u * Section 1. AS 37.13.050 is amended to read:

¥ Sec. 37.13.050. COMPOSITION AND QUALIFICATIONS OF BOARD OF TRUST—
13 EES. (@ The Board of Trustees of the Alaska Permanent Fund Corpora—
u tion consists of six members appointed ly the governor. Two [THREE] of
15 the members shall be heads of principal departments of state government,
1 one of whom shall be the commissioner of revenue. Four [THREE] members
17 shall be appointed by the governor from the public and may not hold any
18 other state or federal office, position or employment, either elective
B or appointive, except as a member of the armed forces of either the

2t United States or of this state. [MEMBERS OTHER THAN THE COMMISSIONER OF
2 REVENUE SHALL BE SEPARATELY CONFIRMED BY A MAJORITY OF THE MEMBERS OF
2 THE LEGISLATURE IN JOINT SESSION.]

23 (b) Thefour [THREE] public members of the board shall have recog—
2 nized competence and wide experience in finance, investments, or other
2 business management-related fields.

2 (c) The board shall annually elect a chairman from among its

a members.

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

29 Sec. 37.13.060. TERM 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 reappointed [SUBJECT TO CONFIRMATION BY A MAJORITY OF THE MEMBERS OF
THE LEGISLATURE IN JOINT SESSION]. The terms of the public members
[TERMS] shall be staggered so that no more than one term of a public
member expires each year. [INITIAL TERMS FOR MEMBERS OTHER THAN THE
COMMISSIONER OF REVENUE SHALL BE TwWO MEMBERS SERVING FOR ONE YEAR, TWO
MEMBERS SERVING FOR TWO YEARS, AND ONE MEMBER SERVING FOR THREE YEARS.]
Sec. 3. AS 37.13.070 is amended to read:

Sec. 37.13.070. REMOVAL AND VACANCIES. (a) The governor may
for good cause remove a member of the board from office. [HOWEVER, THE
REMOVAL OF A MEMBER OF THE BOARD IS SUBJECT TO DISAPPROVAL BY A VOTE OF
A MAJORITY OF THE MEMBERS OF THE LEGISLATURE AT THE FIRST JOINT SESSION
HELD 10 OR MORE DAYS AFTER THE LEGISLATURE RECEIVES NOTICE OF THE REMOVAl
FROM THE GOVERNOR.] A removal by the governor shall be in writing and
shall state the reason for the removal. A member who is removed by the
governor may not participate in board business and may not be counted
for purposes of establishing a quorum after [BETWEEN THE TIME] he
receives written notice of his removal from the governor [AND THE TIME
THAT THE LEGISLATURE®S POWER TO DISAPPROVE THE REMOVAL UNDER THIS SUB—
SECTION EXPIRES. IF THE LEGISLATURE DISAPPROVES THE REMOVAL OF A BOARD
MEMBER, THE BOARD MEMBER SHALL BE REINSTATED].

(b) A vacancy on the board shall be promptly filled by appointment
by the governor [AND CONFIRMATION BY A MAJORITY OF THE MEMBERS OF THE
LEGISLATURE IN JOINT SESSION]. An appointee to a vacancy shall hold
office for the balance of the term for which his predecessor on the
board was appointed. [IF A VACANCY ARISES ON THE BOARD WHILE THE LEGIS—

LATURE IS NOT IN SESSION, THE GOVERNOR MAY APPOINT AN INTERIM BOARD
MEMBER WHO SHALL EXERCISE THE POWERS OF A BOARD MEMBER UNTIL THE LEGIS-
LATURE FAILS TO CONFIRM THE APPOINTMENT OF THE INTERIM BOARD MEMBER.]

-2- HCS CSSSSB 684(SA)
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(©) A vacancy on the board does not impair the authority of a

quorum of the board to exercise all the powers and perform all the
duties of the board.
Sec. 4. AS 37.13.090 is amended to read:

Sec. 37.13.090. COMPENSATION OF BOARD MEMBERS. The board shall
determine the compensation of the public members of the board subject
to approval by the legislature in accordance with AS 37.07. Compensa—
tion for public members of the board shall be requested as part of the
operating budget of the board (AS 37.13.150). Members [PUBLIC MEMBERS
OF THE BOARD RECEIVE AN HONORARIUM OF $400 FOR EACH MEETING DAY IF THEY
ATTEND 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
commissions.

