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REAL ESTATE INVESTMENT MARKET 

& RExiL ESTATE EQUITY POOLS

U n t i l  the e a r l y  1960's the real estate investment m a r k e t  in the United States w a s  

p r i m a r i l y  c o n t r o l l e d  b y  the real estate developer and the small investor or i n v e s t­

or group. T h e r e  w e r e  f ew large real e state projects and those that w e r e  built we r e  

e i ther f i n a n c e d  or owned by one of a few insurance companies pu r c h a s i n g  for their 

own i n v e s t m e n t  account. I n d u strial p r o p e r t y  was u s u a l l y  owned by the corporate user 

or l e a s e d  f r o m  local investors. The m a r k e t  place w a s  h ighly fragmented and very 

m u c h  an a c t i v i t y  at the local level. D e v elopers h ad small o r g a nizations and e s s e n­

tiall y  s e a t - o f - t h e  pants entrepreneurs.

T h e  1 9 6 0 's saw an exp l o s i v e  demand for m a n u f a c t u r i n g  warehousing, retail, commercial 

and o f f i c e  facilities. The larger industrial and o ffice park concepts were created 

and the inc r e a s i n g  d emand for c a p i t a l  led most c o rporations to a leasing posture. 

This w a s  a p p r o p r i a t e  for w a r e h o u s i n g  and office facilit5.es as a way to conserve 

ca p ital for b u s i n e s s  and as a strategy w h i c h  allowed reaction to changing markets. 

F a mily f o r m a t i o n  g r o w t h  led to rapid reside n t i a l  suburban growth and as residental 

d e v e l o p m e n t s  grew so did retail and c o m m ercial developments. The shopping center 

grew’ fro m  i n f a n c y  to m a t u r i t y  as regional enclosed mall centers crea t i n g  a ni n i -  

d o v n t o w n  w h i c h  had a ma j o r  impact on reside n t i a l  a nd c o m mercial growth patterns. 
D u r i n g  this p eriod a v e r y  few p e n s i o n  funds began to acquire industrial and c o m m e r­

cial p r o p e r t i e s  for investment. At the same time, more insurance companies b e g a n  

to add p r o p e r t i e s  to their investment portfolios. The institutional real estate 

i n v estment m a r k e t  b e g a n  to take on the c h a racteristics of a regional and in some 

cases a n a t i o n a l  market.

As w e  m o v e d  into the 1970's real estate projects increased r a p i d l y  in size and c o m­

ple x i t y  d e m a n d i n g  a b r o a d e r  ra n g e  of profes s i o n a l  skills. The size of real estate 

d e v e l o p m e n t  o r g a n i z a t i o n s  expa n d e d  to h a n d l e  regional as w e l l  as n a t i o n a l  areas as 

we l l  as a n a t i o n a l  market.

The 1 9 7 4 - 1 9 7 6  r e c e s s i o n  dampened m u c h  cor p o r a t e  involvement in real e state but the 

d e m a n d  and g r o w t h  for investment grade real estate p r o duct rema i n e d  intense. D e­

man d  for p e n s i o n  fund real estate i nvestments d u r i n g  the latter part of the 1 9 7 0 's 

drove d o w n  the current cash return on investments. A p p r e c i a t i o n  in v a l u e  and r a p­

idly r ising r ental rates created even m o r e  demand as real estate appeared attractive 

as an a l t e r n a t i v e  p e n sion i n v e stment vehicle.

As w e  m o v e  into the 1 9 8 0 ' s, com m e r c i a l  and industrial grade real estate wi l l  b ecome 

m o r e  and m o r e  an institutional market. The long ter m  m o r t g a g e  m arket is likely to 

see a r a d i c a l  change n e c e s s i t a t i n g  s u b s t a n t i a l  e quity to be raised for larger real 

e s t a t e  projects. This wil l  s q u e e z e  the smaller dev e l o p e r s  or w i l l  force them to 

sell or j o i n t  v e n t u r e  their p r o j e c t s  w i t h  institutions and p e n s i o n  funds. The very 

large d e v e l o p m e n t  proj e c t s  wil l  b e c o m e  ex c l u s i v e l y  an insti t u t i o n a l  and pension 

fund market.

C o n s equently, the d emand for real e state facilities from the user side is currently 

ve r y  s t r o n g  and promises to r e m a i n  so d u r i n g  the 1980's and beyond. The demand for 

q u a l i t y  i n v e stment grade real e state by insti t u t i o n s  and p e n s i o n  funds will be even 

stronger. T h i s  w i l l  p r e d i c t a b l y  result in lower current r e t urns and stretched out
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p e r i o d s  to r e a l i z e  long tern return on investment objectives. The demand from bo t h  

the u s e r  a nd investor side combined wit h  the effects of inflation and government 

r e g u l a t i o n s  wi l l  c o n t i n u e  to p u s h  real e state up at a substantial rate. Commercial 

a n d  i n d u s t r i a l  real e s t a t e  i nvestments should continue to provide superior l o ng-term 

r e t u r n s  o n  investment: .

In the last 10 years m a n y  trust, pools or funds hav e  b e e n  established to p articipate 

in the a d v a n t a g e s  of real estate investments. They consisted of larger mortg a g e  

companies, banks, b r o k e r a g e  h ouses and insurance companies to name a few. Insurance 

c o m p a n i e s  led the way since in m a n y  cases they had bee n  involved in real estate 

l e n d i n g  or pur c h a s i n g  for their p o rtfolio for the past 100 years or longer.

R e a l  e s t a t e  is not a p a s sive investment. It is a h i ghly complicated field requiring 

c r e a t i v e  ability, qu a l i t a t i v e  as well as quanti t a t i v e  analysis, and most of all e x­

perie n c e .  Owned real estate has its own ri s k  pa r a m e t e r s  quite different from those 

of o t h e r  investments. Once purchased, it has to be managed properly. Real Estate 

is s u s c e p t i b l e  to vacancies, d e m o g raphic change, imbalance of income to expenses, 

a n d  o v e r b u i l d i n g  to na m e  a f e u . Major insurance companies hav e  the expertise as 

w e l l  as o f f ices all ov e r  the country, and this is a ma j o r  advantage not available to 

m o s t  ot h e r  managers. Real E s tate pools offer pro t e c t i o n  against downside ri s k  due 

to v a c a n c i e s  or r a p i d l y  esc a l a t i n g  oper a t i n g  costs. P r udently selected and m a i n­

tained R e a l  E s t a t e  can be considered a v i a b l e  supplement to other portions of a 

p o r tfolio.

Funds a c c e p t e d  for rea l  estate pools are limited to the properties available for 

p u r c h a s e  in any given period. Y o u  a dvise them of your intention to j o i n  and give 

th e m  a n  i n d i c a t i o n  of the amount you w o u l d  like to deposit. They w i l l  accept your 

funds o n  a qua r t e r l y  ba s i s  only, and then only if they have sufficient properties 

in lin e  for p u r c h a s e  the following quarter. Th e y  will not g u arantee acceptance of 

y o u r  funds in a spec i f i e d  time frame. T h e y  wil l  not purc h a s e  u n q u a lified properties 

j u s t  b e c a u s e  funds are available.

Ju s t  as it is s o m e t i m e s  difficult to get in a real estate pool, it also takes time 

to w i t h d r a w .  It must be realized that real estate investments are r e l atively il­

liq u i d  and should be c o n sidered long term investments. Th e y  will not xorce sell a 

p r o p e r t y  j u s t  b e c a u s e  you want to w i t h d r a w  your funds. Most pools require 90 days 

w r i t t e n  n o t i c e  prior to any quarterly date. This allows then time to find other 

i n v e s t o r s  w h o  w a n t  to invest in the pool, thus allo w i n g  y o u  to withdraw. However, 

if c a s h  a v a i l a b l e  in the pool is sufficient to a l l o w  your w i t h d r a w l  earlier, they 

w i l l  h o n o r  yo u r  request.

W e ' r e  sure e v e r y o n e  w i l l  agree that any investment portfolio, pension fund or p e r­

ma n e n t  fund in this case, should have the a b i lity to d i v e r s i f y  its investments. W e  

h a v e  a ll w i t n e s s e d  the ups and downs in stock and bond m a r k e t s  over the years. Good 

r e a l  e s t a t e  on the other hand on average has always increased in value. Investment 

d e c i s i o n  m a k e r s  have finally been convinced that real e state deserves a place in a 

w e l l  d i v e r s i f i e d  portfolio. We believe that the current trend toward real estate as 

a m a j o r  i n v e s t m e n t  asset is both just i f i e d  and of growing importance.
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M a n y  i n v e s t m e n t  m a n a g e r s  ha v e  been aware of the ad v a n t a g e s  of real estate investing 

but w e r e  l scouraged from p a r t i c i p a t i n g  in real estate due to the lack of liquidity 

and r i s k  c h a r a c t e r i s t i c s  ass o c i a t e d  w i t h  outright ownership. Real estate p o o l - i n­

ve s t m e n t s  are d e s i g n e d  to over c o m e  these problems. P. ' investment offers we l l  

m a n a g e d  d i v e r s i f i c a t i o n  c h a r a c t e r i s t i c s  tailored to meet the risk to expected r eturn 

and l i q u i d i t y  r e q u i r e m e n t s  of participants. The pools o f f e r  the investment a d v a n­

tages of a p o rtfolio of h i g h  quality real estate, divers i f i e d  by property type, 

lease term, tenant type and g e o g raphic localxon, com b i n i n g  a potential for capital 

a p p r e c i a t i o n  w i t h  an a t t r a c t i v e  level of current i n c o m e .

That last sentence says it a ll and dese r v e s  e x p a n d i n g  uppn:

A d v a n t a g e s

Real E s t a t e  e q u i t y  po o l s  a re designed to d e l iver a l l  of the advantages investors 

seek from real estate, w i t h o u t  the compl e x i t i e s  of outright o w n e r s h i p .

R e t u r n  P o t e n t i a l

Over the years, c a refully selected real estate has demons t r a t e d  a consistent ability 

to p r o d u c e  att r a c t i v e  yields.

I n f l a t i o n  He d g e

A  rapid i n c r e a s e  in real e state values has b e c o m e  increa s i n g l y  evident in recent 

years as e s c a l a t i n g  c o n s t r u c t i o n  costs hav e  exerted upward press u r e  on the r e p l a c e­

ment cost of c o m m e r c i a l  and i n d ustrial properties. An a t t ractive hedge against i n­

flation.

P o r t f o l i o  D i v e r s i f i c a t i o n

Real e s t a t e  a ssets p r o d u c e  v e r y  positive d i v e r s i f i c a t i o n  characteristics whe n  in­

troduced into the typical p o r t f o l i o  of stocks, bonds, m o r t g a g e s  and m o n e y  market 

i n v e s t m e n t s  to name a few.

A  r e a l  e state pool also p r o v i d e s  d i v e r s i f i c a t i o n  of propert" types such as shopping 

centers, a p a r t m e n t  and o ffice buildings, motels, hotels, i n d u strial and war e h o u s e  

buildings, etc. Geo g r a p h i c  d i v e r s i f i c a t i o n  is p r o v i d e d  t h r o u g h  purchases of p r o­

per t y  f r o m  coast to coast i n c l u d i n g  Alaska.

As m o r e  and m o r e  investors b e come aw a r e  of the a d v a n t a g e s  of d i v e r s i fication and 

r e t urns a v a i l a b l e  on these pools, the demand has b e e n  increasing. Kit h  this demand 

there has b e e n  an i n c r e a s i n g  number of pools go i n g  on line, w h i c h  makes good real 

e s t a t e  i n v e s t m e n t s  h arder to find.

The b e t t e r  real e state pools do not s p eculate as Re a l  E state Investment Trusts 

(REIT's) did b a c k  in the late sixties and ea r l y  seventies. Re a l  Estate Investment 

T r u s t s  b e g a n  in 1960 w h e n  Cong r e s s  passed the Real E s t a t e  Investment Trust Act.



T he p u r p o s e  v a s  to p r o vide m o r e  capital to satisfy the g r o wing demand for long tern 

i n v e s t m e n t  m o n e y  by o p e n i n g  the field to individual investors. The mortgage type 

R E I T  c r e a t e d  the surge of p o p u l a r i t y  b e t w e e n  1969-71. U n d erwriters encouraged banks 

a nd o t h e r s  to est a b l i s h  trusts b e c a u s e  the shares we r e  easily sold and good fees 

w e r e  to b e  made. The R E I T ' s  b o r r o w e d  h e a v i l y  from banks and others to support their 

d e m a n d  for m o r e  m o n e y  to lend c o n s t r u c t i o n  and development projects. Serious p r o b­

lems b e g a n  to surface in 1974 w h e n  the p r i m e  rate soared past 12% and some construc­

tion lo a n s  r e a c h e d  18% to 20%. M a n y  could not pay and p r o j e c t s  could not be com­

p l e t e d  and m a n y  failures resulted. Insurance company pools do not sell shares to 

the public, do not get involved in develo p m e n t  projects until completed, and best 

of a ll do n o t  b o r r o w  m o n e y  to p u r c h a s e  re a l  estate investments.

T h e  i n s u r a n c e  companies des c r i b e d  on the following pages, in our opinion, are among 

the b e s t  in the industry. Other pools a r e  available, some m a n aged by non insurance 

companies, and other insu r a n c e  companies also have pools. We presently have r etire­

me n t  s y s tems funds in the pools w i t h  companies used as examples.

R e a l  E s t a t e  Investment M arket
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P R U D E N T I A L  INSURANCE COMPANY OF A M E R I C A

P r u d e n t i a l  is the largest private real e state investor in the United States. .As of 

June I 9 6 0  their e state investment department employed a p r o f e s s i o n a l  staff of almost 

500 p e r s o n s  l o c ated in P r u d e n t i a l  Corporate H e a d q u a r t e r s  and 71 field offices in the 

U n i t e d  S t a t e s  and Canada. They m a n a g e  n e a r l y  $18 b i l l i o n  of real estate investments, 

i n c l u d i n g  $14 b i l l i o n  in mortgages, $3 b i l l i o n  in w h o l l y  owned properties and over 

$1 b i l l i o n  in jo i n t  v e n t u r e s  throughout the United States.

B e c a u s e  of their n a t i o n w i d e  structure, the real estate dep a r t m e n t  has established 

d irect w o r k i n g  r e l a t i o n s h i p s  wit h  regional and n a t i o n a l  real estate developers, 

brokers, managers, a nd investors. These r e l a t i o n s h i p s  allow P u r dential to consider 

p r o p e r t y  o p p o r t u n i t i e s  on a national basis.

P r u d e n t i a l  P r o p e r t y  Investment Separate Account (PRJSA) 

($2 billion) Annual H i s t o r i c a l  P e r f o r m a n c e

B r e a k d o w n  of

Yea r Gross Net Net Return

E n d i n g R e t u r n Return Income Ap p r e c i a t i o n

12-31-79 25.4% 23.9% 8.8% 15.1%

12-31-78 20.9 19.5 9.0 10.5

1 2-31-77 12.0 10.7 7.8 2.9.

12-31-76 9.3 8.5 7.5 1.0

12-31-75 9.5 8.3 7.0 1.3

Geographical Loca t i o n  

As of 6/30/80-% R e g ions (30 States)

22%
20%
18%

40%

Vest

South

M i d - W e s t

East

Property D i v e r s i f i c a t i o n

39%

23%

16%

19%

Z ‘/o

O f f i c e  Bui l d i n g s  

Industrial Buildings 

H o t e l s  & M otels 

S h o p p i n g  Centers 

Ap a r t m e n t s



A E T N A  LIF E  I N SURANCE COMPANY

A e t n a ' s  R e a l  E s tate D e p a r t m e n t  has been in ope r a t i o n  for over 100 years, and in the 

last 10 y e a r s  has e s t a b l i s h e d  an e quity unit r e s p o n s i b l e  for b u y i n g  and managing 

e q u i t y  r e a l  estate. A e t n a ' s  real estate and m o r t g a g e  por t f o l i o  e x c eeds $5 billion.

T he re a l  e s t a t e  dep a r t m e n t  is comprised of 130 employees w i t h  a v a r i e t y  of backgrounds 

in real estate. The dep a r t m e n t  utilizes both c o r r e s pondents and direct lending 

capab i l i t i e s .  They are a f f iliated w i t h  over 85 m o r t g a g e  b a n k e r s  in m a j o r  m e t r o­

p o l i t a n  a r e a s  w h o  are under contract to p r o d u c e  rea l  estate and m o r t g a g e  investments. 

T h e i r  i n t e r n a l  N a t i o n a l  A c c o u n t s  unit deals d i r e c t l y  wit h  ma j o r  real estate d e v e l o p­

me n t  c o m p a n i e s  w h i c h  o p e rate on a nati o n a l  basis.

A e t n a  Real E state Separate Account 

($300 MM) A n n u a l  h i s t o r i c a l  Perfor m a n c e

Total

Yi e l d  A p p r e c i a t i o n  R e t u r n

J a n . -Dec., 197S 7.73% .82% 8.55%

Jan.-Dec., 1979 9.03% 3.54% 12.57%

Geographic D i s t r i b u t i o n

6/30/80-% Regions

30% Rockies

16% South

18% Mid West

3% East

33% W e s t

P r o p e r t y  D i v e r s i f i c a t i o n

R e t a i l  E u i l d i n g s  

Land
O f f i c e  Buil d i n g s  

I n d u strial 

W a r e h o u s e  B u i l d i n g s

45%

2%

20%
19%

14%



JOHN HANCOCK MUTUAL LIFE INSURANCE COMPANY

T h e  J o h n  H a n c o c k ' s  R e a l  E s t a t e  De p a r t m e n t  has b e e n  in exi s t e n c e  for over 100 years 

a nd c u r r e n t l y  m a n a g e s  a p o r t f o l i o  of commercial and agricu l t u r a l  real estate and 

m o r t g a g e s  of a l l  types in excess of $4 billion. In a d d i t i o n  to a staff of in-house 

p r o f e s s i o n a l s  i n c l u d i n g  50 m o r t g a g e  investment officers, they ha v e  advisory and o r­

ig i n a t i o n  c a p a b i l i t y  from a n e t w o r k  of 58 m o r t g a g e  b a n k i n g  firms and their b r a n c h  

o f f i c e s  l o c a t e d  in m a j o r  m e t r o p o l i t a n  cities from coast to coast. They also have 

eight a g r i c u l t u r a l  l o a n  agen c i e s  in the m a j o r  farm areas of the country, and m a i n­

tai n  e x t e n s i v e  contact w i t h  m a j o r  property developers as we l l  as the m o r t g a g e  and 

r e a l  e s t a t e  b r o k e r a g e  community.

($350 MM) E quity Real Estate A c c ount (ERA) 

A n n u a l  His t o r i c a l  P e r f o rmance

Yield A pprec i a t i o n

T otal*

R e t u r n

1977 9.1% 1.2% 10.3%

1978 9.3 2.5 11.8

1979 10.2 8. S 19.0

Geographic D i s t r i b u t i o n

of 6 / 30/80-% 7 Regions (21 States)

11% N e w  England

13% M i d d l e  Atlantic

15% Southeast

30% M i d w e s t

5% Southcentral

13% M o u n t a i n / S o u t h w e s t

13% P a c i f i c

P r o p e r t y  D i v e r s i f i c a t i o n

32% I n d u strial Buildings

8% Hotel

28% W a r e h o u s e  B uildings

13% O ffice B u ildings

17% Shopping Centers

3% R etail Stores



EQUITABLE LIFE ASSURANCE COMPANY

E q u i t a b l e ' s  R e a l  E s t a t e  Dep a r t m e n t  has b e e n  in o p e r a t i o n  for over 115 years and has 

bee n  involved in equity rea l  estate ownership and m a n a g e m e n t  for over 25 years w i t h  

over §3 b i l l i o n  under management. The real estate department p r e s e n t l y  has a staff 

of over 500 f u l l - t i m e  real estate professionals. T he de p a r t m e n t  u t i l i z e s  both cor­

res p o n d e n t s  and direct l e n ding capabilities w i t h  their o wn n a t i o n w i d e  n e t w o r k  of 40 

offices. T h e y  are also the investment advisor to Equ i t a b l e  Life M o r t g a g e  and R ealty 

Investors, a B o s t o n  based real e s t a t e  investment trust listed on the N e w  Y o r k  Stock 

Exchange.

E q u i t a b l e fs E quity Real E state Account 

($1 billion) A nnual His t o r i c a l  ormance

Yea r Total

Ending Yield A p p r e c i a t i o n Return

12-31-75 9.8% (2.2%) 7.6 %

1 2-31-76 S. 7% 1.5% 10.2%

1 2-31-77 9.1% 2.2 % 11.3%

12-3 1 - 7 8 9.2% 4.7% 13.9%

12-31-75 9.3% 5.5% 14.8%

G eo g r a p h i c  D i s t r i b u t i o n

As of 6/30/80-% Regions

32% Southern

23% Central

15% W e s t e r n

14% M i d - A t l a n t i c

10% N o r t h e a s t e r n

P r o p e r t y  D i v e r s i f i c a t i o n

64% R e tail

16% Office

15% Industrial

2% Hotels

2% Land



P E R F O R M A N C E  F I G URES - P O O L E D  R E A L  ESTATE ACCOUNTS

I N V E S T M E N T  R E T U R N  N E T  O F  I N V E STMENT FEES

Y E A R INSU R A N C E  COMPANY

Ending

12/31:

P r u d e n t i a l

P R I S A A e t n a

John

Ha n c o c k Ecuitable

1979 23.9% 1 2 .6% 17.8% 13.9%

1978 19.5 S . 6 10.8

1977 10.7 9.3 10.0

1976 8.5 8.9

1975 8.3 6.3

A s s e t s  at

Ma r k e t  12/79

(000) $1,4 9 3 . 7 0 $184.75 $180.02 $903.09



T H E  CASE F O R  E U R O D O L L A R  DEPOSITS AND C. D.s

E u r o d o l l a r  time deposits and Eu r o d o l l a r  certificates of deposit 

a re time deposits denominated in U. S. dollars and accepted or issued by 

the L o n d o n  branches of m a j o r  European, U nited States, Canadian, and 

J a p a n e s e  commercial ba n k s  as wel l  as the i n t e rnational subsidiaries of 

United K i n g d o m  clea r i n g  banks. The E u r o d o l l a r  deposit and C. D. m a r k e t s  

g r e w  r a p idly in the 1 960's in response to measures taken by the United States 

to restrict the o u t f l o w  of dollars. Significant g r owth is also a t t r i b u t a b l e  

to the tight m o n e y  p e r i o d s  of 1966 and 1969 w h e n  short term rates in the 

Un i t e d  S tates rose ab o v e  the -.ximums U. S. commercial banks could p a y  on 

dome s t i c  tine deposits in accordance w i t h  Reg u l a t i o n  Q. This forced U. S. 

banks to b o r r o w  h e a vily from their branches abroad where interest rates 

w e r e  not regulated.

As the result of recurrent balance of payments problems d uring the 

1 9 6 0’s, such f o r eign investment controls as the Interest E q u a l i z a t i o n  Tax, 

V o l u n t a r y  F o r e i g n  C redit Restraint Guidelines, and Overseas F o r eign Direct 

I n v e stment R e g u l a t i o n s  were instituted. A l t h o u g h  these controls e ffectively 

c l osed the U. S. c a p i t a l  markets to f o r e i g n  borrowers and pre v e n t e d  U. S. 

fi r m s  from t r ansferring capital abroad, they contributed s i g n i f i c a n t l y  to 

the develo p m e n t  of an active market for U. S. dollars on deposit o u t side 

the U. S. In early 1974, these control prog r a m s  w e r e  all e l l  -.inated. Many 

o b s e r v e r s  thought that the Eurodollar m a rket as a result w o u l d  disappear. 

However, since no reserve requirements w e r e  levied on these deposits, the 

con t i n u e d  g r o w t h  of the E u r o d o l l a r  m a rket was assured. The lack of reserve 

re q u i r e m e n t s  enabled banks to pay higher interest on deposits while at the 

same time charging a lower rate on loans and still to increase profits.

The v o l u m e  of o u t s t a n d i n g  E u r odollar n e g o t i a b l e  C. D.s continued to g r o w  

to its present size of a p p r oximately $32 b i l lion w h i l e  the m u c h  larger 

E u r o d o l l a r  deposit market has grown to an estimated $425 billion.

Mo s t  E u r o d o l l a r  ne g o t i a b l e  C. D.s are issued w i t h  m a t u r i t i e s  up to one 

y e a r  by pr i m e  i n t e r n a t i o n a l  banks. Banks usually quote rates for three, 

six, and twelve m o n t h  maturities, c o r r e s p o n d i n g  to their loan rollover 

requirements, r ather than for all mat u r i t i e s  as in the United States. U. S. 

p u r c h a s e r s  of E u r o d o l l a r  C. D.s include c o m m ercial ban k  p o r t f o l i o s  and trust 

departments, corporations, insurance c ompanies and various other institutions. 

In addition, a large n u m b e r  of foreign entities are active p a r t i c i p a n t s  in 

the E u r o d o l l a r  C. D. market. Investors g e nerally receive an add i t i o n a l  

1/8 to 1/4% in yi e l d  over domestic C. D.s of the same issuer and m a t u r i t y  

w h i l e  a h o lder of a n o n - n e g o t i a b l e  E u r o d o l l a r  time deposit n o r m a l l y  pi c k s  up 

st i l l  a n  a d d i tional 1/8 to 1/4%. These spreads m a y  change as the r e sult 

of the recent (November 13, 1980) requirement that U. S. and f o r e i g n  agency 

ba n k s  hold 3% rese r v e s  against their net balances due to foreign branches. It 

still too ea r l y  to d e termine what the l ikely impact of this r e s erve r e q u i r e­
men t  on the E u r o d o l l a r  markets will be.

M a n y  i n v e stment bankers and co m m e r c i a l  banks acti v e l y  trade Eurodollar 

C. D.s p r o v i d i n g  liqu i d i t y  to these investment instruments. The standard 

t r a d i n g  u n i t s  are mul t i p l e s  of $1,000,000. T he t r a ding v o l u m e  of Eur o d o l l a r



C. D.s has grown s t e a d i l y  from a m o n t h l y  average turnover of about 

$2.1 b i l l i o n  in 1974 to more than $12 b i l lion in mid- 1 9 7 9  w i t h  trades of 

$20 to $25 m i l l i o n  not uncommon. T r a d i n g  a c t i v i t y  in the m a r k e t  is 

i n f l u e n c e d  not o n l y  b y  n o r m a l  seasonal p r e s s u r e s  a f f e c t i n g  the domestic 

C. D. m a r k e t  b ut a l s o  by periodic loan rollover p r e s s u r e  and foreign 

e x c h a n g e  d e v e l o p m e n t s  w h i c h  m a y  have a significant impact o n  rates, 

t h e r e b y  p r e s e n t i n g  o p p o r t u n i t i e s  for the investor.

W i t h  r egard to c redit risk, the deposits a r e  general obligations of 

the i s s u i n g  b a n k  u n d e r  the laws of E n g l a n d  w h e r e  they are i ssued and 

payable. H o l d e r s  of these deposits are c r editors of the e n t i r e  b a n k  and 

not ju s t  the i s s uing branch. If a b r a n c h  failed to -pay a C. D. b e c ause 

of insolvency, it could be enforced a g a inst the head office of the bank.

A  d e p o s i t o r  or C. D. h o l d e r  could be n e g a t i v e l y  affected b y  government 

a c t i o n  in two ways. One would be an a ction of the E n g l i s h  government such 

as its i m p o s i t i o n  of curr e n c y  controls or interest l i m i t a t i o n s  and the 

ot h e r  w o u l d  be by the a ction of the b a n k’s head office. This could take the 

f o r m  of m o d i f i c a t i o n  or termination of the issuing bank's liability 

r e g a r d l e s s  of w h e r e  the h older sought payment. The chances of such 

g o v e r n m e n t a l  a c t i o n  are v iewed as h i g h l y  unlikely.



• Yield* ol Three and SI* Month-Eurodollar Cerilllcale* ol Depoalt 
.and their Yield Spread* above U.S. Prime Certificate* ol Deposit

Yield Spreada- 

Yleidv Euro $ vs. U.S. C.D.*

Eurodollar C.D. (In 3»»l* Points)

Three SI* Three SI*

First ol Month Month Month •Monlh . Month

1974-Jan. 10.00% 10.00% + 80 +150

Apr. 9.81 9.81 + 6 + 51

July 13.31 13.31 +121 +151

Oct. 11.69 11.75 + 89 +105

1975-Jan. 9.63 9.44 + 53 + 74

Apr. 6.55 6.94 + 46 + 54

July 6.50 7.00 + 20 • + 30

. Oct. 7.63 8.25 + 53 + 20 .

1975-Jan. 5.63 6.25 + 13 + 20

Apr. 5.31 5.68 + 11 • + 2o

July 5.83 6.50 + 14 + 30

Oct. 5.56 5.75 + 21 + 25

1977-Jan. 4.8 B 5.00 + 23 + 3.0

Apr. ' 5.05 5.31 • + 16 ' • + 16

July 5.63 5.81 + 25 + 21

Oct. 6.69 6.94 • + 29 + 24

1978-Jan. . 7.00 7.25 + 20 ■ + 25 .

Apr. 7.20 .. 7.50 + 35 + 20

July 8.35 8.70 + 25 + 15

Oct. 9.30 • • 9.60 . + 40 + 35

1979-Jan. 11.45 12.00 ‘ + 55 + 50

Apr. 10.35 10.62 . + 35 + 32

July 10.40 10.38 + 60 + 51



Volume Outstanding ol U.S. and Eurodollar Certificates ol Deposit 
Bnd Secondary Market Turnover ol Eurodollar Certlleatea ol Depoilt 

(Billions ol U.S. Dollars)

. U.S. C.D j

Mid-month Total
(Approx.) Outstanding (1)

1974-Jan. 65.6
Apr. 71.8
July 83.0
Oct. 88.7

1975-Jan. 91.4

Apr. 85.2
July 80.9
Oct. e3.3

1976-Jan. 79.1
Apr. 69.9
July 69.5
Oct. 64.6

1977-Jan. 62.8
Apr. . 59.9
July • 62.5
Oct. 68.5

1976-Jan. 75.8
April 80.7
July B7.3
Oct. 90.0''

1979-Jan. 96.5
Apr. 86.5

■ July 79.3

Eurodollar C.Dj  

Total Secondary
Outstanding (2) MarkelTumover(3)

11.1 2.3
13.7 2.0
13.0 1.4
12.5 2.5
11.6 3.3

11.2 • 2.2
11.8 2.1
12.4 3.7

13.3 ' 5.1
14.1 4.6
14.9 5.0
15.7 5.4

15.9 6.2
17.0 • 5.7
19.0 6.3
21.7 6.1

21.9 7.4
21.9* 7.5
22.0 • 4.7
23.5 ■ • 6.8

27.5 11.6
28.1 9.3
32.2 12.4



\ C o n s i d e r a t i o n s  for P e r m a n e n t  F u n d  L e g i s l a t ion

M e m o r a n d u m  f r o m  t h e  C h a i r m a n  o f  T r u s t e e s

T h e  d e s i r a b l e  c h a n c e s  i n  t h e  l e g i s l a t i v e  a c t  c r e a t i n g  t h e  A l a s k a  F e r m a n e n t  

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

t h e  p o l i c y  d e c i s i o n -, a n d  o p e r a t i n g  p r o c e d u r e s  o f  t h e  T' u n d  c a n  b e t t e r  b e  d e f i n e d  

t h r o u g h  B o a r d  c f  . r u s t e e s  R e s o l u t i o n s .  T h i s  g i v e s  f l e x i b i l i t y  ar.c, a t  t h e  s a m e

zL~~ , c l a r i t y  to the public.

T h e  t h r e e  l e g i s l a t i v e  c h a n c e s  c a n  b e  c l a s s i f i e d  a s  f o l l o w s :

1. S t r u c t u r e  o f  t h e  B o a r d  o f  T r u s t e e s  t o  a c h i e v e  a c e s i g a b i e  d e c r e e  o f

i n d e p e n d e n c e .

2. E x p a n s i o n  o f  t h e  l e g a l  i n v e s t m e n t s  o f  t h e  F u n d  t o  i n c l u d e  e q u i t i e s — . 

b o t h  i n  s e c u r i t i e s  a n d  i n  r e a l  e s t a t e .

2. P e r m i s s i o n  f o r  t h e  T r u s t e e s  t o  r e i n v e s t  p a r t  o f  t h e  i n v e s t m e n t  i n c o m e  o f  

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

T h e s e  c h a n g e s  a r e  d i s c u s s e d  i n  s u p p o r t i n g  m e m o r a n d a .

S t r u c t u r e  c f  t h e  B o a r d  o f  T r u s t e e s

T h e  m o s t  f u n d a m e n t a l  p a r t  o f  t h e  P e r m a n e n t  F u n d  a n d  t h e  d e t e r m i n i n g  f a c t o r  

i n  i t s  s u c c e s s  c r  f a i l u r e  i s  t h e  B o a r d  c f  T r u s t e e s . W a t e r  c a n n o t  r i c e  h i g h e r  t h a n  

i t s  s o u r c e .

T h e  B o a r d  s e t s  t h e  p o l i c y  f o r :

1. T h e  g o a l s  o f  t h e  F u n d .

2. T h e  i n v e s t m e n t s  w i t h i n  t h e  l i m i t s  s e t  b y  t h e  L e g i s l a t u r e .

2. S e l e c t i o n  c f  i n v e s t m e n t  m a n a g e r s — w h e t h e r  i n - h o u s e  c r  o u t s i d e .

I n  a u d i t i o n ,  t h e  B o a r d  o p e r a t e s  i n  c l o s e  c o o r d i n a t i o n  i n  p o l i c y  a n d  p r a c t i c e  

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

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

Q u a l i f i c a t i o n s  o f  t h e  T r u s t e e s :

I t  i s  n o t  r e a s o n a b l e  t o  e x p e c t  t h a t  t h e  T r u s t e e s  s h o u l d  b e  e s p e c i a l l y  s k i l l e d  

i n  i n v e s t m e n t  m a n a g e m e n t .  T h e  p r i m e  r e q u i s i t e s  a r e  t h a t  t h e  T r u s t e e s  b e  A l a s k a n s  

o f  i n t e g r i t y  a n d  f a v o r a b l e  p u b l i c  i m a g e .

H o w e v e r ,  i t  i s  d e s i r a b l e  t h a t  e a c h  T r u s t e e  h a v e  a  b a c k g r o u n d  i n  d e c i s i o n  

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



• I n d e p e n d e n c e  o f  the Board:

W h i l e  the 5 o a r d  is p o l i t i c a l l y  c o n s t i t u t e d ,  and p r o p e r l y  so, t h r o u g h  

a p p o i n t m e n t  by the Governor, it is e s s e n t i a l  t h a t  the B o a r d  be r e a s o n a b l y  insulated 

f r o m  t he f l u c t u a t i n g  w i n d s  of p o l i t i c s — e i t h e r  e x e c u t i v e  or legislative.

T h i s  is in o r d e r  to:

1. E n a b l e  c o n s i s t e n c y  in p o l i c y  to be d e v e l o p e d  and implem e n t e d .

2. Give c o n f i d e n c e  to p r o s p e c t i v e  st a f f  in r e c r u i t m e n t  and in r e t a i n i n c  of 

i n v e s t m e n t  mar. a cars.

2. A t t r a c t  t op q u a l i t y  trustees.

T h e  r e c o m m e n d e d  i n d e p e n d e n c e  has a d e q u a t e  s a f e g u a r d s  b u i l t  in for p r o t e c t i o n  

a g a i n s t  an i r r e s p o n s i b l e  i n d e p e n d e n c e  c f  the Board.