Sec. 5. AS 37.13.120(g) 1is amended to read:

(9) Subject to the limitati ..s contained in [(h) AND (i) OF] this
section, the board may invest corporation assets at competitive national
market rates or prices applicable to each investment in

(€)) obligations of, or obligations insured by or guaranteed
by, the United States or agencies or instrumentalities of the United
States;

2 obligations secured by reserves paid in by the United
States or agencies or instrumentalities of the United States or obliga—
tions of corporations in which the United States 1is a shareholder or
member;

(3) certificates of deposit and term deposits of [ISSUED BY]
United States domestic banks which are members of the Federal Deposit

Insurance Corporation and [FOR] which may be readily sold in a [GENERALLY
RECOGNIZED] secondary market at prices reflecting fair value [EXISTS] or
which are fully secured at all times as to pay raent of principal and
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interest as [BY INVESTMENTS] described in (M)_ [(1), (2), (8) OR (12) -
(16)] of this section [SUBSECTION( THE SECURITY PLEDGED UNDER THIS
PARAGRAPH SHALL BE AT LEAST EQUAL TO THE FACE VALUE OF THE DEPOSIT AND
THE BOARD MAY REQUIRE SUBSTITUTION OF COLLATERAL];

4 certificates of deposit and term deposits [SHARES] of
federally chartered savings and loan [LOANS] associations in Alaska
which may be readily sold in a secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest as [BY INVESTMENTS] described in (m) [(1), (2)]
of this section [SUBSECTION];

(5) [SAVINGS] certificates of deposit and term deposits of
[ISSUEDBY] state chartered savings and Jloan associations in Alaska
which may be readily sold ina secondary market at prices reflecting
fair value or which are fully secured at all times as to payments of
principal and interest af [BY INVESTMENTS] described in (m) [(1), ()]
of this section [SUBSECTION];

6) certificates of deposit and term deposits of [DEPOSITS
WITH] mutual savings banks in Alaska which may be readily sold in a sec—
ondary market at prices reflecting fair value or which are fully secured
at all times as to payments of principal and interest as [BY INVESTMENTS]
described in (m) [(1), (2)] of this section [SUBSECTION];

(7) fixed-term certificates of indebtedness of federally in—
sured credit unions in Alaska which may be readily sold in a market at
prices reflecting fair value or which are fully secured at all times as
to payments of principal and interest as [BY INVESTMENTS] described in
(m [(1), (2)] of this section [SUBSECTION];

(8) corporate debt securities which are rated AA or better by

a nationally recognized rating service;

(©)) short-term corporate promissory notes of the highest

-4- HCS CSSSSB 684(SA)
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ratings assigned by a nationally recognized rating service;

(10) bpnkers® acceptances drawn on and accepted by United
States banks each of which ive a combined capital and surplus aggregat—
ing at least $200,000,000;

abh repurchase agreements, the securities underlying the
agreements being any of the items in (1) - (3) and (8) - (10) of this
subsection;

(12) the guaranteed portion of Feder 1 Small Business Admin—
istration loans;

(13) the portion of first lien real estate mortgages guaran—
teed by the Federal Veterans Administration [ASSOCIATION];

(14) tne portions of business and industrial loans made under
the Rural Development Act of 1972 which are guaranteed by the Farmer®s
Home Administration;

(15) the guaranteed portion of Farmer®s Home Administration
loans;

(16) notes secured by mortgages granting a first lien on com—
mercial or [OF] residential real estate improved by completed buildings
if the mortgages are insured by a private mortgage insurance corporation
which 1is authorized to do business in Alaska and has combined capital,
surplus and reserves aggregating at least $20,000,000, and if loan-to-
value ratios do not exceed 75 percent for commercial mortgages and 90
percent for residential mortgages; however, [THE MINIMUM COVERAGE SHALL
BE 10 PERCENT FOR LOANS HAVING A LOAN-TO-VALUE RATIO OF LESS THAN 90
PERCENT, AND THE MINIMUM COVERAGE SHALL BE 20 PERCENT FOR LOANS HAVING A

LOAN-TO-VALUE RATIO OF 90 PERCENT OR MORE.]

A) no mortgage insurance is necessary for commercial

loans having loan-to-value ratios of less than 50 percent and the

minimum coverage of other commercial loans shall be 10 percent for
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those having a loan-to-value ratio of 50-60 percent and 15 percent
for those having a loan-to-value ratio greater than 60 percent but
no more than 75 percent, and

(B) no mortgage insurance 1is necessary for residential
loans having a loan-to-value ratio of less than 70 percent and the
minimum coverage of other residential loans shall he 10 percent for
those having a loan-to-value ratio greater than 70 percent but less
than 90 percent and 20 percent for those having a loan-to-value
ratio of 90 percent;

(17) notes secured by mortgages granting a first lien on com—
mercial real estate improved by completed buildings if the originating
financial institution retains at least 25 percent of the mortgage until
maturity;

(18) preferred and common stock of corporations incorporated
in the United States, on which dividends have been paid in each of the
three years immediately preceding the investment;

(19) debt securities of foreign governments or corporations
and preferred and common stock of foreign corporations which are of sub-—
stantially equivalent quality as those domestic securities permitted
under this section;

(20) certificates of deposit, term deposits, bankers® accep—
tances, or equivalent instruments, which are issued by a United States
or foreign bank or trust company located in a foreign country and are
denominated in either United States or foreign currency, if either (A)
they may be readily sold in a secondary market at prices reflecting 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 paragraph are not subject to the collateral requirements for

domestic certificates under (m) of this section;

-6- HCS CSSSSB 684(SA)



AH) equity interests in, and debt obligations secured by
mortgages granting a first lien on, real property improved by completed
and substantially rented buildings and located in the United States, if
these 1investments are made

(A) in a corporation, partnership, trust, or other
entity In which, at the conclusion of each investment transaction,
at least 60 percent of the beneficial ownership interests are
held by other institutional investors, and which is organized and
operated for the purpose of making real estate investments by a
bank, 1insurance company, or other manager of institutional funds
which has had at least five years of experience in the management
of real estate investments of institutional investors; or

(B) in conjunction with and on substantially the same
terms as an entity described in (A) of this paragraph;

(22) limited partnership interest in venture capital funds,
if these investments are made

(A) in a partnership in which, at the conclusion of
each investment transaction, at least 60 percent of the beneficial
ownership interests are held by other institutional investors and
which is organized and operated for the purpose of making venture
capital investments by a manager of institutional funds who has
had at least cive years of experience 1in the management of venture
capital investments of institutional investors; and

(B in a partnership that agrees to make venture capital
investments in the state equal to the investment of the Alaska
permanent fundin the partnership to the extent that in-state in—
vestments that have a risk level and expected yield comparable to

alternate investment opportunities are available.

(23) obligations issued by an agency of the state if the

-7- HCS CSSSSB 684 (SA)



obligations and the interest on them are taxable under federal law.
Sec. 6. AS 37.13.120(i) is repealed and reenacted to read:

(i) At the time of each investment, the aggregate investment of
the Alaska permanent fund in each stated category of investment may not
exceed the following stated percentageof the total investments of the
fund: mortgages under (g)(16) of this section, 15 percent; real estate
investments under (g)(21) of this section, 15 percent; venture capital
limited partnerships under (g)(22) of this section, 15 percent; foreign
securities under (g)(19) of this section, 10 percent; foreign certifi—
cates of deposit or the equivalent under (g)(20) of this section, 20
percent; corporate stocks and debt securities under (g)(8), (9), and
(18) of this section, 50 percent. The Alaska permanent fund may at no
time own more than five percent of the voting stock of a corporation.
Domestic stocks, except for bank and insurance company stocks, must be
listed at the date of purchase on an exchange registered with the
Securities and Exchange Commission.

Sec. 7. AS 37.13.120 is amended by adding new subsections to read:

(m) Certificates of depositor the equivalent instruments which
are not of a quality that may be readily sold in a secondary market at
prices reflecting fair value mustbe secured by a pledge as collateral
of investments authorized for the Alaska permanent 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 certificate of deposit. The board
may require substitution of collateral in order to ensure continued
satisfaction of the requirements set out in this subsection.

(n) Certificates of deposit or the equivalent instruments may not
be purchased from a bank doing business in Alaska unless the in-state

loan-to-deposit ratio of that bank as determined by the division of

banking of the Department of Commerce and Economic Development for the

-8- HCS CSSSSB 684(SA)



last full quarter preceding the purchase 1is not more than five percent
less than the in-state loan-to-deposit average ratio for all banks doing
business in Alaska for that quarter.

(0) Certificates of deposits or the equivalent instrument may not
be purchased from a bank doing business in Alaska if state and state
agency deposits in the bank are in excess of 400 percent of the bank"s
combined capital and surplus.