F r o m  the s t a n d p o i n t  o f  the e x e c u t i v e  b r a nch, this r e s u l t s  fro m  the fact that 

the G o v e r n o r :

1. A p p o i n t s  a ll t r u s t e e s  and may r e m o v e  t h e m  at will.

2. T h e r e  is a c o n t i n u o u s  liesen t h r o u g h  the C o m m i s s i o n e r  cf Revenue.

F r o m  t h e  s t a n d p o i n t  cf the L e g i s l a t u r e ,  this r e s u l t s  fro m  the fact that the 

L e g i s l a t u r e :

1. Set s  the l e g i s l a t i v e  g u i d e l i n e s  (i.e. t he charter) of the F u n d , w h i c h  car,

b e  c h a n g e d  by a n y  s u c c e e d i n g  L e g i s l a t u r e .

2. I~term.ir.es the d i s p o s i t i o n  cf the e a r n i n g s  cf the Fund.

2. Has r e v i e w  on a c o n t i n u o u s  b a s i s  t h r o u g h  the joint L e g i s l a t i v e  B u d g e t  and 

A u d i t i n g  C o m m i t t e e .

C o n c l u s i o n  :

T h e  t r u s t e e s  car. n e i t h e r  in t h e o r y  nor in p r a c t i c e  o p e r a t e  w i t h o u t  joint

s u p p o r t  a n c  c o n f i d e n c e  c f  b o t h  t he C-cverncr and the L e g i s l a t u r e .  T h e  d egree of

i n d e p e n d e n c e  r e c o m m e n d e d  is m e r e l y  to s l o w  dow n  p r e c i p i t o u s  action. This enab l e s - a

#
r e a s o n a b l e  t i m e  to:

1. D e v e l o p  p r o p e r  o r g a n i z a t i o n  a n d  i n v e s t m e n t  strategy.

2. E v a l u a t e  the B e a r d ' s  p o l i c i e s  a nd a c t i o n  by the Governor, the L e g i s l a t u r e  

a n d  the p u b l i c .

T he g r e a t e s t  s a f e g u a r d  fro m  u n d e s i r a b l e  a c t i o n  b y  the Board, p o l i t i c a l  o f f i c e  

h o l d e r s ,  o r  the p u b l i c  is t h r o u g h  a c c e p t e d  t r a d i t i o n - - a n d  the nex t  three y e a r s  are 

c r u c i a l .

I m p l e m e n t a t i o n :

T h e  m o v e m e n t  towards' b e n e f i c i a l  ^independence can be f a c i l i t a t e d  by a chance in 

the c o m p o s i t i o n  o f  the B o a r d  of T r u s t e e s  to l i m i t  the c a b i n e t  r e p r e s e n t a t i o n  to 

the C o m m i s s i o n e r  o f  R e v e n u e  a nd have four p u b l i c  m e m b e r s  w i t h  s t a g g e r e d  terms of



*, „ Reasoning:
* .

A l l  C o m m i s s i o n e r s  a r e  a p p o i n t e d  t o  t h e i r  p o s i t i o n s  f r  q u a l i f i c a t i o n s ,  

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

H o w e v e r ,  b e c a u s e  o f  t h e  c i c s e  r e l a t i o n  n e c e s s a r y  w i t h  t h e  D e p a r t m e n t  o f  R e v e n u e ,  

trie c u t c e s  01 i t s  C o m m i s s i o n e r  n a t u r a l l y  f l e w  i n t o  t h e  w o r k  c f  a  F u n d  T r u s t e e .

T h e  r l c s e  i d e n t i t y  w i t h  t h e  G o v e r n o r 1s o f f i c e  i n h e r e n t  i n  h a v i n g  h a l f  c f  t h e  

T r u s t e e s  r e p r e s e n t e d  b y  C c m s s i c n e r s  h a s  beer, v e r y  e f f e c t i v e  i n  t h e  c r  car. i n a t i o n a l  

a t  i n e  i f  t h e  B o a r d .  h o w e v e r ,  tr.e c p e r a t i c n a l  s t a g e  w h i c h  i s  f o r t h c o m i n g , w i l l  

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

t h u s  r e q u i r i n g  c o m m i t m e n t s  d i f f i c u l t  f o r  C o m m i s s i o n e r s  t o  i n c l u d e  i n  t h e i r  b u s y  

t i m e  s c h e d u l e s .

I f  t h i s  c h a n g e  i n  c o m p o s i t i o n  o f  t h e  B o a r d  i s  a c c e p t a b l e  t o  t h e  G o v e r n o r  a n d  

t h e  L e g i s l a t u r e ,  t h e  n e c e s s a r y  e n a b l i n g  l e g i s l a t i o n  c o u l d  b e  p a s s e d  a t  t h e  f o r t h c o m i n g  

s e s s i o n .  A t t a c h e d  i s  a  s c h e d u l e  s h o w i n g  t h e  e f f e c t  o f  t h e  s u g g e s t e d  c h a n c e  i n  

c o m p o s i t i o n  a n c  t e r m s .

W i t h  t h e  o p e r a t i o n a l  s t a g s  o f  t h e  B o a r d  d e v e l o p i n g ,  i t  i s  l o g i c a l  t o  c h a n c e  

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

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

T r » s t 6 £ .

R e a s o n i n g :

T h e  a t t e n d a n c e  h o n o r a r i u m  i s  i l l o g i c a l  i n  t h a t  i t  a s s u m e s  t h a t  t h e  T r u s t e e s '  

s e r v i c e s  a r e  p e r f o r m e d  o n l y  a t  a s t a t e d  m e e t i n g .  I t  i g n o r e s  t h e  f a c t  t h a t  t h e  

B o a r d  i s  a  w o r k i n g  b o d y  i n v o l v i n g  c o n t i n u o u s  s e r v i c e s  i n  c o m i t t e e s , t r a v e l i n g ,  

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

i n  w o r k  s h c p s  w i t h  l e g i s l a t o r s ,  i n t e r e s t e d  p u b l i c  c r o u p s ,  e t c .

I t  i s  s u g g e s t e d  t h a t  t h e  p u b l i c  m e m b e r s  r e c e i v e -  a n  a n n u a l  f e e  o n  a  p a r  w i t h  

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

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

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

s t a t e  o f  A l a s k a  s t a f f  a n d  p r i v a t e  i n d u s t r y .

2. I t  a s s u m e s  a  d e d i c a t i o n  o f  2 5 %  t o  5 0 %  o f  t h e  p u b l i c  m e m b e r s '  t i m e ,  

d e p e n d i n g  o n  a s s i g n m e n t s .

3. T h e  s u g g e s t e d  f e e  i s  s e t  t o  b e  m i d w a y  b e t w e e n  t h e  v a l u e  o f  t h e  T r u s t e e ' s  

s e r v i c e s  i n  t h e  m a r k e t  p l a c e  a n d  a p u r e  d o n a t i o n  o f  t i m e  w h i c h  i s  n o t  w i t h i n  t h e  

a b i l i t y  o f  m a n y  f i n e ,  p o t e n t i a l  T r u s t e e s .  I t  i s  n o t  s o  l a r g e  a s  t o  b e  a  s o u g h t -  

a f t e r  p r i z e  f o r  p o l i t i c a l  a p p o i n t m e n t  b u t  i t  i s  e n o u g h  t o  d e m a n d  t h e  c o m m i t t m e n t



*- 4. T h e  s e r v i c e  i m p l i e d  in the c o m p e n s a t i o n  s h o u l d  be an a s s i s t  to the 

Gc-'ernor in h i s  c h o i c e  o f  appointees.

A c c o u n t a b i l i t y  of the Board:

T he L e g i s l a t u r e  has p r o v i d e d  fcr i n d e p e n d e n c e  cf Board m a n a g e m e n t  of the Fund 

r y  trar.srer or - u nc assers tc tne P e r m a n e n t  F u n d  C c r c c r a t i o n  a.nc i n s tructior.s to

. . . e r e  iis n o  p l a c e  u n d e r  p r e s e n t  l a w  w h e r e  the c o m p l e t e  financial p e r f o r m a n c  

o f  the F u n d  is s u m m a r i z e d  and disclosed. ; A d m i n i s t r a t i v e  and o t h e r  e x p e n s e s  (e.g. 

s u p p l i e s ,  safe k e e p i n g ,  travel, a u d i t i n g ^ c o n s u l t a n t s 1 fees, etc.) are p a i d  by the 

G e n e r a l  F u n d  and are n o t  i n c l u d e d  in the s t a t e m e n t s  o f  the P e r m a n e n t  Fund._ Th i s  

is so s i g n i f i c a n t  an o m i s s i o n  that our a u d i t o r s  ha v e  to m e n t i o n  it t h r o u g h  f o o t­

note. T h i s  has a l s o  bee n  c o m m e n t e d  on in p u b l i c  hea r i n g s .  The f o r t h c o m i n g  large 

e x p e n s e s  in s t a f f  and. m a n a g e m e n t  c o n s u l t a n t s ,  t h i s  la c k  cf c e n t r a l i z a t i o n  of ail 

i n c o m e  and e x p e n s e s  c f  the F u n d  w i l l  p r e v e n t  any p r c p e r  a c c o u n t a b i l i t y  of Fund 

p e r f o r m a n c e  a n d  the p u b l i s h e d  st a t e m e n t s  wil l  be a d i s t o r t i o n  cf results.

2. Tc the e x t e n t  that p r o f e s s i o n a l  i.n-hcuse i n v e s t m e n t  m a n a g e m e n t  is bu i l t  

up, c e r t a i n  k e y  p e r s o n n e l  will p r o b a b l y  r e q uire c o m p e n s a t i o n  at rates h i g h e r  than 

p r e s e n t l y  c o n t e m p l a t e d  in stare s a lary s t r u c t u r e s .  Those i n d i v i d u a l s  are h i g h l y  

t r a i n e d  and, since the b e s t  are limited in supply, c o m m a n d  s p e c i a l t y  c o m p e n s a t i o n .

T o  t he e x t e n t  t h a t  i n v e s t m e n t  mana g e r s  are reta i n e d ,  th e i r  s e r v i c e s ,  b a s e d  on 

m a r k e t  v a l u e  cf a s s e t s  could be g r e a t e r  than a ny p r e v i o u s l y  p a i d  state d e partments.

3. A n o t h e r  r e q u i r e m e n t  for p r c p e r  m a n a g e m e n t  cf the F u n d  is s t r i c t  c o n f i­

d e n t i a l i t y  c u r i n g  s e n s i t i v e  op e r a t i o n s .  This i n d u c e s  the n e g o t i a t i o n  w i t h  

i n v e s t m e n t  m a n a g e r s ,  d e c i s i o n s  on i n v e s t m e n t  s t r a t e g y ,  r e c e i p t  anc st u d y  cf 

e v a l u a t i o n s  of b o t h  s e c u r i t i e s  and the p e r f o r m a n c e  c f ' i n v e s t m e n t  m a n a g e r s .  While 

the s e c u r i t y  p o r t f o l i o  hel d  b y  the Fund w o u l d  be p u b l i s h e d  in detail, the d e c i s i o n s  

d u r i n g  the p u r c h a s e s  a nd s a l e s  w o u l d  r e q u i r e  c o n f i d e n t i a l i t y .

A s i m p l e  a n d  s t r a i g h t f o r w a r d  s o l u t i o n  to the f o r e c o i n c  p r o b l e m s  is to d e s i g n a t e

t h e  P e r m a n e n t  F u n d  C o r p o r a t i o n  as a s e p a r a t e  e n t i t y  for b u d g e t a r y  and a c c o u n t a b i l i t y

p u r p o s e s .  A ll i n c o m e  and expe n s e s  a t t r i b u t a b l e  to the Fund o p e r a t i o n  s h o u l d  flow

t h r o u g h  the F u n d  a c c o u n t s .  By this means, the f i n a n c i a l  s t a t e m e n t s  of the Fund
»

w o u l d  d i s c l o s e  all r e s u l z s  of o p e r a t i o n  and the c o m p l e t e  p e r f o r m a n c e  cf the Board 

M a n a g e m e n t  c o u l d  be e a s i l y  m o n i t o r e c  by the Gov e r n o r ,  the L e g i s l a t u r e  and the 

p u b l i c .



* ' N e c e s s a r i l y ,  t h e  B o a r d  n e e d s  t h e  c o m p l e t e  d i s c r e t i o n  t o  h i r e  p e r s o n n e l ,  

f i x  c o m p e n s a t i o n  a n d  r e t a i n  o u t s i d e  m a n a g e r s .  T h e  c o m p e n s a t i o n  a r r a n g e m e n t s  a r e  

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

a n d  t h e n  f i x e d  b y  t h e  L e g i s l a t u r e  i f  t h e y  s o  d e s i r e .

Zxpar.sicr. cf Legal I n v e s t m e n t s  of the Fund 

The L e g i s l a t u r e  has c h a r g e d  the Be a r d  w i t h  t h e  o b l i g a t i o n  cf " c o n s e r v i n g  a p o r t i o n  

cf the s t a t e ' s  r e v e n u e s  from m i n e r a l  r e s o u r c e s  to b e n e f i t  all g e n e r a t i o n s  of 

A l a s k a n s . "  (Sec. 2 7 . 1 5 . 0 2 0 ( 1 ) ) .

I t  w o u l d  b e  o f  - l i t t l e  b e n e f i t  t o  f u t u r e  A l a s k a n s  t o  h a n d  o n  t o  t h e m  a  F u n d

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

T h i s  h a s  a  d o u b l e  d o l e f u l  i m p a c t ,  b e c a u s e  a  f a l l  i n  r e a l  p r i n c i p a l  ( a d j u s t e d  f o r  

i n f l a t i o n )  a l w a y s  b r i n g s  a  l i k e  f a l l  i n  r e a l  i n c o m e .

T h e  a c v i s e  w e  h a v e  r e c e i v e d  f r o m  v i s i t i n g  a d v i s e r s ,  f i n a n c i a l  c o n s u l t a n t s  

a n d  t h e  f u n d  m a n a g e r s  i n  c o n s i s t e n t .  O u r  i n v e s t m e n t s  s h o u l d  b e  b r o a d e n e d  t o

i n c l u d e  e q u i t i e s — b o t h  ir. s t o c k s  a n d  r e a l  e s t a t e .

T h e  r e a s o n i n g  o f  t h e  a d v i c e  i s  c l e a r  a n d  s i m p l e .  U n d e r  p r e s e n t  l a w ,  t h e  only-

l e g a l  i n v e s t m e n t s  f o r  t h e  F u n d  a r e  d e b t  i n s t r u m e n t s .  D e b t s  a r e  r e p a i d  i n  f i x e d

s u m s  c f  m o n e y .  I n  t i m e s  c f  i n f l a t i o n ,  t h e  i n c r e a s e  i n  v a l u e  o f  t h e  ' u n d e r l y i n g  

p r o p e r t y  o f  a c o m p a n y  b e l o n g s  n o t  t c  t h e  d e b t  h o l d e r  b u t  t o  t h e  s t o c k h o l d e r .  

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

i n v e s t m e n t s  i n  t h e  f o r m  o f  e q u i t y  o w n e r s h i p .

Th- r e  i s  a n o t h e r  c o m p e l l i n g  r e a s o n  f o r  t h e  F u n d  t o  h o l d  c o m m o n  s t o c k s  a n d  

t h a t  i s  t o  s h a r e  i n  t h e  g r o w t h  o f  t h e  c o m p a n y  a n c  t h e  c o u n t r y .  W i t h  p o p u l a t i o n  

i n c r e a s e s  i n  A l a s k a ,  t h e  p e r  c a p i t a  v a l u e  o f  t h e  P e r m a n e n t  F u n d  c a n  b e  i n c r e a s e d  b y  

a d d i n g  t o  t h e  F u n d ' s  p r i n c i p a l  a t  a f a s t e r  r a t e  t h a n  t h e  p o p u l a t i o n  g r o w t h .  B u t  

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

w h y  t u r n  d o w n  t h e  o p p o r t u n i t y  t o  s h a r e  i n  t h e  e c o n o m i c  g r o w t h  o f  t h e  c o m p a n i e s  

w h o s e  s e c u r i t i e s  a r e  a v a i l a b l e  f o r  i n v e s t m e n t ?

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

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

m a n a g e m e n t  m u s t  a d d r e s s  i t s e l f .

T h e  f i r s t  r i s k  i s  t h e  e r o s i o n  o f  v a l u e  t h r o u g h  i n f l a t i o n .  B y  c o n f i n i n g  t h e  

i n v e s t m e n t s  o n l y  t o  d e b t  i n s t r u m e n t s ,  t h i s  r i s k  i s  a s s u r e d  a n d  d e v a s t a t i n g .



T h e  s e c o n d  r i s k  is t h e  f l u c t u a t i o n  in m a r k e t  v a l u e  o f  the s e c u r i t y  d u r i n g  the 

p e r i o d  o f  o w n e r s h i p  b y  the Fund. T r a d i t i o n a l l y  s t ocks h a v e  h ad a h i g h e r - v o l a t i l i t y  

in m a r k e t  v a l u e  t h a n  debt i n s t r u m e n t s .  However, in r e c e n t  years, b o n d s  of b o t h  

m e d i u m  a n d  l o n g  t e r m  h a v e  e x p e r i e n c e d  a s  g r e a t  a m a r k e t  r i s k .  K o  o n e  r e c o m m e n d s  

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

s h o r t - t e r m  i n v e s t m e n t s .  T h e  a n s w e r  t c  t h i s  t y p e  o f  r i s k  i s  t o  h a v e  a  l o n g - t e r m ,  

c u t  l o c k  i n  i r . v e s t m e n t s - - a  p a t i e n t  c a p i t a l  a p p r o a c h .  S t a t i s t i c a l  s u m m a r i e s  f o r  

p r a c t i c a l l y  a n y  t e n  y e a r  p e r i o d  s e l e c t e d ,  s h e w  a p o s i t i v e  a p p r e c i a t i o n  f o r  

e q u i t y  i n v e s t m e n t s .