Sec. 8. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.145. DISPOSITION 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, excluding any income on the undistributed income account in the
Alaska permanent fund, shall be transferred to principal of the fund for
reinvestment. The other 50 percent of the net income shall be trans—
ferred to the undistributed income account. Money in the undistributed
income account shall be invested in investments authorized under AS 37.-
13.120. Income from the investment of the undistributed income account
shall be treated as an addition to that account.

Sec. 9. AS 37.13.150 is amended to read:

Sec. 37.13.150. CORPORATION [BOARD] BUDGET. The revenues genera—
ted by the corporation®s investments must be identified as the source
of the operating budget of the corporation in the state"s operating
budget under [BOARD IS FROM THE GENERAL FUND AND IS SUBJECT TO] the
Executive Budget Act (AS 37.07.010 - 37.07.130). The unexpended bal —
ance of the corporation®s annual operating 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 1is amended to read:

Sec. 37.13.160. AUDITS. The Legislati\ Budget and Audit Commit—

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

-9- HCS CSSSSB 684(SA)
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and performance evaluations of the corporation®s investments and invest—
ment programs.

* Sec. 11. AS 37.13 is amended by adding a new section to read:

Sec. 37.13.205. REGULATIONS. The board may adopt regulations
under the Administrative Procedure Act (AS 44.62) to interpret and
implement this chapter.

* Sec. 12. Transition tc four-year terras for members of the Board of
Trustees of the Alaska Permanent Fund Corporation as provided in AS 37.13.060
as amended 1in sec. 2 of this Act shall be implemented as follows: at the
expiration of the present term of each public member, the governor shall
appoint a replacement, or reappoint the present member, for a term of four
years. Within 90 days after the effective date of this Act, the governor
shall appoint a public member to replace one of the two present heads of
principal departments other than the commissioner of revenue, to serve for a
term of four years or less which term expires in a year when no other public
member®s term expires. The head of a principal department who is to be
replaced shall continue to serve on the board until the appointment of a

replacement.

* Sec. 13. This Act takes effect July 1, 1982.

-10- HCS CSSSSB 684(SA)



Capital
Year 1
All Returns $10.0
Paid Over
Real Returns 10.0
(5Z) Paid Over
All Returns 10.0
Retained in
Fund

Prepared by James B.
Special

EFFECTS

€Y
)

®)

Income

1.500

.500

Rhode
Assistant to the Trustees
Alaska Permanent Fund

19 August 1981

OF INFLATION ON THE REAL CAPITAL AND REAL INCOME OF THE PERMANENT FUND

Assumptions

$10.0 billion (starting) capital, no further contributions

10z inflation rate, using the GNP Deflator (which puts aside tax payments), the national

Consumer Price Index (which includes tax payments), or the Anchorage CPl (a local reference

for price changes in private and, to a lesser extent, public goods and services).

15Z total return on investment, which includes interest, dividends, realized and unrealized

capital gains and losses. This 1is deemed to include returns from the reinvestment of 1income

during the course of the year.

Real Real Real
Capital Capital s Real Ceaypiittall  Caypiittall Real Capital Capital Real
Year 10 Year 10 Income 1Income Year 20 Year 20 Income Income Year 30 Year 30 Income Incone
10.0 3.860 1.500 - .578 10.0 1.490 1.500 .223 10.0 .570 1.500 .C36
25.940 10.0 1.297 .500 67.270 10.0 3.364 500 174.490 10.0 8.720 .500
40.460 15.599 2.023 .780 163.670 24.329 8.184 1.217
<ryi o -

( zj> S'[r<Ls



ALASKA PERMANENT FUND CORPORATION

POUCH SB - JUNEAU, ALASKA 9BBJ1
TELEPHONE 907-465-2331 =7

RESPONDENT ADDRESS:
THOMAS K. WILLIAMS - VICE-CHAIRMAN
WILSON L. CONDON .
RETER B. MCDOWELL

GEORGE W. ROGERS
ROBERT W. WARD

TO: Senator Arliss SturgulewskiChairperson
Legislative. Budget & " Audit Committee

FROM:
Special Assistant to the Trustees

DATE.: 26 April 1982

SUBJECT: Section Analysis of CS for Sponsor Substitute
for SB 68A (Finance)

At your request, we have compared the above bill with that
offered by the Governor and the Trustees of the Alaska Permanent

Fund.e We find only the changes noted below.

Section A. COMPENSATION OF BOARD MEMBERS. (page 3, line 5)

Instead of a part-time salary equal to that of legislators,

a part-time salary to be proposed by the Trustees 1in their annual
budget request (CS by L&C), compensation is to be the existing
honorarium for each day spent at board and subcommittee meetings

or at public meetings where a trustee represents the board.

No provision 1is made Tfor compensating public members for
income*resulting from travel during regular business hou”s;
missioners, of course, draw their salariesat suchtimes. A
.majority of Trustees do not agree with thisamendment,partic—

ularly because of the extended travel that will be required to
meet with financial advisors, 1investment managers, and officials

at similar funds.
Investments

Section 5. (9) (3-6) (page 3, line 2A)

The phrase "or equivalent instruments"” was struck after each

reference to "certificates of deposit, term deposits™. The
is to limit, clearly, this investment authority.

The Trustees concur 1in this policy. The original phrase was
technical, to cover the possible creation of an instrument with
slightly different features. For example, a time deposit may be

adjusted every six months rather than bear a flat rate. Our

counsel and financial advisors have assured us this would be a

time deposit in the normal sense.

Section 5. () (19) ..(page 6, line.17)
The addition of "which are denominated in .Uni.ted States
currency”™ has the result of limiting the purchase of foreign



corporate debt solely to "Eurodollars” (overseas U.S. dollars),
such as the offerings of.SONY and many other multi-nationals,
and to dollar offerings by foreign governments, as have often
been made by Japan and Germany.

The Trustees concur 1in this change, as they had not intended
to have any foreign exchange considerations when buying these
fixed-retum investments.

Section 5. (9) (20) (page 6, line 21)

The deletion of "or foreign"™ [bank or trust company located
in a foreign country] has the effect of permitting the purchase
of Eurodollars from the New York branch of Lloyd"s but not the
bank®"s London office. In both cases, the final security is the
same, namely the net worth of the parent bank. However, the
Eurodollars sold by the U.S. branch have a somewhat lower yield
because this market 1is largely for U.S. 1institutions that are
unable to buy abroad because of this very restriction. The
Trustees ask that "or foreign"” be restored after the words
"United States™ on line 21; this would bring access to the
largest share of the world market for Eurodollars.

Among the selected foreign assets that are proposed in this
bill, the Trustees are most supportive of entering the Eurodollar
market. The_.principals in-this market are banks and corporations
as large, or larger, than the major banks and firms of the U.S.
The governments are those with the highest rated credit inter —
nationally. As no industrial country besides the U.S. has our
requirements for bank reserves (and given the frequent, heavy
demand by leading U.S. corporations), Eurodollars pay from one-
half to three percent more than like offerings 1in the U.S.



THE CASE FOR INTERNATIONAL DIVERSIFICATION

International diversification of an investment portfolio can provide
four benefits: reduction in the volatility of the portfolio; an in—
crease in the return; an increase in the marketability of the portfolio
as a whole; and protection against an unexpectedly high race of in—
flation In the United Staten.

1. Protection from Inflation

Diversification into markets of different countries with different
economic cycles and different rates of inflation reduces the risk that
an entire portfolio will show a low real rate of return. The return of
the international element of the portfolio will not be impaired by an
unexpectedly high level of inflation in the United States. Indeed it
will tend to.benefit since the growth of the inflation differential is
likely to be reflected in exchange rates so that overseas holdings will
rise in terms of the United States dollar. A rise in the exchange rate
of the United States dollar might lead, on the other hand, to the re—
turns on overseas investments not matching those on United States in—

vestments. Any fall in the United States rate of inflation would,
however, be highly beneficial to the performance of United States in—
vestments. Since the proportion invested in overseas markets would

likely be relatively small, the overall performance of a portfolio with
90 per cent invested in the United States and 10 per cent in overseas
markets would still be quite satisfactory during this period of low
domestic inflation. International diversification protects the assets
of a fund in that it provides a hr"gher return ori overseas securities at
the time it is most needed - when the rate of domestic inflation is
unexpectedly high.

2. Reduced Volatility
The prices of different shares in any one market tend to move
fairly closely together, but the correlation between share price move —

ments in different markets is low.

Correlation coefficients between United States and Foreign Stock
Markets 1970-1979.

United States * 1.00
United Kingdom .54
Japan .52
Germany .51
France .48

Hong Kong .45



One study has indicated that the reduction in volatility for the
period 1959 to 1979 for a portfolio with 90 per cent invested in the
Standard £ Poor » Composite Index and 10 per cent equally divided among
the equity markets of Prance, Germany, Japan, and the United Kingdom (as
represented by the Capital International Index for each of these mar—
kets) from the volatility of a portfolio invested wholly in the Stand-—
ard & Poor®"s Composite Index would have been nearly half that which
would have been obtained by holding 10 per cent of the portfolio in cash
equivalents. International diversification thus leads to a substantial
reduction in volatility.