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

c f  g r e a t  c o n c e r n  t o  a l l  i n t e r e s t e d  i n  t h e  p e r f o r m a n c e  o f  t h e  P e r m a n e n t  F u n d .  C o n ­

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

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

d e s i g n a t e d  t o  r e c e i v e  t h e  i n c o m e .

T h e  f a c t o r s  w h i c h  m u s t  b e  c o n s i d e r e d  i n  t h i s  t y p e  c f  r i s k  a r e  v a r i e d  a n d  

c o m p l e x .  H o w e v e r ,  m o d e r n  p o r t f o l i o  m a n a g e m e n t  h a s  l e a r n e d  t o  o v e r c o m e  s u c h  r i s k .

D i v e r s i f i c a t i o n  o f  i n v e s t m e n t  b y  s e c u r i t y ,  i s s u e r ,  i n d u s t r y  a n c  l o c a t i o n  i s  a

u s e f u l  t o o l .  T h e  i m p a c t  o f  b u s i n e s s  c y c l e s ,  i n t e r e s t  m o v e m e n t s  ar.d p o l i t i c a l  

c h a n g e s  c a n  b e  d a m p e n e d  c u t  b y  a p r c p e r  m i x  o f  e q u i t y  a n d  f i x e d  i n c o m e  s e c u r i t i e s  

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

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

t h e i r  r e t e n t i o n  b a s e d  o n  t h e i r  r e s u l t s .

C h a n g e s  b y  t h e  L e g i s l a t u r e  i n  t h e  i n v e s t m e n t  g u i d e l i n e s  f o r  t h e  F u n d  s h o u l d

b e  g r a d u a l  a n c  s t e p  b y  s t e p .  F o r t u n a t e l y ,  t h e r e  e x i s t s  a  p r e c e d e n c e  i n  t h e  i n v e s t m e n t  

a u t h o r i t y  f o r  t h e  T e a c h e r s  R e t i r e m e n t  S y s t e m  a n c  t h e  P u b l i c  E m p l o y e e s  R e t i r e m e n t  

S y s t e m  w h i c h  i s  f a m i l i a r  t o  t h e  L e g i s l a t u r e .  I t  a p p e a r s  t h a t  t h e  i n v e s t m e n t  c r i t e r i a  

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

t h e  P e r m a n e n t  F u n d .

I t  s h o u l d  b e  n o t e d  t h a t  t h e  p e r m i s s i o n  t o  t h e  R e t i r e m e n t  F u n d s  t o  i n v e s t  i n  

g e l d  i s  n o t  d e s i r e d  f o r  t h e  P e r m a n e n t  F u n d .  T h e  c o n s t i t u t i o n a l  r e q u i r e m e n t  f o r  

i n v e s t m e n t s  t c  b e  i n c o m e  p r o d u c i n g  w o u l d  p r o b a b l y  e l i m i n a t e  i t  a n y w a y .

T h e  p r o p o r t i o n s  c’f t h e  F u n d  t o  b e  i n v e s t e d  i n  s t o c k s  s h o u l d  b e s t  b e  l e f t  t o  

t h e  d i s c r e t i o n  o f  t h e  B o a r d  a n d  w i l l  v a r y  o v e r  y e a r s  a s  t h e  m i x  b e t w e e n  e q u i t i e s  

a n d  f i x e d  i n c o m e  s e c u r i t i e s  i s  d e t e r m i n e d  t o  m e e t  t h e  o b j e c t i v e s  o f  t h e  F u n d .

M o s t  w e l l  r u n  p e n s i o n  and e n d o w m e n t  funds n a t i o n a l l y  use a m i x  tha t  is in e x c e s s  of



50.%* c o m m o n  stocks. The H a r v a r d  M a n a g e m e n t  C o m p a n y  w h i c h  h as in o u t s t a n d i n g  p e r -
* ' • .

’ f o r m a n c e  r e c o r d  v a r i e s  in p o r t f o l i o  m ix b e t w e e n  5 0% and 75% o f  c ommon stocks.

T he r e t i r e m e n t  f u n d s  cf the state o f  A l a s k a  a l l o w  re a l  e s t a t e  i n v e s t m e n t  in 

n a t i o n a l  p o o l e d  funds. T h i s  w o u l d  be t h e  p r i n c i p a l  k i n d  of real e state i n v e s t m e n t  

for t h e  P e r m a n e n t  Pune. In the o p i n i o n  o f  the w r i t e r ,  there are p r o f i t a b l e  and v e r y  

safe i n v e s t m e n t s  t h a t  rot Id re made d i r e c t l y  ir. i m p r o v e d  real estate on a s e lective 

has: s. H o w e v e r ,  if t h e r e  is any h e s i t a t i o n  cr. the car t  cf the l e g i s l a t u r e  to 

g r a n t  t h i s  k i n d  cf rea l  e s t a t e  i n v e s t m e n t  a u t h o r i t y ,  it ecu lb a w a i t  f u r t h e r  e x p e r i e n c e  

in t h e  m a n a g e m e n t  cf the Fund.

P e r m i s s i o n  to R e i n v e s t  P a r t  o f  I n v e s t m e n t  I n come

o f  the F u n d

T h e  m o s t  i m p o r t a n t  l e g i s l a t i v e  c h a n c e  n e c e s s a r y  to e n a b l e  the B o a r d  to c a r r y  

o u t  its i m p l i e d  m a n d a t e  to c o n s e r v e  the rea l  p r i n c i p a l  of the Fund for f uture 

g e n e r a t i o n s  is to p e r m i t  r e i n v e s t m e n t  o f  i n v e s t m e n t  income. I n v e s t m e n t  in e q u i t i e s  

w i l l  h e l p  the Fund crow. But if a p e r m i s s i o n  to i n v e s t  in e q u i t i e s  is gran t e d ,  it

n e e d  be c o u p l e d  w i t h  a r e d e f i n i t i o n  of i n c o m e  to i n c l u d e  d i v i d e n d s  anc c a p i t a l

g ains. Then, r e g a r d l e s s  o f  the rate cf i n c ome, if all i ncome is t r a n s f e r r e d  to the

*-Vie
P e r m a n e n t  Fund, the v a l u e  o f / F u n c  will i n e v i t a b l y  d e c l i n e  in p u r c h a s i n g  p o w e r  and 

i n c o m e .

To i l l u s t r a t e  the p o int: If the F u n d  h as S10 billion, e a r n i n g  15%, a nd pay s

a ll of it o u t  d e s p i t e  an i n f l a t i o n  of, s a y  10%, in 30 y e a r s  there w o u l d  be a fall 

in r e a l  i n c o m e  from S I . 5 b i l l i o n  tc SE6 m i l l i o n  at the end.

R e d e f i n i t i o n  o f  income:

If e q u i t i e s  are p e r m i t t e d  for i n v e s t m e n t  by the F u n d , t h e  i n come t h e r e f r o m , —  

d i v i d e n d s ,  re n t s  a n d  c a p i t a l - g a i n s  and l o s s e s — m u s t  be n e t t e d  o u t  and i n c l u d e d  in 

t ha t  i n v e s t m e n t  income. This is n e c e s s a r y  t o  c o m p u t e  the t r u e  income of the

i n v e s t m e n t  a n d  to y i e l d  the c a s h  f or p u r p o s e s  of d i s t r i b u t i o n  to b e n e f i c i a r i e s

as d e t e r m i n e d  b y  the L e g i s l a t u r e .

If t h i s  e x p a n d e d  d e f i n i t i o n  o f  i n c o m e  is m a d e  in the e x i s t i n g  law, it should 

be c o u p l e d  w i t h  a change, to c h a r g e  all s e c u r i t y  l o s s e s  to i n c o m e  as inc u r r e d .  This 

w o u l d  be in a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  p r i n c i p l e s  o f  ac c o u n t i n g .

A m o u n t  o f  i n c o m e  to r e t a i n  in Euna.

T h e  m o s t  e f f e c t i v e  w a y  to r e t a i n  i n c o m e  is for the L e g i s l a t u r e  to a u t h o r i z e  

the i n i t i a l  r e t e n t i o n  of all n et i n v e s t m e n t  i n c ome, a f t e r  F u n d  e x p e n s e s .  Th i s
.

w o u l d  i d e n t i f y  a nd Q u a n t i f y  t't 
  _____

V'jW-P ,{' ‘
.



jrgtained i n c o m e  to b e  at p r o f i t  until u s e d  for d i s t r i b u t i o n  a c c o r d i n g  to d i r e c t i o n  

o f  t h e  L e g i s l a t u r e .

A  p o r t i o n  o f  thi s  income, say o n e - h a l f ,  s h o u l d  be c a r r i e d  to surplus and 

p e r m a n e n t l y  r e t a i n e d  as p a r t  o f  the p i n c i p a l  of the Fund. The r e s u l t a n t  e a r n i n g s  

w o u l d  a i d  in t he c o l l a r  g r o w t h  o f  the F u n d  and h e l p  in p a r t  to o f f s e t  inflation.

Th e  o t h e r  half can rest be c a r r i e d  to a reser v e ,  s u b ject tc a p p r o p r i a t i o n

by t h e  l e g i s l a t u r e .  The d e c i s i o n  as t o  h o w  m u c h  to a p p r o p r i a t e , a n d  for what, can

p e r h a p s  b e t t e r  be d o n e  later. A  cood a r g u m e n t  can be m a d e  to not a p p r o p r i a t e  the 

e n t i r e  half, b u t  let i n f l a t i o n  and i n v e s t m e n t  r e s u l t s  e n t e r  also in the picture.

T h e  p r a c t i c e  o f  t h e  H a r v a r d  M a n a g e m e n t  C o m p a n y  i s  h e l p f u l  i n  t h i s  r e g a r d .

T h i s  is a c r o w i n g  f u n d  o f  a p p r o x i m a t e l y  $1.7 b i l l i o n  at present. Income d i s t r i b u t i o n  

is p r e d i c a t e d  o n  the a n t i c i p a t i o n  that to t a l  i n v e s t m e n t  r e t u r n  wi l l  be 3% a n n u a l l y  

o n  m a r k e t  v a l u e  ov e r  the long term,. 4% is d i s t r i b u t e d  to U n i v e r s i t y  D e p a r t m e n t s

a n d  is u s e d  for p l a n n i n g  p u r p o s e s .  The o t h e r  4% is r e t a i n e d  for reinvestment.

The a c t u a l  e a r n i n g s  in m o s t  y e a r s  have b e e n  h i g h e r  and the e x c e s s  of the 

d i s t r i b u t a b l e  4% goe s  int o  a s t a b i l i z a t i o n  r e s e r v e  so as tc mee the b u d g e t e d  

d i s t r i b u t i o n  rate. It s h o u l d  be no t e d  t h a t  an 8% a n t i c i p a t e d  r e t u r n  on m a r k e t  

v a l u e  o f  i n v e s t m e n t s  is s u b s t a n t i a l l y  m o r e  than on h i s t o r i c a l  cost.

E l m e r  F a s m u s o n

. Is • ' .



C o m p o s i t i o n  o f  T r u s t e e s  

o f  P e r m a n e n t  Fund

U n d e r  p r e s e n t  law:

F i r s t  y e a r  o f  o f f i c e  o f  n e w  Gcverr.c: 

C o m m i s s i o n e r  o f  R e v e n u e  

T v o  o t h e r  CcmrJ.ssicr.ers 

O n e  p u b l i c  m e m b e r

T E R M  

I n c e p t i o n  E x o i r e t i o n

19S3 P l e a s u r e  o f  Gov

1963

1963 1 9 6 6

T n i r c  y e a r  or e rr ice -

O n e  p u b l i c  m e m b e r  1985

F o u r t h  y e a r  o f  o f f i c e  -

No n e w  a p p o i n t m e n t

R e s u l t :  U n d e r  p r e s e n t  law, f o u r  o f  the six t r u s t e e s  are a p p o i n t e d

b y  the i n c o m i n g  G o v e r n o r  w i t h i n  six m o n t h s  o f  h i s  office.

under p r o p o s e d  law:

if a D o r o v e d  a t  n e x t  l e c i s l a t i v e  s e s s i o n :

1 9 6 8

G o v e r n o r  K a m m o n c  w o u l d  a p p o i n t  - 

C o m m i s s i o n e r  o f  R e v e n u e  

Or.e p u b l i c  m e m b e r

( p r e s e n t  t e r m  o f  E l m e r  Rasmuson)

N e w  G o v e r n o r  w o u l d  a p p o i n t  in f i r s t  y e a r  o f  o f f i c e  

C o m m i s s i o n e r  o f  R e v e n u e  

O n e  p u b l i c  m e m b e r

( p r e s e n t  t e r m  o f  G e o r c e  Rogers)

S e c o n d  y e a r  o f  o f f i c e  -

O n e  p u b l i c  m e m b e r

( p r e s e n t  t e r m  o f  P e t e r  McDowell)

T h i r d  v e a r  o f  o f f i c e  -

1 981 P l e a s u r e  of Go*.

1982 1986

1963 P l e a s u r e  o f  G o

1963 1567

198< 198S

O n e  o u b l i c  m e m b e r

F o u r t h  v e a r  o f  o f f i c e  -

O n e  o u b l i c  m e m b e r

1985

1 986

1989

1990

S t a b i l i t y  c o n s e q u e n c e s  o f  p r o p o s e d  l e g i s l a t i o n :

1. N o n e  o f  the t e r m s  o f  t h e  p r e s e n t  p u b l i c  m e m b e r s  w o u l d  b e  a b r i d g e d .

2. G o v e r n o r  H a m m o n d  w o u l d  m a i n t a i n  h i s  r i g h t  to h a v e  the C o m m i s s i o n e r  o f  R e v e n u e  

o n  t h e  B o a r d ,  a n d  h i s  p r e s e n t  a u t h o r i t y  to a p p o i n t  a p u b l i c  m e m b e r  in 1582 w o u l d  n o t  

b e  c h a n c e d .

3. T h e  t h r e e  p u b l i c  m e m b e r s  a p p o i n t e d  b y  G o v e r n o r  H a m m o n d  w o u l d  c o n t i n u e  into

#

the a d m i n i s t r a t i o n  o f  the' s u c c e e d i n g  G o v e r n o r .

4. T h e  i n c o m i n g  G o v e r n o r  w o u l d  have the r i g h t  to a p p o i n t  h i s  C o m m i s s i o n e r  of

R e v e n u e  a n d  a l l  t h e  f o u r  p u b l i c  m e m b e r s  a s  t h e i r  t e r m s  e x p i r e d .



DATE: 10 February 1982

u:£r: er. z. r jr. c.

A s s i s t a n t  •

S U B J E C T :  R e p o r t  on I n v e s t m e n t  M e e t i n g s  A t t e n d e d  by M e ssrs. Rasmuson,
M c D o w e l l ,  and R h o d e  - Se attle, S a n  F r a n c i s c o  
1 1-15 J a n u a r y  1982

O u r  f i r s t  h o s t  w a s  Mr. G a r y  Bland, M a n a g e r  of T r u s t  I n v e s t m e n t s  

a n d  I n v e s t o r  R e l a t i o n s  for B o e i n g  A i r c r a f t .  T h e  c o m p a n y  o f fe rs its 

e m p l o y e e s ,  in a d d i t i o n  to a s t a n d a r d  r e t i r e m e n t  fun d of e q u i t i e s  and  

bonds, the c h o i c e  of s p r e a d i n g  t h e i r  p e n s i o n  a n d  p r o f i t - s h a r i n g  assets 

b e t w e e n  t h r e e  d i f f e r e n t  funds: e q u i t y  or b o n d  or a fund w i t h  a " g u a r­

a n t e e d  c o n t r a c t "  rate. T o t a l  i n v e s t m e n t s  a p p r o a c h  $3 b i l lion. D u r i n g  

the d i s c u s s i o n  of i n v e s t m e n t  classes, Mr. B l a n d  n o t e d  the c a u t i o n  of 

B o e i n g  as to r e a l  estate, m o r t g a g e s  and i n c o m e  p r o p erty,  and their 

a m b i g u i t y  t o w a r d s  f o reign h o l d i n g s , a f e a r  of s u p p l y i n g  c a p i t a l  to 

a i r c r a f t  r i v a l s  and the r e c o g n i t i o n  that f o r e i g n  e a r n i n g s  h a v e  a m a j o r  

p a r t  in the e a r n i n g s  of the company. Mr. B l a n d  was a p p r o v i n g  of the 

w i d e r  i n v e s t m e n t  a u t h o r i t y  sought in our p e n d i n g  b i l l  a n d  did not urge 

a d d i t i o n s .

In a p a t t e r n  that w e  s a w  r e p e a t e d  in a l l  o u r  visits, Mr. B l a n d  

s e r v e d  an i n v e s t m e n t  c o m m i t t e e  (which i n c l u d e d  the c o r p o r a t e  t r e a s u r e r  

or h i s  e q u i v a l e n t )  as its single  e x e c u t i v e  director. His k e y  role 

w a s  m o n i t o r i n g  the v a r i o u s  fund m a n a g e r s ,  r e p o r t i n g  on the o v e r - a l l  

p e r f o r m a n c e  of i n v e s t m e n t s ,  i m p l e m e n t i n g  d e c i s i o n s  on t h e s e  (and other) 

m a t t e r s ,  a n d  r e p r e s e n t i n g  the i n v e s t m e n t  c o m m i t t e e  to e m p l o y e e s  and 

o t h e r  a f f e c t e d  parties.

Mr. B l a n d  h a s  n o  i n v e s t m e n t  o f f i c e r s  u n d e r  h i m  and b u t  one s e c­

r e t a r y  f or h i s  staff. However, the s t a f f  of the C o m p t r o l l e r’s o f f i c e  

a s s i s t s  in c o m p i l i n g  r e p o r t s  and s t a t i s t i c a l  a n a l y s i s  f o r  i n t e r n a l  use.

TO: The T r u s t e e s , A l e s h e  ?ej

FROM: J a m e s  R n o c e , S p e c i a l



In addition, B o e i n g  engag es the F r a n k  R u s s e l l  C o m p a n y  of T a c o m a  for 

: in s e l e c t i n g  and ev a l u a t i n g  m a n a g e r s  and for l i m i t e d  f i n a n c i a l

advice. W h i l e  a c k n o w l e d g i n g  the value of h a v i n g  this f i r m  to lay 

down a r e c o r d  on w h i c h  to base- decisions, e s p e c i a l l y  one to p l a c e  

b e f o r e  r e g u l a t o r y  a n d  other bodies, he s t r e s s e d  that j u d g m e n t s  on 

m a n a g e r s  a n d  on i n v e s t m e n t  m i x  w e r e  the active, final r e s p o n s i b i l i t y  

of Boeing. As to b r o a d  approach, it w a s  s t a t e d  that n o  m a n a g e r s  w i t h  

n e g a t i v e  r e t u r n s  w e r e  t o l e r a t e d  and m a n a g e r s  w i t h  a w o r s e n i n g  r e c o r d  

h a v e  b e e n  let go in as short a p e r i o d  as six months. O t h e r w i s e , the 

aim is good, c o n s i s t e n t  returns as o p p o s e d  to h i g h  but i r r e g u l a r  p e r­

formance. It w a s  later o b s e r v e d  that Boeing, a leader in a h i g h l y  

c y c l i c a l  i n d u s t r y  w i t h  an e x p e n s i v e  labor force (white and b l u e  c o l l a r ) , 

m u s t  h a v e  a stable i n v e s t m e n t  p r o g r a m  for the m a n y  w h o  m a y  n e e d  to 

draw out their assets.

In our m e e t i n g  w i t h  Mr. G e o r g e  W e y e r h a e u s e r  and his a s s o c i a t e s  at 

the f a m e d  l umber  c o m p a n y  of the same name, the focus w a s  again on the 

su i t a b l e  r a n g e  of investments, e s p e c i a l l y  in an i n f l a t i o n a r y  e n v i r o n­

ment, and the p o s s i b l e  roles of i n t e r n a l  staff and o u t s i d e  managers.

In the f irst area, w e  met our first o b j e c t i o n  to h a v i n g  any f o r e i g n  

assets, an o b j e c t i o n  b o r n  of b i t t e r  c o m p a n y  e x p e r i e n c e  in m a k i n g  l o n g­

term i n v e s t m e n t  pla ns for Japan  only to find e x c h a n g e  rates m o v i n g  sharply 

a g a i n s t  them. In the s eco nd area, this company, w i t h  less than $1 b i l l i o n  

in assets, p r e f e r r e d  a m o r e  p a s s i v e  course. W i t h  n o  i n v e s t m e n t  officers 

of their own, c e n t r a l  relia n c e  is p l a c e d  on the R u s s e l l  Company. Yet, 

again, the c o m p a n y  did r e v i e w  the R u s s e l l  w o r k  and pass on the g e n e r a l  

s t r a t e g y  b e i n g  pursued.

2

Mr. R o l a n d  Trafton, C h a i r m a n  of the Board, S afeco C o r p o r a t i o n ,  

j o i n e d  us for o u r ' m e e t i n g  w i t h  his assosiates. This i n s u r a n c e  c o m p a n y



p r o m p t  c r e d i t i n g  of  v a r i o u s  payments. He  is al so  able to ha ve  all 

<„ r' 2 ~ s  m a r k e d  to m a r k e t  on a daily basis,

Mr. G r e e l e y  d e v o t e d  his remarks to the v7ork that falls e x c l u s i v e l y  

to any g o v e r n i n g  b o d y  of a fund. He u n d e r s c o r e d  the i m p o r t a n c e  of 

t i m e l y  and u s e a b l e  r e p o r t i n g  of f i n a n c i a l  data, t aking a n u m b e r  of 

m e a s u r e s  of i n v e s t m e n t  p e r f o r m a n c e  to give a t hree d i m e n s i o n a l  e ffect 

(book value, m a r k e t  value, total r e t u r n  in d i f f e r e n t  senses, and c o m­

p a r i s o n s  w i t h  o t h e r  like funds), and the a d v a n t a g e s  of good, s u s t a i n­

able rates of r e t u r n  in c o n t r a s t  w i t h  h i g h e r  b u t  e r ratic  s h o w i n g s . I n­

deed, his c o m p a n y  b u t r e s s e s  this a p p r o a c h  w i t h  the p r a c t i c e  of reser v e s  

to i n s u r e  m i n i m u m  p a y m e n t s  of p e n s i o n  and p r o f i t - s h a r i n g  ben efits, 

b e n e f i t s  that f i g u r e  p r o m i n e n t l y  in r e c r u i t i n g  for this h i g h l y  c o m­

p e t i t i v e  industry.

It w a s  e x p l a i n e d  that the c o m p a n y  m a n a g e s  f i x e d  i nc ome assets 

w i t h i n  and m a n a g e s  e q u ities b o t h  w i t h i n  and outside. This latter 

a p p r o a c h  m a y  l a r g e l y  r e s u l t  f r o m  the d i s t i n g u i s h e d  i n v e s t m e n t  c r e d­

ent i a l s  of Mr. G r e e l e y  and c e rtai n m e m b e r s  of the i n v e s t m e n t  committee.

W e  n e x t  m e t  w i t h  Mr. R o b e r t  Wade, p r e s i d e n t  of a B a n k  of A m e r i c a  

s u bsi diary, the I n v e s t m e n t  M a n a g e m e n t  C o r p o r a t i o n ,  and w i t h  Mr. L l o y d  

Stockel, an U n d e r  S e c r e t a r y  for Business, T r a n s p o r t a t i o n ,  and Housing, 

S tate of C a l i f o r n i a ,  a p r i n c i p a l  f i n a n c i a l  a d v i s o r  to G o v e r n o r  B r o w n . 

His o f f i c a l  p u r v i e w  i n c l u d e s  the state's credit a s s i s t a n c e  in these 

areas. Mr. G r e e l e y  j o i n e d  us.

I n  the e x t e n d e d  discussion, w h i c h  c o n f i r m e d  m a n y  v i e w s  o f f e r e d  

b y  o t h e r  s e n i o r  i n v e s t m e n t  figures w h o  h a v e  s p o k e n  to y o u  and y o u r  

r e p r e s e n t a t i v e s ,  it m a y  b e s t  serve to cite n e w  information. R e v i e w - 

the h i s t o r y  of C a l i f o r n i a  p u b l i c  investment, it w a s  e m p h s i z e d  that  a 

s e p a r a t i o n  h a s  always b e e n  m a i n t a i n e d  b e t w e e n  the state t r e a s u r y  and
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a p a r t i a l l y  i n d e x e d  fund w a s  c e r t a i n  to r esult from the actions of 

in dtp >-n dent m a na ge rs. T h e r e  w as  n o  r e a s o n  to pay m a n a g e m e n t  fees 

" . ..t o b u y  the G M  and U.S. Steel that y o u  are g o i n g  to buy any way . . . "

As for the m o n e y  m a r k e t  c o m p o n e n t  of the Fund, it was felt that int ernal 

m a n a g e r s ,  c o m p e t i t i v e l y  paid, w o u l d  be far m o r e  cost e f f e c t i v e  than 

f a r m i n g  out the assets. Finally, a mong o ther k e y  m a t t e r s  raised, it 

w as the v i e w  of S a f e c o  that a d j u s t a b l e  rate mortg a g e s ,  r ather than 

short-term, fixed r a t e  m o r t g a g e s ,  w o u l d  p r o b a b l y  b e c o m e  the d o m i n a n t  

t r e n d  in the U.S.

Ms. S u s a n  Tomby, w i t h  the T r e a s u r y  of C r o w n  Z e l l e r b a c h  and b o a r d  

m e m b e r  of the C a l i f o r n i a  S t a t e  P u b l i c  E m p l o y e e s  p e n s i o n  fund, m e t  w i t h  

us for a c o n f i d e n t i a l  d i s c u s s i o n  on the c ourse of the G o v e r n o r ' s  T a s k  

Fo r c e  on P u b l i c  I n v e s t m e n t  Policy. The focus of that group w a s  on 

r e c o m m e n d i n g  w a y s  in w h i c h  state a n d  local i n v e s t m e n t  pools cou ld aid 

business, n o t a b l y  h o u s i n g  and v e n t u r e  capital, a n d  i n c re ase the w e i g h t  

g i v e n  to "socia l p u r p o s e s "  in m a k i n g  i n v e s t m e n t  decisions. W e  can 

r e p o r t  that C a l i f o r n i a  has m o r e  i n terests, w i t h  m o r e  u n u s u a l  ideas, 

w h o  more often se ek to i n f l u e n c e  p u b l i c  i n v e s t m e n t s  than has b e e n  true 

in Alaska. Ms. Tomby, for her part, is n o t  c o n v i n c e d  that l e n d ing in 

aid of b u s i n e s s  or s o c ial p u r p o s e s  can b e  done w i t h o u t  c o n f l i c t  w i t h  

n o r m a l  f i n a ncial critera, e.g. yield, c r edit risk, or liquidity.

A m o n g  o t h e r  concerns, she n o t e d  s e v e r a l  c o n f l i c t s  of interest that 

ma y  arise sh ould i n s t i t u t i o n s  take a seat on b oard s of dir ectors  

in c o m p anies w h o s e  shares they hold.

Mr. R o b e r t  Greeley, M a n a g e r  of C o r p o r a t e  I n v e s t m e n t s  for H e w lett-  

Packard, g u i d e d  us t h r o u g h  his operat i o n s ;  they include, for his t r a n s­

actions, a s y s t e m / t o  track the s e r vices of s a f e k e e p i n g  agents and the



i n v e s t s  m o r e  than $1.5 b i l l i o n  in eq u i ti e s and bonds; the b u l k  of 

this c o n s i s t s  of r e s e r v e s  for life and c a s u a l t y  po li ci es , but  there 

are $ 1 3 4  m i l l i o n  in p e n s i o n  and i n d i v i d u a l  a c c ounts m a n a g e d  for o u t­

siders, $ 1 1 4  m i l l i o n  in c o m p a n y  p e n s i o n  a n d  p r o f i t - s h a r i n g  plans, and 

$ 9 4  m i l l i o n  in m u t u a l  funds. T h e r e  are s i g n i f i c a n t  real estate assets, 

t o o .

A  s t r i k i n g  p o i n t  w a s  m a d e  d u r i n g  our d i s c u s s i o n  of invest m e n t 

strategy, a p o i n t  r a i s e d  twice, b u t  not e m phasiz ed, in m e e t i n g s  w i t h  

o t h e r  f i n a n c i a l  s p e c i a l i s t s  over the past year. The v e r y  m a g n i t u d e  

of the P e r m a n e n t  F u n d  w i l l  limit the e x t e n t  to w h i c h  it can enter all 

i n v e s t m e n t  markets, w i t h  the sole e x c e p t i o n  of f i x e d  inco me securities, 

a h i g h l y  l i q u i d  m a r k e t  of scores of b i l l i o n s  in size. This problem, 

of w h e r e  to p ut v a s t  sums of m o n e y  w i t h o u t  b e c o m i n g  the m a j o r  force 

in a m a r k e t ,  up and down, has v e x e d  c n u m b e r  o f  m i d d l e  e a s t e r n  countries, 

w h o s e  i n v e s t m e n t  s i t u t a t i o n  we m a y  come to parallel. To illust r a t e  

the point, the c o n v e n t i o n a l  rule w o u l d  limit to 5% the shares of any 

one c o m p a n y  h e l d  by an inst it u t i o n ,  a b e n c h m a r k  we m i g h t  q u i c k l y  reach. 

A f t e r  57o, the S.E.C. r e q uires t i m e l y  r e p o r t i n g  of any c h a n g e  in h o l d­

ings u n t i l  10% is held, at w h i c h  tim e a d van ce n o t i c e  of any change is 

r equired. Clearly, this limits the p a c e  a n d  terms of any m o v e m e n t  in 

these shares.

O n  the q u e s t i o n  of i n t e r n a l  and e x t e r n a l  m a n a gers, S a f e c o  h a ndles  

all i n v e s t m e n t s  w i t h i n ,  a n d  even has its own c o m p l e m e n t  of s e c u r i t y 

analysts. However, it w a s  r e c o g n i z e d  that our F u n d  is r emote from 

s p e c i a l i z e d  market s, u n d e r  some p o l i t i c a l  c o n s t r a i n t s  as to salaries 

and, as well, i n e x p e r i e n c e d  w i t h  the n e w  list of i n v e s t m e n t s  b e i n g  

sought. Still, it w a s  a r g u e d  that in the case of c o m m o n  stocks, a 

p e r s u a s i v e  case is to b e  m a d e  for i n d e x i n g  a core po rtfolio. G i v e n  

the large s t o c k  .position w e  are l i k e l y  to have, it w a s  s t a t e d  that
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s t at e  and local r e t i r e m e n t  funds (which cu r re n tl y total in exce ss of 

. li ll ic n). It vcs a g r e e d  that a P e r m a n e n t  Fu n d c o m m i t t e d  to i n­

ve s t i n g  m u s t  hav e its o p e r a t i o n s  r e m o v e d  fr om those c o m m i t t e d  to 

spending, p a r t i c u l a r l y  g i v e n  the great, t e m pting size of the Fund, 

if the re is to b e  any h o p e  of k e e p i n g  its o r i g i n a l  goal. In the m a t t e r  

of staffing, the w i s d o m  of h a v i n g  some i n t e r n a l  p r o f e s s i o n a l s ,  w h o s e  

f i r s t  l o y a l t y  is to the trustees, w a s  pressed, if only to m o n i t o r  the 

w o r k  of the o u t s i d e  manag e r s .  It was cautioned, once again, that 

d e s pite the savings of h a v i n g  y o u r  own fi xed i ncome and s toc k index 

m a n a g e r s ,  it m a y  p r o v e  difficult, in a p o l i t i c a l  climate, to attract  

and r e t a i n  p e o p l e  in this v e r y  m o b i l e  p r ofession. Then, in a len gthy 

r e v i e w  of m o r t g a g e  financing, a n o v e l  a p p r o a c h  u s e d  by the Bank of 

A m e r i c a  was cited. P a r t i a l  g u a r a n g t e a s  are m a d e  b y  e m p l o y e r s  to ease 

the g r o w i n g  p r o b l e m  of f i nding a c c e p t a b l e  h o u s i n g  for p e r s o n s  t r a n s­

ferr e d  into the Bay Area.

Mr. R o d n e y  Adams, D i r e c t o r  of F i n a n c e  at S t a n f o r d  U n i v e r s i t y  

and chief o f f i c e r  for its endowment, first r e l a t e d  how, b e g i n n i n g  in 

1975, the U n i v e r s i t y  m a d e  a s y s t e m a t i c  r e v i e w  of its s t r a t e g y  for the 

endowm ent, w i t h  first p l a c e  g i v e n  to p r o t e c t i n g  real c a p i t a l  f r o m  i n­

flation. B a s e d  on a study of the past 75 years of A m e r i c a n  capital 

markets , it w a s  d e c i d e d  that all c a p ital gains w o u l d  b e  c r e d i t e d  to 

p r i n c i p a l ,  w i t h  up to 4 . 7 5 %  of total  r e t u r n  to m a r k e t  v a l u e  to be 

a v a i l a b l e  for the d e p a r t m e n t s  of the University. In r e c e n t  years, 

total r e a l  r e t u r n  has r e a c h e d  5%. A  f o r m u l a  that pays over real income, 

y e a r  to year, was not adopted, it was explained, b e c a u s e  capital m a rkets  

tend to lag over the s h o r t - r u n  in p e r i o d s  of h i g h  inflation. The comple x 

r e p o r t s  that s u ppo rt the d i s t r i b u t i o n  rules of S t a n f o r d  w i l l  be lent 

or c o p i e d  u p o n  request.



O v e r  ?900 m i l l i o n  is u n de r  m a n a g e m e n t ,  w i t h  some $200 m i l l i o n  in 

the h.ands of the i n t e r na l  staff, u s u a l l y  b e c a u s e  the m o n e y  w as  g iv en 

w i t h  s p e c i a l  condit i o n s  that m a k e  the accounts too a w k w a r d  or small 

to be p l a c e d  w i t h  o u t s i d e  ma nagers. T h e s e  last c o n s i s t  of a firm, 

each, in equities, fixed income, a n d  internat ional. A m o n g  the internal  

staff, duties are d i v i d e d  b e t w e e n  h a n d l i n g  the s p ecial accounts, l i q u i d­

at i n g  d o n a t i o n s  and r o u t i n e  cash m a n a g e m e n t ,  and m o n i t o r i n g  the outside  

m a n a g e r s .  In addition, there are three of ficers for income properties,  

l o c a t e d  in C ali fornia, and a like n u m b e r  to act on s p e c i a l i z e d  i n f o r­

m a t i o n  h e l d  on v e n t u r e  capita l in elect ronics, a d e v e l o p m e n t  c e n tered  

i n  the region. A l t h o u g h  s taff pay has b e e n  a serious problem, stem ming  

f r o m  the fact that a c a d e m i c  f a c u l t y  control this matter, Mr. A d a m s  

s t a t e d  that his s u p e ri ors b e l i e v e  in h a v i n g  their own perso n n e l .  At  

Stanfo rd, he observed, they h a v e  a direct feel of m a n y  m a r k e t s  and 

review, w i t h o u t  interfering, the c o n d u c t  of the o u tside managers.

O u r  v i s i t  here c l o s e d  w i t h  a s t a r t l i n g  discovery. In order to 

s e t t l e  the b oun ds of their l i a b i l i t y  u n d e r  the p r u d e n t  i n v e s t o r  rule, 

the U n i v e r s i t y  o b t a i n e d  a " d e c l a r a t o r y  statute". This, or some legal 

e q u i v a l e n t ,  was d i s c u s s e d  as a p o s s i b i l i t y  for the P e r m a n e n t  Fund. 