3. Greater Return

The rate of return in the years 1959 to 1979 was generally greater
in the major markets outside North Americathanin theUnited States.
A study made by InterSecResearchCorporationshows the rates of return
achieved by investment in the Capital International Indices of the
markets of Canada, France, Germany, Japan, and the United Kingdom and in
the Standard & Poor"s Composite Index in the United States over four
periods (1959 to 1979, 1965 to 1979, 1970 to 1979, and 1974 to 1979),
after taking accountof dividend yield and adjusting for fluctuations in

exchange rates. The returns in every period were higher in each of the
overseas markets than in the United States except in the case of the
French market in the longest period. The rate of returnof a portfolio

divided equally among the four markets outside North America would have
been higher by about 70 per cent in the-first period, 150 per cent in
the second period, 160 per cent in the third period and 85 per cent in
the final period. The investment of even a small proportion of a United
States portfolio in international markets would, therefore, have re—
sulted in a significant increase in the return of the whole portfolio.

4. Increased Marketability

Capital International has published figures for turnover in 1979 in

14 stock markets in Europe and the Far East. Turnover in these 14
markets amounted to $220.7 billion, over 86 per cent of the turnover of
the United States and Canadian equity markets in the same year. Cap.-tal

International has also published figures for the market capitalization
of equities on 16 stock exchanges outside North America. At the end of
1979 the total amounted to $755 billion, alirost 71 per cent of the
combined market capitalizations of the United States and Canadian stock
markets at that time. The size of mar Z".cs outside North America is thus
considerable, and turnover forms a larger proportion of market capital—
ization in them, taken as a whole, than in North America. Moreover,
there were 127 companies listed on these 16 markets outside North America
with a market capitalization which was greater than that of the 200th
largest listed United States company at the end of 1979. There 1is thus
considerable opportunity for large scale investment in markets outside

the United States and Canada.



5. Investment: in International Bond Markets

The total capitalization of the Eurobond market and the nine national
be d markets of Australia, Denmark, France, Germany, Japan, the Nether—
lands, Sweden, Switzerland, and the United Kingdom at the end of 1979
was about $1,414 billion. By comparison, the taxable bond market in the
United States had an estimated capitalization of about $1,400 billion
and that of Canada a capitalization of about $105 billion. The large
size of international bond markets provides United States investors with a
further means of benefiting from international diversification, but with
a lower degree of volatility than that involved in equity investment.



Some return comes from currency exchange
rate changes.

Compound annual return 1974-1979

20 30 40 50
Singapore
United Kingdom
Hong Kong
Netherlands
Switzerland
Australia
France
Japan
Germany

United States



Currency exchange rates (longer term) depend
on differences In inflation rates.

Switzerland
Germany
Canada
Belgium

France
Japan
United Kingdom

ltaly
60% 40 20 0 -20 -40 -60% «30%-20 -10 0 10 20 30%
Cumulative inflation Cumulative exchange rate
difference with U.S. change vs. dollar

Wholesale price index
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

20

Risk relative to U.S. market

40

60

80

1009%



Foreign markets have shown better returns
than the U.S. market for the past ten years.

Compound annual return in dollars 1969-1979 (percent per year)

Japan
Switzerland
Netherlands m B f f I B n i

Germany
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United Kingdom
United StatesK iS B B

Australia



Foreign markets have shown better returns
than the U.S. market for the past five years.

Compound annual return in dollars 1974-1979 (percent per year)
10 20 30 40 50

Singapore
United Kingdom
Hong Kong
Netherlands
Switzerland
Australia

France

Japan
Germany

United States



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)

0 10 20 30 50
France
Singapore |
Hong Kong
Australia 4P HBBHBNI1
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Japan
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Consultants on International Diversification

In t er Sec RESEA for Pension Managers

ARCH CORP.
Rcfiislered Investment Advisers

TOTAL RETURNS ON INVESTMENT FROM MAJOR WORLD STOCK MARKETS

BEFORE AND AFTER U.S. [INFLATION FOR THE FIVE YEARS 1974- 78+ ;

TOTAL RETURNS TOTAL RETURNS INFLATION TOTAL RETURNS
LOCAL CURRENCY U.S. $ TERMS -in U.S. AFTER U.S.
INFLATION
U.S. 14.29 4.29 7.94 -3.38
Japan 9 .148 17-72 *9.06
U.K. .54 11 .61 3.40
Germany 11.85 L <4 12.14
France 6.70 10.13 2.03
Swi tzerland 1.37 16.84 8.25
Australia 9.92 4.44 -3.24
Canada 5.40 1.93 -5.57
EAFE™* 12.11 3.86

*Eurcpe, Australia, Far East Indices of sixteen markets, weighted
according to their size. Prepared by Capital International, Geneva.
+ percent per annum, compounded.