S u p p o s e d l y ,  it w o u l d  c l arify  the e x p o s u r e  of the trustees, w h o  m a y  be 

o p e n  to suit by i n d i v i d u a l  citizens, a n d  m i g h t  deter i l l e g a l  i n v e s t­

m e n t  p r o p o s a l s  f r o m  b e i n g  f o r c e d  on the Fund.

E n d  of 7 P a g e s .
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T h e  q u e s t i o n  that rose m o s t  f r e q u e n t l y  in N e w  Y o r k  was "What is the o b j e c t i v e  

of the A l a s k a  P e r m a n e n t  F u n d ? "  T h e  n e a r  u n a n i m o u s  o p i n i o n  w a s  th a t  this q u e s t i o n  

m u s t  be a d d r e s s e d  by t h e  T r u s t e e s  b e f o r e  m e a n i n g f u l  d i s c u s s i o n  c a n  o c c u r  o n  suc h  

q u e s t i o n s  as a l l o c a t i o n  of 1 ' v e s t m e n t s  and i n v e s t m e n t  str a t e g y .  R o b e r t  S a l o m o n ,  

of S a l o m o n  3 r o t h e r s ,  a s k e d  w h e t h e r  the B o a r d  of T r u s t e e s  r e a l i z e d  that if the 

P e r m a n e n t  F u n d  p a i d  o u t  m o r e  th a n  3% to 5% of its e a rnings, a l e v e l  o f  e a r n i n g s  

a b o v e  i n f l a t i o n  w h i c h  m i g h t  b e  a t t a i n a b l e ,  the T r u s t e e s  w o u l d  be o p e r a t i n g  a 

f u n d  w i t h  d i m i n i s h i n g  rea l  c a p i t a l  and real income. At s u c h  time that the P e r m a n e n t  

F u n d  c e a s e d  to g r o w  in real terms, e i t h e r  t h r o u g h  i n f l a t i o n  or a fall in c o n t r i­

buti o n s ,  it w o u l d  b e c o m e  s e l f - l i q u i d a t i n g .  T h e  c r u c i a l  d e c i s i o n  is w h e t h e r  the 

P e r m a n e n t  Fun d  is g o i n g  to p a y  o u t  r e a l  earnings, all e a r n i n g s  or a p o r t i o n  

thereof. T h i s  is a g r a v e  p r o b l e m  b e i n g  faced t o d a y  b y  a g r o w i n g  n u m b e r  of f o u n d a t i o n s  

a n d  u n i v e r s i t y  e n d o w m e n t s .  T h e  R o c k e f e l l e r  F o u n d ation, a SI b i l l i o n  r c u n c a t i o n ,  nas 

g r o w n  s u b s t a n t i a l l y  in n o m i n a l  terms, b u t  has e x p e r i e n c e d  a n  a c t u a l  3 5 %  c o n t r a c t i o n  

in  real e a r n i n g s  p o w e r  w h i l e  the Ford Fo u n d a t i o n ,  a S2.5 b i l l i o n  f o u n d a t i o n ,  

h a s  c o n t r a c t e d  in rea l  e a r n i n g s  p o w e r  b y  55%. If n o t h i n g  is don e  to curb t h e s e  

f o u n d a t i o n s '  s p e n d i n g  pro g r a m s ,  R o b e r t  S a l o m o n  s t a t e d  that he c o u l d  p r o j e c t  r or t h e i r  

t r u s t e e s  the d a t e s  on w h i c h  they would be t o t a l l y  s e l f - l i q u i d a t e d .

O n c e  t he o b j e c t i v e  of t he P e r m a n e n t  Fun d  h a s  b e e n  decided, m u c h  w i l l  b e  

d e t e r m i n e d  as to l e v e l  of r i s k  w h i c h  w i l l  be r e q u i r e d  to m e e t  that o b j e c t i v e .

L o n g  t e r m  s t u d i e s ,  for example, ha v e  i n d i c a t e d  th a t  it is u n r e a l i s t i c  to e x p e c t  

•to e a r n  m o r e  t h a n  a 2% real r a t e  of r e t u r n  on a h i g h  g r a d e  fixed i n c o m e  p o r t f o l i o ,  

w h e r e a s  a 3% to 5% r e a l  rat e  of r e t u r n  has b e e n  a t t a i n a b l e  in c o m m o n  s t o c k  ov e r  

a n  e x t e n d e d  p e r i o d  of tine. Q u e s t i o n i n g  S a l o m o n  Brot h e r s  as to w h a t  p e r c e n t a g e



of c o m m o n  s t o c k  that they t h o ught m i g h t  b e  a p p r o p r i a t e  to the P e r m a n e n t  Fund 

g i v e n  an e a r n i n g s  o b j e c t i v e  of a 32 to 5% r e a l  r a t a  of return, the r e s p o n s e  w a s  80%. 

U. S. S t e e l  P e n s i o n  Fund, a p e n s i o n  fund i n  a m a t u r e  i n d u s t r y ,  has a p p r o x i m a t e l y  

8 0% of its a s s e t s  c u r r e n t l y  in c o m m o n  stock, 1 0 - 1 5 %  in r e a l  estate, and the 

b a l a n c e  in f i x e d  i n c o m e  s e c u r i t i e s .  As r e p o r t e d  by the S. E. C., the t y p i c a l  

l a r g e  c o r p o r a t e  p e n s i o n  p l a n  is a p p r o x i m a t e l y  55% i n v e s t e d  in c o m m o n  stock. T he 

n o r m a l  a s s e t  m i x  of a p o r t f o l i o  u n d e r  m a n a g e m e n t  by the P r u d e n t i a l  I n s u r a n c e  

C o m p a n y  o f  A m e r i c a  is 4 0% to 60% in c o m m o n  s t o c k  a n d  20% to 3 0% i n  real e s t a t e  

equity, w i t h  the b a l a n c e  in f i x e d  i n c o m e  s e c u r i t i e s ,  Mr. W i l l i a m  Field, S e n i o r  

V i c e  P r e s i d e n t  of P r u d e n t i a l ' s  A s s e t  M a n a g e m e n t  D e p a r t m e n t ,  i n d i c a t e d  that for 

r e a s o n s  o f  p o l i t i c a l  t o l e r a t i o n  a 20% c o m m i t m e n t  to c o m m o n  s t o c k  m i g h t  be m o r e  

a d v i s a b l e  for the A l a s k a  P e r m a n e n t  Fund.

Mr. W i l l i a m  Field, Mr. R o b e r t  S a l o m o n  and Mr. H e a t h  M c L e n d o n ,  P r e s i d e n t  of the 

i n v e s t m e n t  m a n a g e m e n t  f i r m  of B e r n s t e i n - M a c a u l a y , Inc. a g r e e d  that the T r u s t e e s  

s h o u l d  s e e k  a u t h o r i t y  f r o m  the L e g i s l a t u r e  to i n v e s t  in d o m e s t i c  c o m m o n  stock, 

f o r e i g n  s e c u r i t i e s ,  and r e a l  e s t a t e  equity. T h e y  a l s o  v o l u n t e e r e d  that in their 

r e s p e c t i v e  o p i n i o n s ,  the timing for p u r c h a s e s  in f o r e i g n  s e c u r i t i e s  and rea l  e s t a t e  

w a s  not good. H o w e v e r ,  t h e y  a l l  felt that t h e r e  w o u l d  be b e t t e r  o p p o r t u n i t i e s  in the 

n e x t  two o r  t h r e e  y e a r s ,  and a n y  p r o g r a m  to m a k e  m a j o r  c o m m i t m e n t s  in f o r e i g n  s e c u­

ri t i e s  a n d  r e a l  e s t a t e  s h o u l d  b e  u n d e r s t o o d  b y  a l l  to be a t h r e e  to f i v e  y e a r  p r o g r a m  

H o w e v e r ,  in t h e i r  j u d g m e n t ,  it is h i g h l y  d e s i r a b l e  to o b t a i n  a u t h o r i t y  as s o o n  

as p o s s i b l e  so as to m a x i m i z e  f l e x i b i l i t y .



W i t h  the e x c e p t i o n  of the U. S. S t e e l  P e n s i o n  Fund, it w a s  t h e  o p i n i o n  of
I

t h o s e  that w e  c o n t a c t e d  th a t  the A l a s k a  P e r m a n e n t  Fund, as a c o n s e q u e n c e  of its 

sh e e r  size, s h o u l d  u t i l i z e  a n  i n d e x  fu n d  a p p r o a c h  for its c o r e  h o l d i n g s  of 

c o m m o n  stock. Mr. W i l l i a m  F i e l d  s u g g e s t e d  that o t h e r w i s e  t h e  i n v e s t m e n t  m a n a g e­

m e n t  fees w o u l d  b e c o m e  p r o h i b i t i v e l y  e x p e n s i v e .  It w a s  s u g g e s t e d  tha t  o u t s i d e  

m a n a g e r s  b e  u t i l i z e d  in s u c h  s p e c i a l i z e d  areas as h i g h  t e c h n o l o g y  stocks, e n e r g y  

d e v e l o p m e n t  s t o cks, f o r e i g n  s e c u r i t i e s ,  a nd re a l  e s t a t e  e q u i t y  to p r o v i d e  the 

P e r m a n e n t  F u n d  an e x t r a  i n c r e m e n t  of y i e l d  a b o v e  that w h i c h  an i n d e x  fun d  w o u l d  

provide. It w a s  the u n a n i m o u s  o p i n i o n  of th o s e  to w h o m  w e  t a l k e d  that the 

s i g n i f i c a n t  d a n g e r  in h i r i n g  a n u m b e r  of i n v e s t m e n t  m a n a g e r s  to m a n a g e  the c o m m o n  

s t o c k  p o r t f o l i o  w a s  th a t  the P e r m a n e n t  Fund w o u l d  end up ae f a c t o  as a n  e x p e n s i v e l y

m a n a g e d  i n d e x  fund. T h e  l a r g e s t  a c c e p t a b l e  n u m b e r  of o u t s i d e  m a n a g e r s  s u g g e s t e d  by

a n y o n e  w a s  six, and t h e s e  size w o u l d  c o v e r  the f u l l  g a m u t  of i n v e s t m e n t s  f r o m  

d o m e s t i c  c o m m o n  stock, f o r e i g n  s e c u r i t i e s ,  to r e a l  e s t a t e  e q u i t y .  If m o r e  

a re hired, the f e e l i n g  w a s  e x p r e s s e d  that the T r u s t e e s  and s t a f f  are a pt to find 

i n c r e a s i n g l y  l a r g e  s e g m e n t s  of th e i r  tim e  d e v o t e d  to m o n i t o r i n g  the m a n a g e r s  

p e r f o r m a n c e  and t r y i n g  to d e t e r m i n e  h o w  n e w  flows of i n v e s t a b l e  funds a r e  to be a l­

locat e d  a m o n g  the v a r i o u s  i n v e s t m e n t  m a n a g e r s .

T y p i c a l l y  m o s t  l a r g e  c o r p o r a t e  p e n s i o n  p l a n s  a re h a n d l e d  b y  o u t s i d e  

i n v e s t m e n t  m a n a g e r s  w i t h  a n u m b e r  of p l a n s  m a n a g i n g  o n l y  f i x e d  i n c o m e  a s s e t s  in

house. A m o n g  the p e o p l e  we v i s i t e d ,  o n l y  t h e  m a n a g e r  of the U. S. S t e e l  P e n s i o n

Fun d  u n q u a l i f i e d l y  t h o u g h t  that the e n t i r e t y  of t he A l a s k a  P e r m a n e n t  Fu n d  c o u l d  

be m a n a g e d  i n  h o u s f’ in Alaska. T h e  U. S. S t e e l  P e n s i o n  Fund is m a n a g e d  e n t i r e l y  

in h o u s e  w i t h  a s t a f f  of e l e v e n  i n v e s t m e n t  p r o f e s s i o n a l s .  T h i s  st a f f  c o n s i s t s



of n i n e  C e r t i f i e d  F i n a n c i a l  A n a l y s t s ,  o n e  trader, a nd o n e  s p e c i a l i s t  in m o n e y  

m a r k e t  a n d  f i x e d  i n c o m e  s e c u r i t i e s .  It is i n t e r e s t i n g  to note, h o w e v e r ,  chat 

a l t h o u g h  the h e a d q u a r t e r s  for the U. S. S t e e l  C o r p o r a t i o n  is in P i t t s b u r g h ,  the 

C o m p a n y  c h o s e  to r u n  its p e n s i o n  fund out of N e w  Y o r k  City. Also the m a n a g e r  

of the F u n d  f e l t  that t h e y  w e r e  not c l o s e  e n o u g h  to the E u r o p e a n  m a r k e t s  to r u n  

a p o r t f o l i o  of E u r o p e a n  s e c u r i t i e s  o ut of t h e i r  N e w  Y o r k  office. Mr. W i l l i a m  Field 

of the P r u d e n t i a l  I n s u r a n c e  C o m p a n y  of A m e r i c a ,  on the o t h e r  hand, felt o n  the b a s i s

of h i s  e x p e r i e n c e  w i t h  g o v e r n m e n t a l  b o d i e s  that the T r u s t e e s  w o u l d  l i k e l y  h a v e

g r e a t  d i f f i c u l t y  in o b t a i n i n g  f u n d i n g  f r o m  the L e g i s l a t u r e  to run a n  in h o u s e  

o p e r a t i o n  w i t h  f i r s t  c l a s s  talent. To a t t r a c t  a top a d m i n i s t r a t o r  to the 

P e r m a n e n t  F u n d  w o u l d  requ i r e ,  in h i s  opinion, a s a l a r y  of a p p r o x i m a t e l y  $ 2 5 0 , 0 0 0  

p e r  a n n u m  w i t h  o t h e r  p o s i t i o n s  s c a l e d  d o w n  to $70, 0 0 0 .

T h e  c o n s e n s u s  o p i n i o n  w as that, if the T r u s t e e s  c h o s e  to run fixed i n c o m e  securi 

i n  house, a n  i n d e x  fu n d  for c o r e  d o m e s t i c  s t o c k  h o l d i n g s ,  and to c h o o s e  o u t s i d e  

i n v e s t m e n t  m a n a g e r s  f or o t h e r  s p e c i a l i z e d  i n v e s t m e n t  areas, a staff of fou r  i n v e s t­

m e n t  p r o f e s s i o n a l s  plu s  c l e r i c a l  h e l p  w o u l d  be a d e q u a t e  to m a n a g e  a $6 b i l l i o n  or 

l a r g e r  fund. A s s u m i n g  a staff of fou r  i n v e s t m e n t  p r o f e s s i o n a l s ,  o n e  s h o u l d  s p e c i a l i z  

i n  f i x e d  i n c o m e  s e c u r i t i e s ;  o n e  s hould m a n a g e  t he i n d e x  fund; one s h o u l d  m o n i t o r  

t h e  o u t s i d e  m a n a g e r s ;  and one s h o u l d  have e x p e r t i s e  in the f i e l d  of real e s t a t e  

i n v e s t m e n t s .

In s e l e c t i n g  i n v e s t m e n t  m a n a g e r s ,  t h e  g e n e r a l  f e e l i n g  w a s  that e n o u g h

i n f o r m a t i o n  is p u b l i s h e d  r e g a r d i n g  the p e r f o r m a n c e  of i n v e s t m e n t  m a n a g e r s  that the

B o a r d  of T r u s t e e s  s h o u l d  u t i l i z e  its staff to s e l e c t  the m o s t  p r o m i s i n g  m a n a g e r s  

to m a k e  i n v e s t m e n t  p r e s e n t a t i o n s  b e f o r e  the T r u s t e e s .  It w as also s t r o n g l y  urged 

b y  Mr. H e a t h  M c L e n d o n  and Mr. W i l l i a m  Fi e l d  that t he P e r m a n e n t  Fund st a f f  m a k e  v i s i t s



d i r e c t l y  to p o t e n t i a l  m a n a g e r s '  o f f i c e s  to m e e t  t h e i r  s t a f f s  and d i s c u s s  w i t h  

t h e m  th e i r  i n v e s t m e n t  p h i l o s o p h i e s  and h o w  they v i s u a l i z e  i n v e s t i n g  f o r  t h e  P e r m a n e n t  

Fund. It w a s  felt that onl y  a f t e r  the P e r m a n e n t  Fund staff has m a d e  i ts s e l e c t i o n  o 

p o t e n t i a l  m a n a g e r s  s h o u l d  a c o n s u l t a n t  b e  h i r e d  for t h e  s p e c i f i c  p u r p o s e  of r e v i e w­

ing  thi s  l i s t  to s ee if a n y  m a n a g e r s  of m e r i t  h a v e  b e e n  m i s s e d .

It w a s  i n t e r e s t i n g  to not e  the g e n e r a l l y  l o w  r e g a r d  hel d  for p e r f o r m a n c e  

m e a s u r e m e n t  a n a l y s t s  by m o s t  p e o p l e  we v i s i t e d .  W h i l e  a g r e e i n g  chat t h e y  a re 

n e c e s s a r y  f or p u b l i c ' b o d i e s  in o r d e r  to p r o v i d e  a n  e l e m e n t  of c o m f o r t  to them, 

t h e y  felt that they a r e  e x p e n s i v e  and th a t  u n d u e  h e a v y  r e l i a n c e  o n  t h e m  m a y  r e s u l t  

i n  i n a p p r o p r i a t e  c o m p a r i s o n s .  In m e a s u r i n g  p e r f o r m a n c e ,  Mr. W i l l i a m  F i e l d  

s t r o n g l y  u r g e d  that the S t a n d a r d  & P o o r ' s  500 n o t  be u s e d  as the m e a s u r e m e n t  of 

p e r f o r m a n c e .  Rather, in his opin i o n ,  t h e  m e a s u r e  s h o u l d  b e  the a b i l i t y  of a fund to 

e a r n  a s p e c i f i c  p o s i t i v e  rat e  of r e t u r n  a b o v e  i n f l a t i o n  on a c o n s i s t e n t  basis.