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Telex: 428552
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Consultants on International Diversification

In t s RESEARCH CORP. ;
te e ° e Registered Investment Advisers for Pension Managers

TOTAL RETURNS ON INVESTMENT FROM MAJOR WORLD STOCK MARKETS®

BEFORE AND AFTER U.S. INFLATION FOR THE THREE YEARS 1976- 73+

TOTAL RETURNS TOTAL RETURNS INFLATION TOTAL RETURNS
LOCAL CURRENCY U.S. $ TERMS "in U.S. AFTER U.S.
INFLATION
U.S. . 6.92 6.92 6.86 .06
Japan 24 .49 30.73 22.33
U.K. 17.12 ™ A8 9.88
Germany 3.82 . 19.49 - 11 .82
France 10.28 12.93 . 5.68
Switzerland 2.34 20.76 13.00
Australia 10.31 7 .16 0.28
Canada 14 .77 9.13 ) 2.12
EAFE™ 18.39 10.79

*Europe, Australia, Far East Indices of sixteen marketsweighted
according to their size. Prepared by Capital International, Geneva.
+ percent per annum, compounded.

122 East 42nd Street, New York, N.Y. 10017, Telephone: (212) 697-8303 Telex: 428552
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Greater capital formation In foreign countries
leads to greater economic growth.

Amount of capital
Singapore
Japan
Switzerland
France
Australia
Germany
HongKong
United Kingdom

United States

20 409%
Capital formation as percent GNP
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|. RELATION BETWEEN REAL ECONOMIC GROWTH
.AND STOCK MARKET RETURNS 1970-19/9
Annualised rate of total
- returns from stock markets
in US'$ terms (% p.a.) HONG KONG®
- SINGAPORE®
20 -

JAPANoO

ol 1

OWEST GERMANY

UNITED KINGDOM®O OFRANCE

8

©AUSTRALIA
UNITED STATESO

Annualised real economic
growth rate (% p.a.)

7 8 10



3LPROSPECTS FOR PROSPERITY IN THE 1980 s

VERNMEN NSUMPTION
o0 E % !&PO INSU1978

UNITED STATES 20.5
UNITED KINGDOM 20.2

WEST GERMANY  20.0

AUSTRALIA 16.9
FRANCE 15.3
SINGAPORE 1
JAPAN 9.5
HONG KONG 6.0

SAVINGS RATE IN 1977

JAPAN 21.5

FRANCE 16.1
WEST GERMANY  14.0
UNITED KINGDOM 13.9

[UNITED STATES 5.1]

Not Available; Australia,
Hong Kong, Singapore

SINGAPORE 22.9

WEST GERMANY 22.9

JAPAN 20.4
HONGKONG 18.2
UNITED STATES 15.5

AUSTRALIA 1a1
UNITED KINGDOM 9.7

Not Available: France
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KLEINWORT BENSON

Average Annual Rates of Total Re_urn
Bond Karfcets - No Currency Adjust-tent

1970-1979

Average Annual Rates of Total Return
Band MArVPf.t - Adjusted for Currency Haveaents relative to Dollar

Australia Canada France Geraany Japan Netherlands Switzerland U.K. U.S.A.

4.1 5.4 1.7 16.7 9.9 . 137 15.6 9.6 6.5

Source: Kleir.wort, Benson Ltd., London



KLEINWORT BENSON

Average Annual Bates of Total Return
Bond Markets - No Currency Adjustnent

1960-1979
BONDS - 20 YEARS

Average Annual Rates of Total Return
Bend Markets - Adjusted for Currency Hovecents Relative to Dollar

1960-1979

15-

Australia Canada France Geroany Japan Netherlands Switzerland U.K. U.S
6.4 3.4 B.4 10.4 11.8 5.7 8.9 4.0 3.