C o n s i s t e n c y ,  i n  his vi e w ,  is the mos t  i m p o r t a n t  e l e m e n t  of m e a s u r e m e n t .

In c o n c l u s i o n ,  t h e r e  a re two basic q u e s t i o n s  w h i c h  the B o a r d  of T r u s t e e s  

s h o u l d  a d d r e s s  b e f o r e  d e c i d i n g  q u e s t i o n s  of o r g a n i z a t i o n  a n d  i n v e s t m e n t  s t rategy.

As R o b e r t  S a l o m o n  said these a r e  q u e s t i o n s  w h i c h  y o u r  T r u s t e e s  c a n n o t  a v o i d  for 

t h e y  w i l l  u l t i m a t e l y  be h e l d  r e s p o n s i b l e  for the a n s w e r s  w h e t h e r  or n o t  the y  a d d r e s s  

t h e  q u e s t i o n s  d i r e c t l y  or l e a v e  t h e m  to m e m b e r s  of t h e i r  staff. T h e  q u e s t i o n s  a re 

as follows:

1. W h a t  is to be the o b j e c t i v e  of t h e  A l a s k a  P e r m a n e n t  F u n d ?

2. H o w  is the c o r p u s  of the A l a s k a  P e r m a n e n t  Fu n d  to b e  a l l o c a t e d

to d i f f e r e n t  types of i n v e s t m e n t s ?



O n c e  the f i r s t  q u e s t i o n  is a n s w e r e d ,  m u c h  w i l l  h a v e  b e e n  d e t e r m i n e d  a b o u t  the 

l e v e l  of l i a u i d i t y  w h i c h  can be m a i n t a i n e d  and the p a r a m e t e r s  of r i s k  that the 

P e r m a n e n t  F u n d  w i l l  h a v e  to a s s u m e  in o r d e r  to a t t a i n  its o b j e c t i v e .  Q u i t e  

o b v i o u s l y  t he l e v e l  of r i s k  t o l e r a t i o n  w o u l d  h a v e  to be s u s t a n t i a l l y  h i g h e r  s h o u l d  

t h e  B o a r d  s e e k  to o b t a i n  a 5% r e a l  rat e  of r e t u r n  as o p p o s e d  to a 2% r e a l  r e t urn, 

a n d  the a l l o c a t i o n  of i n v e s t m e n t s  w o u l d  h a v e  to b e  c o n c e n t r a t e d  in t h o s e  ar e a s  

w h i c h  h a v e  a h i g h e r  e l e m e n t  of i n h e r e n t  r i s k  b ut also o f f e r  p o t e n t i a l l y  g r e a t e r  

i n v e s t m e n t  rewa r d s .



I N V E S T M E N T  M E E T I N G S

N e w  Y o r k  C i t y

M o n d a y  - J u l y  6 

9 : 3 0  A. M.

1 2 : 0 0  N o o n

T u e s d a y  - J u l y  7 

1 1 : 3 0  A. M.

W e d n e s d a y  - J u l y  8 

1 0 : 0 0  A. M.

3 : 3 0  P. M. 

6 : 0 0  P. M.

T h u r s d a y  - J u l y  9 

1 1 : 0 0  A. M.

B a c h e  H a l s y  S t u a r t  S h i e l d s  Inc.

B a c h e  B u i l d i n g  

1 0 0  G o l d  St.

6 t h  F l o o r

N e w  Y o r k  City, N. Y.

S a m  P l i a ,  L o u  Auer, E x e c u t i v e  V i c e  P r e s i d e n t  

2 1 2 - 7 9 1 - 2 4 6 7

(To i n c l u d e  lunch)

P r u d e n t i a l  I n s u r a n c e  C o m p a n y  

N e w a r k ,  N. J.

W i l l i a m  F i e l d  2 0 1 - 8 7 7 - 7 9 7 9

(To i n c l u d e  lunch)

S h e a r s o n  L o e b  R h o a d e s  Inc.

2 W o r l d  T r a d e  C e n t e r  

1 0 6 t h  F l o o r

J o h n  M c D o u g a l l  2 1 2 - 5 7 7 - 2 7 1 8

T h e  F i r s t  3 o s t o n  C o r p o r a t i o n  

20 E x c h a n g e  P l a c e  

8 t h  F l o o r  

(To i n c l u d e  l u nch)

G e n e  B o e h r i n g e r  2 1 2 - 8 2 5 - 2 0 9 6

D i s c o u n t  C o r p o r a t i o n  of N e w  Y o r k  

58 P i n e  S t r e e t  

R o d n e y  B i r d  212T— 2 4 8 — 8931 

(To i n c l u d e  d i n n e r )

T h e  L e a s h  C l u b  

41 E a s t  6 3 r d  St.

(To i n c l u d e  lunch)

U. S. S t e e l  P e n s i o n  Fu n d  

G e n e r a l  M o t o r s  B u i l d i n g  

767 F i f t h  A v e n u e
G r a h a m  H a r r i s o n ,  P r e s i d e n t  & J o h n  V a n  D u e s e n ,  V i c e  P r e s i d e n t  

2 1 2 - 8 2 6 - 8 4 7 2

3-: 90 pu m. B u c k  C o n s u l t i n g  G r o u p



I N V E S T M E N T  M E E T I N G S  - N e w  Y o r k  C i t y  C o n t i n u e d  -

F r i d a y  - J u l y  10 

1 0 : 0 0  A. M. (To i n c l u d e  lunch)

S a l o m o n  B r o t h e r s  

O n e  N e w  Y o r k  P l a z a  

4 2 n d  F l o o r

R. S. S a l o m o n  2 Z 2 - 7 4 7 - 7 0 0 0
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OFFICE O F  T H E  A  T T O R N E Y  G E N E R A  L

JAY S. MMHOHO, GOVERNOR

POUCH K  -  STATE CAPITOL 
JUNEAU. A LA SK A  99811 
PHONE: 19071 465-3600

J u l y  31, 1 9 8 1

Mr. E l m e r  R a s m u s o n ,  C h a i r m a n
B o a r d  o f  T r u s t e e s
A l a s k a  P e r m a n e n t  F u n d  C o r p .
B o x  6 0 0
A n c h o r a g e ,  A K  9 9 5 1 0

Re: L e g a l  a s s i s t a n c e  r e
i n v e s t m e n t  p r a c t i c e s

D e a r  M r . R a s m u s o n :

I a m  w r i t i n g  to i n f o r m  y o u  o f  t h e  c u r r e n t  a c t i v i t i e s  
o f  t h e  D e p a r t m e n t  o f  L a w  r e l a t i n g  to t h e  i n v e s t m e n t  o f  s t a t e  
f u n d s .  A s  b a c k g r o u n d ,  t h e  c u r r e n t  s t a t u s  o f  t h e  i n v e s t m e n t  o f  
s t a t e  f u n d s  m a y  b e  s u m m a r i z e d  as f o l l o w s :

T h e  m o n e t a r y  a s s e t s  o f  t h e  S t a t e  o f  A l a s k a  n o w  c o n ­
sis t  o f  f o u r  f u n d s : t h e  g e n e r a l  f u n d ,  t h e  p u b l i c  e m p l o y e e s '
r e t i r e m e n t  s y s t e m  f u n d ;  t h e  t e a c h e r s '  r e t i r e m e n t  s y s t e m  f u n d ,  
a n d  t h e  p e r m a n e n t  fun d, a l l  o f  w h i c h  a r e  m a n a g e d  a n d  i n v e s t e d  
b y  t h e  T r e a s u r y  D i v i s i o n  o f  t h e  D e p a r t m e n t  o f  R e v e n u e ,  u n d e r  
th e  a u t h o r i t y  a n d  s u p e r v i s i o n  o f  t h e  c o m m i s s i o n e r  o f  r e v e n u e .  
T h e  a p p r o x i m a t e  a g g r e g a t e  b a l a n c e  o f  t h e s e  f u n d s  a t  p r e s e n t  
is $ 4 . 9  b i l l i o n  ( a p p r o x i m a t e l y  $ 5 1 0  m i l l i o n  i n  t h e  P E R S  fun d, 
$ 3 8 5  m i l l i o n  i n  t h e  T R S  f und, $ 1 . 8  b i l l i o n  in t h e  p e r m a n e n t  
f und, a n d  $ 2 . 2  b i l l i o n  in t h e  g e n e r a l  f u n d ) . T h e s e  f i g u r e s  
r e p r e s e n t  t h e  a m o u n t  o f  m o n e y  f o r  w h i c h  t h e  t r e a s u r y  h a s  i n ­
v e s t m e n t  m a n a g e m e n t  r e s p o n s i b i l i t y  (not t h e  a m o u n t  a v a i l a b l e  
f o r  a p p r o p r i a t i o n  o r  e x p e n d i t u r e ) , a n d  t h e y  v a r y  f r o m  d a y  to 
d a y  d e p e n d i n g  o n  t h e  f l o w  o f  i n c o m e  a n d  t h e  d e m a n d  o n  s t a t e  

w a r r a n t s .

T h e  i n v e s t m e n t  o f  e a c h  o f  t h e  f o u r  f u n d s  is r e g u ­
l a t e d  b y  a . s e p a r a t e  s t a t u t e  (AS 1 4 . 2 5 . 1 8 0 ,  T R S  f u n d ;  A S  3 7 . -  
1 0 . 0 7 0 ,  g e n e r a l  f u n d ;  A S  3 7 . 1 3 . 1 2 0 ,  p e r m a n e n t  f u n d ;  a n d  A S  
3 9 . 3 5 . 1 1 0 ,  P E R S  f u n d ) ,  a n d  i n  t h e  c a s e  o f  t h e  p e r m a n e n t  f u n d ,  
b y  a c o n s t i t u t i o n a l  p r o v i s i o n  r e q u i r i n g  i n v e s t m e n t  o n l y  i n  
i n c o m e - p r o d u c i n g  a s s e t s .  A l a s k a  C o n s t . ,  a r t .  IX, § 15. T h e s e  
s t a t u t e s  v a r y  i n  t e r m s  o f  t h e  l i s t  o f  s p e c i f i c  t y p e s  o f  i n ­
v e s t m e n t s  w h i c h  a r e  a u t h o r i z e d ,  b u t  e a c h  c o n t a i n s  a g e n e r a l  
p r o v i s i o n  c o m m o n l y  k n o w n  as t h e  p r u d e n t - m a n  o r  p r u d e n t - i n v e s ­
t o r  r u l e .



Mr. E l m e r  R a s m u s o n ,  C h a i r m a n  
A l a s k a  P e r m a n e n t  F u n d  C o r p .

J u l y  31, 1 9 3 1  
P a g e  # 2

T h e r e  is a  l a r g e  b o d y  o f  l a w  i n t e r p r e t i n g  t h e  p r u -  
d e n t - i n v e s t o r  r u l e  i n  t h e  c o n t e x t  o f  b o t h  p u b l i c  a n d  p r i v a t e  
f u n d s . I t  is o u r  o p i n i o n  t h a t  p r u d e n c e  i n  t h e  m a n a g e m e n t  o f  
a l l  o f  t h e s e  s t a t e  f u n d s  r e q u i r e s  t h e  d e v e l o p m e n t  a n d  i m p l e ­
m e n t a t i o n  o f  c o n s i s t e n t  p r o c e d u r e s  a n d  p r a c t i c e s  f o r  t h e  e v a l ­
u a t i o n  o f  i n v e s t m e n t  o p p o r t u n i t i e s ,  a n d  t h e  e x e c u t i o n  o f  i n ­
v e s t m e n t  a g r e e m e n t s ,  w h i c h  c o n f o r m  t o  t h e  p r u d e n t - i n v e s t o r  
r u l e .  T h e  d e v e l o p m e n t  o f  sxach r o u t i n e  p r a c t i c e s  and. p r o c e ­
d u r e s  is p a r t i c u l a r l y  i m p o r t a n t  at p r e s e n t ,  b e c a u s e  o f  t h e 
r a p i d l y  e x p a n d i n g  v a r i e t y  o f  i n v e s t m e n t  a l t e r n a t i v e s ,  t h e  v o l ­
a t i l i t y  o f  f i n a n c i a l  m a r k e t s ,  a n d  t h e  r a p i d  e x p a n s i o n  o f  t h e  
s t a t e  t r e a s u r y .

W h i l e  in N e w  Y o r k  w i t h  t h e  p e r m a n e n t  f u n d  a n d  t r e a ­
s u r y  s t a f f ,  I m e t  w i t h  m e m b e r s  o f  t w o  l a w  f i r m s  ( S h e a r m a n  6c 
S t e r l i n g ,  a n d  D e b e v o i s e ,  P l i m p t o n ,  L y o n s ,  a n d  G a t e s )  to d i s ­
c u s s  t h e i r  a b i l i t y  to p r o v i d e  l e g a l  a s s i s t a n c e  o n  m a t t e r s  r e ­
l a t e d  to s t a t e  i n v e s t m e n t  p r a c t i c e s .  I a l s o  m e t  w i t h  t h e  
c h i e f  g e n e r a l  c o u n s e l  i n  t h e  I n v e s t m e n t  M a n a g e m e n t  G r o u p  o f  
C i t i b a n k ,  N . A .  to d i s c u s s  m a t t e r s  r e l a t e d  t o  t h e  f u n c t i o n  o f _ 
g e n e r a l  c o u n s e l  to a n  i n s t i t u t i o n  w h i c h  m a n a g e s  l a r g e  i n v e s t ­
m e n t  f u n d s  .

W e  h a v e  r e t a i n e d  S h e a r m a n  &  S t e r l i n g  t o  a s s i s t  us 
i n  p r e p a r a t i o n  o f  a n  a g r e e m e n t  r e l a t e d  to i n v e s t m e n t  i n  g o l d  
b y  t h e  r e t i r e m e n t  f u n d s . W e  a r e  n o w  d i s c u s s i n g  w i t h  b o t h  
f i r m s  t h e i r  i d e a s  f o r  a s s i s t i n g  us i n  t h e  d e v e l o p m e n t  o f  s t a n ­
d a r d  i n v e s t m e n t  p r a c t i c e s  a n d  p r o c e d u r e s  as d i s c u s s e d  a b o v e ,  
a n d  h o p e  t o  r e t a i n  o n e  o f  t h e m  f o r  t h i s  p u r p o s e  i n  t h e  n e a r  
f u t u r e .  W e  b e l i e v e  t h a t  t h e  d e v e l o p m e n t  o f  s u c h  i n v e s t m e n t  
p r a c t i c e s  w i t h  t h e  a s s i s t a n c e  o f  a l a w  f i r m  w h i c h  is a c t i v e l y  
i n v o l v e d  i n  a d v i s i n g  m a j o r  p u b l i c  a n d  p r i v a t e  f i n a n c i a l  i n s t i ­
t u t i o n s  w i l l  b e  i m p o r t a n t  i n  h e l p i n g  o u r  i n v e s t m e n t  m a n a g e r s  
to c a r r y  o u t  t h e i r  f i d u c i a r y  r e s p o n s i b i l i t i e s  f o r  o u r  r a p i d l y  
i n c r e a s i n g  s t a t e  f u n d s  o v e r  t h e  n u x t  s e v e r a l  d e c a d e s .  O u r  
c u r r e n t  w o r k  i n  t h i s  area, is a i m e d  p r i m a r i l y  a t  i n v e s t m e n t  
m a n a g e m e n t  f o r  t h e  r e t i r e m e n t  f u n d s  a n d  t h e  g e n e r a l  fund , b u t  
w i l l  b e  d i r e c t l y  r e l e v a n t  to d e v e l o p i n g  i n v e s t m e n t  m a n a g e m e n t  
g u i d e l i n e s  f o r  t h e  p e r m a n e n t  fund.

L L D / p j g

cc: T h o m a s  K. W i l l i a m s
R o b e r t  W. W a r d  
G e o r g e  R o g e r s  
P e t e r  M c D o w e l l s  
J i m  R h o d e  
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A o a o e r  on the--- t . .

O r g a n i z a t i o n  and  M a n a g e m e n t  of the

A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n

I. H i s t o r y  a n d  O b j e c t i v e s  

D e t e r m i n a t i o n  o f  the a p p r o p r i a t e  m a n a g e m e n t  s t r u c t u r e  o f  an 

o r g a n i z a t i o n  f o l l o w s  f r o m  an u n d e r s t a n d i n g  of the h i s t o r y  and 

o b j e c t i v e s  o f  t h e  o r g a n i z a t i o n .

H i s t o r y

On N o v e m b e r  2, 1 9 7 6  A l a s k a  v o t e r s  b y  a 2:1 m a r g i n  a p p r o v e d  

B a l l o t  P r o p o s i t i o n  2 , w h i c h  a d d e d  the f o l l o w i n g  to A r t i c l e  9 of 

t h e  A l a s k a  S t a t e  C o n s t i t u t i o n :

’’A l a s k a  P e r m a n e n t  Fund. S e c t i o n  15. At l e a s t  t w e n t y - f i v e  

p e r c e n t  of all m i n e r a l  l e a s e  r e n t a l s ,  r o y a l t i e s ,  r o y a l t y  

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

a n d  b o n u s e s  r e c e i v e d  b y  the S t a t e  s h a l l  be p l a c e d  in a 

p e r m a n e n t  fund, the p r i n c i p a l  o f  w h i c h  s h a l l  be u s e d  only 

f o r  t h o s e  i n c o m e - p r o d u c i n g  i n v e s t m e n t s  s p e c i f i c a l l y  d e s i g­

n a t e d  b y  l a w  as e l i g i b l e  f o r  p e r m a n e n t  f u n d  i n v e s t m e n t s .  

A l l  i n c o m e  f r o m  the p e r m a n e n t  f u n d  shall be d e p o s i t e d  in 

t h e  g e n e r a l  f u n d  u n l e s s  o t h e r w i s e  p r o v i d e d  b y  l a w .”