Source: Kleinwort, Benson Ltd., London



THE CASE FOR COMMON STOCK

One investment paradox is that common stock can be used to reduce
portfolio risk. For example, adding small amounts of common stock to
bond portfolios will usually reduce the standard deviation of total
portfolio returns. This is due to the "magic" of diversificati m. In
many years, such as 1979-80, stock prices go up while bond prices go down
and stocks thereby provide a cushion against bad bond markets. To make
this point even more specific, Salomon Brothers reports that an average
which they maintain of a variety of both short and long term debt/
securities provided total returns of 1.2% in 1979 an"'d .1% in the first
nine months of 1980. By contrast, the Standard & Poor"s Composite
Index produced total returns of 18.2% and 20.6% for the respective
periods. Listed below are the total returns for common stock management
achieved by Alliance Capital Management Corporation for the Alaska Teachers®
Retirement System for the past six calendar years.

Performance Review

Yearly Summary Rate of Return
1980 through Sept. 30 27.5%
1979 1S.5%
1578 7.8%
1977 -3.4%
1976 23.4%
1975 28.8%
1974 ; -17.5%
Cumulative Return Since, Inception - 106.5%

Even though there has been seemingly endless streams of negative news
including ever-higher oil prices, the Iran crisis, continued double digit
inflation, and rising interest rates, there are good reasons for viewing
the common stock market as affording a good, long term investment
opportunity.

The common stock of many companies is selling well below book value
at a time when replacement costs are rising more rapidly than general price
levels. At a time when diamonds, paintings, and condominiums in California
have reached record levels, the assets of many American corporations are
still selling at a fraction of their replacement value. From an earnings
standpoint, the progress of American corporations, notwithstanding two
recessions, has been dramatic. From 1969 to 1979, the Standard & Poor-"s
500 was flat. Corporate profits during the same period tripled.

Since 1969, private pension funds have substantially reduced their
holdings 1in common stocks. Insurance companies have reduced their equity
positions to extreme low points. For example, fire and casualty companies
hold only 12% of their assets in equities. Foreigners likewise hold a



record low percentage of their funds in U. S. common stocks. While
foreign investors commitments to the U. S. market have fallen, their
assets in gold and other currencies have multiplied many times, making
their potential purchases extremely large. Japanese pension funds have
been recently authorized, for the first time, to hold up to 20% of their
assets in foreign securities. Individuals are another potential source
of demand, having been net sellers of stock for years. On the other hand,
there are estimates that $30 billion in common stock have been taken off
the market in recent years through direct corporate purchases. Given the
right set of circumstances, perhaps moderating inflation, or improved tax
treatment of dividends and capital gains, and a generally more favorable
attitude towards capital formation this obvious potential demand could
well be converted into real purchasing power producing substantially
higher valuations for common stocks 1in general.

It is also true that over the long-term the best rates of return
have been provided by the common stock market. From 1926-1979 common
stocks as represented by the Standard 6 Poor®"s Composite Index have provided
a 6.1% real rate of return while long-term corporate bonds have provided
a real rate of return of only 1%. The cumulative impact of these
differentials is graphically displayed in "Wealth Indices of Investments
in the U. S. Capital Markets 1926-j1778".
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ALLIANCE CAPITAL MANAGEMENT CORPORATION

INFLATION [INPACT

1975-1979 9 mos. 1980
Consumer Price Index n;>9ZI 9.6%
Standard & Poors 500 99,9 21.0

Alliance Equity Fund Composite 141.1 28,0
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Ncl Purchases of Equilies as a Percentage of Cash Flow

Private Ponsion Fundi
LKo Insurance Companies
Slate & Local Govt. Rdiromont Funds

WUIMMHIIMh - Ollior Insurance Companies

194* 1 t*70 1 1971 ! 1972 173 \V/4 1977 1 1971 t*79
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STOCKS, BONDS, RISK FREE ASSETS & INFLATION

Compound Growth Rates: 1926 - 1979

NOMINAL REAL
COMMON STOCKS (S & P 500) 9.0% - 6.1%
LONG-TERM CORPORATE BONDS 3.8% 1.0%
TREASURY BILLS 2.7% (0.1%)
INFLATION 2.7%

Source: Ibbotsen-Sinquefield



WEALTH INDICES OF INVESTMENTS INTHE U.S. CAPITAL MARKETS
192G-1978

Irxlox:
1925-100

Preparod by Allianco Capitol Management Corporation based upon data prosenlud in StoeFs, Ponds. Dills and Inllaiion:
Tho Past (1926-1976) ami Tlio Future U07/-2000) published in 1977 by iho Financial Analysts licscarch Foundation.