T h e r e  is l i t t l e  or n o  b a c k g r o u n d  or e l a b o r a t i o n  on w h a t  was 

m e a n t  b y  t h e  t i t l e  " p e r m a n e n t "  at t h a t  t i m e  (1976), b u t  l i m i t e d  

r e s e a r c h  i n d i c a t e s  t h a t  the c o m m o n  u n d e r s t a n d i n g  w a s  as d e f i n e d



b y  c o n t e m p o r a r y  u s a g e .  Two d i c t i o n a r i e s  in use at the time 

i n c l u d e d  the f o l l o w i n g :

P e r m a n e n t :  "1. F i x e d  a n d  c h a n g e l e s s ;  l a s t i n g  or m e a n t  to

l a s t  i n d e f i n i t e l y . 1' (Source: The A m e r i c a n  H e r i t a g e

D i c t i o n a r y  o f  the E n g l i s h  L a n g u a g e ,  1970). "1. L a s t i n g

o r  i n t e n d e d  to l a s t  i n d e f i n i t e l y  w i t h o u t  c h ange; c o n t i n u i n g  

in the s a m e  s t a t e  or in the s a m e  p l a c e ,  stable,  d u r a b l e ,  

a b i d i n g . "  (Source: W e b s t e r ' s  N e w  U n i v e r s a l  D i c t i o n a r y  of

t h e  E n g l i s h  L a n g u a g e ,  1976).

D e v e l o p m e n t  o f  l e g i s l a t i o n

T h e  L e g i s l a t u r e  a n d  a d m i n i s t r a t i o n ,  in p a r t i c u l a r  the H o u s e  

S p e c i a l  C o m m i t t e e  on t h e  P e r m a n e n t  Fund, t h e n  p r o c e e d e d  to 

e v a l u a t e  a n u m b e r  o f  a l t e r n a t i v e  w a y s  of d e f i n i n g  " i n c o m e -  

p r o d u c i n g  i n v e s t m e n t s . "  T h e  m a j o r  a l t e r n a t i v e s  c o n s i d e r e d  

w e r e :

- A c t i v i s t  d e v e l o p m e n t  b a n k  in the p r i v a t e  and p u b l i c  

s e c t o r s

- S a v i n g s  a c c o u n t

- P a s s i v e  t r u s t  f u n d  of h i g h - g r a d e  i n v e s t m e n t s .

A  n u m b e r  o f  b i l l s  w e r e  d r a f t e d  f o r  l e g i s l a t i v e  c o n s i d e r a t i o n  of 

t h e s e  a l t e r n a t i v e s .  T h i s  p r o c e s s  of e v a l u a t i o n  c u l m i n a t e d  in 

the d r a f t i n g  o f  H o u s e  C o m m i t t e e  S u b s t i t u t e  for SB 161 a n d  the 

a c c o m p a n y i n g  J o i n t  C o m m i t t e e  R e p o r t ,  a p p r o v e d  b y  the H o u s e  in 

1979. T h e  f i n a l  bill, w h i c h  w a s  a p p r o v e d  b y  b o t h  h o u s e s  and 

s i g n e d  b y  the G o v e r n o r  in A p r i l  1980, w a s  v e r y  s i m i l a r  to the 

1 9 7 9  H o u s e  b i l l .  T h e  f i n a l  F r e e  C o n f e r e n c e  C o m m i t t e e  R e p o r t
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( A p p e n d i x  I) w a s  v i r t u a l l y  u n c h a n g e d  fror. the  1979 H o u s e  Jcir.i 

C o m m i t t e e  R e p o r t .  .As c a n  be s e e n  f r o m  A p p e n d i x  II, the final 

b i l l  a l s o  a d h e r e d  c l o s e l y  to the c o n c e r n s  e x p r e s s e d  by  the 

G o v e r n o r  i n  A p r i l  1979.

C o r p o r a t i o n  o b j e c t i v e s

A s  i n d i c a t e d  in the C o m m i t t e e  R e p o r t ,  the C o r p o r a t i o n ,  ". . . 

p r o v i d e s  a f r a m e w o r k  for f i s c a l l y  c o n s e r v a t i v e  a n d  r e s p o n s i b l e  

m a n a g e m e n t  of the F u n d ' s  p r i n c i p a l .  It a s s u r e s  and e m p h a s i z e s  

t h e  s a f e t y  of t h e  a s s e t s  . . . T h e  F u n d  is d e s i g n e d  to be a 

t r u s t  w h i c h  f o c u s e s  on the s a f e t y  o f  p r i n c i p a l  f i r s t  a n d  the 

m a x i m i z a t i o n  of e a r n i n g s  s e c o n d . "  S a f e t y  in t h i s  c o n t e x t  is 

n o t  e x p l i c i t l y  d e f i n e d ,  but at a m i n i m u m  a p p e a r s  i n t e n d e d  to 

p r o v i d e  t h a t  the f a c e  a m o u n t  of f u n d  p r i n c i p a l  n e v e r  d i m i n i s h  

a n d  t h a t  at l e a s t  s o m e  of the e f f e c t s  o f  i n f l a t i o n  be m i t i g a t e d .

1. S a f e t y  of p r i n c i p a l

T h r o u g h o u t  the l e g i s l a t i o n  a n d  the C o m m i t t e e  R e p o r t  are t h r e a d s  

w h i c h  i n d i c a t e  the l e g i s l a t i v e  v i e w  o f  " s a f e t y  o f  p r i n c i p a l "  

i n c l u d e d  a r e c o g n i t i o n  that some e r o s i o n  of p u r c h a s i n g  p o w e r  

m i g h t  t a k e  p l a c e .  T h e  r i s k s  a s s o c i a t e d  v/ith i n v e s t m e n t s  w h i c h  

m i g h t  y i e l d  r e t u r n s  e q u a l  to or g r e a t e r  t h a n  i n f l a t i o n  w o u l d  be 

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

m e n t  p h i l o s o p h y  i n h e r e n t  in the l e g i s l a t i o n .

2. M a x i m i z a t i o n  o f  i n c o m e

T h e  l e g i s l a t i o n  p r o v i d e s  that th e s e c o n d  m a j o r  o b j e c t i v e  is to 

m a x i m i z e  i n c o m e  f r o m  the i n v e s t m e n t s  w h i c h  are a v a i l a b l e  to
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the C o r p o r a t i o n .  T h u s  i n v e s t m e n t  s t r a t e g y ,  in p r a c t i c e ,  

i n v o l v e s  c h o o s i n g  a m o n g  v a r i o u s  m a t u r i t i e s  and i ssues v.'hile 

m a i n t a i n i n g  r e a s o n a b l e  d i v e r s i f i c a t i o n  a m o n g  the a l l o w a b l e  

c a t e g o r i e s  o f  i n v e s t m e n t s .

S c o p e  o f  the F u n d

T he p r e s e n t  a n d  f u t u r e  s c a l e  o f  t h e  F u n d  are i m p o r t a n t  c o n s i­

d e r a t i o n s  f o r  o r g a n i z a t i o n  and m a n a g e m e n t .  The c u r r e n t  b a l a n c e  

is s l i g h t l y  in e x c e s s  o f  $1 b i l l i o n .  It is e x p e c t e d  to e x c e e d  

$2 b i l l i o n  by J u n e  30, 1981 an d $12 b i l l i o n  by 1990, w i t h o u t  

f u r t h e r  a p p r o p r i a t i o n s  to p r i n c i p a l .  T h e r e  a p p e a r  to be s t rong  

p r o s p e c t s  for a d d i t i o n a l  a p p r o p r i a t i o n s ,  so t h a t  $12 b i l l i o n  

s h o u l d  be c o n s i d e r e d  the m i n i m u m  1 9 9 0  b a l a n c e .

II. M a n a g e m e n t  S t r u c t u r e  

The l e g i s l a t i o n  a n d  C o m m i t t e e  R e p o r t  p r o v i d e  s o m e  g u i d a n c e  as 

to the i n t e n d e d  m a n a g e m e n t  s t r u c t u r e .  T h e  f o l l o w i n g  is q u o t e d  

f r o m  t h e  A c c o u n t a b i l i t y  s e c t i o n  of the C o m m i t t e e  R e p o r t :

" It w a s  the a i m  o f  the C o m m i t t e e  to e s t a b l i s h  a m a n a g e m e n t  

s y s t e m  for the A l a s k a  P e r m a n e n t  F u n d  w h i c h  w o u l d  be p r o ­

t e c t e d  f r o m  p o l i t i c a l  i n f l u e n c e s  but, at the sa me time, 

r e s p o n s i v e  to c h a n g e s  in s t a t e  p o l i c y  and a c c o u n t a b l e  to 

t h e  p e o p l e  t h r o u g h  t h e i r  e l e c t e d  o f f i c i a l s .  In short, the 

a i m  w a s  i n s u l a t i o n  w i t h o u t  i s o l a t i o n .  It w a s  a g r e e d  that 

t h e  b e s t  w a y  of a c h i e v i n g  t h e s e  e n d s  w a s  n o t  to p l a c e  the 

m a n a g e m e n t  w i t h i n  the D e p a r t m e n t  o f  R e v e n u e ,  b u t  to c r e a t e
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V.-,

a p u b l i c  c o r p o r a t i o n  d i s t i n c t  f r o m  st a te  g o v e r n m e n t .

A l t h o u g h  the D e p a r t m e n t  of R e v e n u e  c u r r e n t l y  m a n a g e s  the 

p e n s i o n  f u n d s  as w e l l  as the g e n e r a l  fund, it w a s  a g r e e d  

t h a t  the P e r m a n e n t  Fund, w i t h  its f u n d a m e n t a l l y  d i f f e r e n t  

g o a l s  a n d  l a r g e  si te, s h o u l d  n o t  b e  in the h a n d s  of the 

s a m e  p e o p l e  w h o s e  p r i m a r y  d u t y  is m a n a g i n g  m o n e y  for day- 

t o - d a y  u s e  b y  t h e  state. T h e  C o r p o r a t i o n  is p l a c e d  w i t h i n  

t h e  D e p a r t m e n t  o f  R e v e n u e  for a d m i n i s t r a t i v e  m a t t e r s  such 

as payroll,- b u t  has a l e g a l  e x i s t e n c e  i n d e p e n d e n t  o f  and 

s e p a r a t e  f r o m  t h e  s t a t e .”

O r g a n i z a t i o n a l  o b j e c t i v e s

T h e  P e r m a n e n t  F u n d  is c l e a r l y  i m p o r t a n t  e n o u g h  in its own 

r i g h t ,  d u e  to its u n i q u e  e x i s t e n c e ,  p u r p o s e  and size, to w a r ­

ran t  s p e c i a l  c o n s i d e r a t i o n  f r o m  an o r g a n i z a t i o n a l  v i e w p o i n t .

O n e  p u r p o s e  o f  a s e p a r a t e  c o r p o r a t i o n  is to p r o v i d e  h i g h  v i s i ­

b i l i t y  f o r  the F u n d ,  its m a n a g e m e n t  and  its i n v e s t m e n t  a c t i v i t i e s .  

A  s e c o n d  p u r p o s e  is to p r o v i d e  the s t r u c t u r e  w i t h i n  w h i c h  a 

s e p a r a t e  s t a f f ,  w h o s e  t i m e  is d e v o t e d  w h o l l y  to the a f f a i r s  of 

t h i s  F u n d ,  m a y  o p e r a t e .  As n o t e d  in t h e  C o m m i t t e e  R e p o r t ,  the 

o b j e c t i v e s  a n d  t h e  s i z e  o f  the F u n d  c l e a r l y * j u s t i f y  the e x i s­

te n c e  o f  a f u l l - t i m e  p r o f e s s i o n a l  s t a f f  to o p e r a t e  the C o r p o r a­

tion, in a m a n n e r  t h a t  w i l l  e n a b l e  the B o a r d  of T r u s t e e s  to 

c a r r y  o u t  its r e s p o n s i b i l i t i e s  a n d  a c h i e v e  the o b j e c t i v e s  

e s t a b l i s h e d  f o r  the C o r p o r a t i o n .



C c r n o r a t i o n  o b j e c t i v e s

T h e  C o r p o r a t i o n ' s  o b j e c t i v e s  m i g h t  be r e s t a t e d  f r o m  the s t a tu t e

a s :

1. C o n s e r v e  (i.e., r e n d e r  p e r m a n e n t )  a p o r t i o n  o f  the s t ate's  

r e v e n u e s  f r o m  m i n e r a l  r e s o u r c e s  to b e n e f i t  all g e n e r a t i o n s  

o f  A l a s k a n s ,

2. M a i n t a i n  s a f e t y  of p r i n c i p a l  in face v a l u e  t e r m s  at a 

m i n i m u m  w i t h  at l e a s t  s o m e  gains o f f s e t  a g a i n s t  e r o s i o n  by 

i n f l a t i o n ,  a nd

3. M a x i m i z e  t o t a l  r e t u r n  f r o m  i n v e s t m e n t s  (the i n v e s t m e n t s  

a l l o w e d  b y  s t a t u t e  w h i c h  w e r e  s e l e c t e d  p r i m a r i l y  to 

i n s u r e  s a f e t y  c f  p r i n c i p a l ) , in o r d e r  to a l l o w  t h e  m a x i m u m  

u s e  o f  d i s p o s a b l e  i n c o m e  f o r  p u r p o s e s  d e s i g n a t e d  b y  law.

T r u s t e e s 1 r e s p o n s i b i l i t i e s

Th e  f o l l o w i n g  list o f  r e s p o n s i b i l i t i e s  has b e e n  e x t r a c t e d  from

the s t a t u t e  and the C o m m i t t e e  R e p o r t .

1. M a n a g e  and i n v e s t  the a s s e t s  o f  the C o r p o r a t i o n ,  in a c c o r­

d a n c e  w i t h  the " p r u d e n t - m a n "  rule, to a c h i e v e  s u p e r i o r  

r e s u l t s ,  i.e. a s o u n d  r a t e  of r e t u r n  o n  i n v e s t m e n t s .

2. M a i n t a i n  a r e a s o n a b l e  d i v e r s i f i c a t i o n  a m o n g  the i n v e s t m e n t  

c a t e g o r i e s  p e r m i t t e d  by law.

5. E s t a b l i s h  a n d  as n e c e s s a r y  m o d i f y  g u i d e l i n e s  for i n v e s t­

m e n t  .
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R e l a t e  t o  t h e  L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e  b v :

0

b)

c)

R e p o r t i n g  i n v e s t m e n t  g u i d e l i n e s  to the C o m m i t t e e  for 

r e v i e w  a n d  c o m m e n t  b e f o r e  a d o p t i j n .

R e p o r t i n g  l o n g - r a n g e  a n d  q u a r t e r l y  i n v e s t m e n t  p l a n s  

to the C o m m i t t e e .

W o r k i n g  w i t h  the C o m m i t t e e  to h e l p  it c a r r y  o u t  its 

d u t i e s  w i t h  r e g a r d  to t h e  P e r m a n e n t  Fund, i n c l u d i n g :

- H e a r i n g s  o n  the c o n f i r m a t i o n  o f  m e m b e r s  of the 

B o a r d  o f  T r u s t e e s

- R e v i e w s  o f  p l a n s  a n d  r e p o r t s

- A n n u a l  p o s t  a u d i t s  a n d  o p e r a t i o n a l  a n d  p e r f o r m a n c e  

e v a l u a t i o n s  o f  F u n d  i n v e s t m e n t s

- R e c o m m e n d e d  c h a n g e s  in p o l i c y  or l e g i s l a t i o n  

P r e p a r e  a n d  p u b l i s h  the a n n u a l  r e p o r t  to the G o v e r n o r ,  

L e g i s l a t u r e  a n d  the p u b l i c .  T h e  r e p o r t  m u s t  i n c l u d e :

- A u d i t e d  f i n a n c i a l  s t a t e m e n t s

- I n c o m e  f r o m  i n v e s t m e n t s

- I n v e s t m e n t s  at m a r k e t  v a l u e

- D e s c r i p t i o n  o f  i n v e s t m e n t  a c t i v i t y

- A  c o m p a r i s o n  o f  p e r f o r m a n c e  w i t h  s t a t u t o r y  g o a l s

- A n  e x a m i n a t i o n  of the i m p a c t  of t h e ^ s t a t u t o r y  i n v e s t­

m e n t  c r i t e r i a  on t h e  p o r t f o l i o  w i t h  r e c o m m e n d a t i o n s  of 

a n y  n e e d e d  c h a n g e s  in the i n v e s t m e n t  list.

P r e p a r e  a n d  s u b m i t  a n n u a l  o p e r a t i n g  b u d g e t s  in a c c o r d a n c e  

w i t h  t h e  E x e c u t i v e  B u d g e t  Act.
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III. C o n c l u s i o n  

Ii a p p e a r s ,  f r o m  a r e v i e w  of the s t a t u t e ,  i n t e n t  a n d  h i s t o r y  

t h a t  t h e  L e g i s l a t u r e  c l e a r l y  i n t e n d e d  the C o r p o r a t i o n  to be 

s e p a r a t e  f r o m  o r d i n a r y  s t a t e  g o v e r n m e n t  o p e r a t i o n s  in b o t h  fact  

a n d  a p p e a r a n c e .  It s e e m s  that the L e g i s l a t u r e  f e l t  the C o r p o r a­

t i o n  w o u l d  be m o r e  a c c o u n t a b l e  to state g o v e r n m e n t  a n d  the 

p u b l i c  if it h a d  a h i g h  p r o f i l e  a n d  m a x i m u m  o r g a n i z a t i o n a l  

v i s i b i l i t y .

T h e  G o v e r n o r  a n d  L e g i s l a t u r e ,  t h r o u g h  the d i v i d e n d  p r o g r a m ,  

a l s o  g a v e  the A l a s k a n  p u b l i c  a p e r s o n a l  f i n a n c i a l  s t a k e  in the 

m a n a g e m e n t  of C o r p o r a t i o n  i n v e s t m e n t s .  The l e v e l  of d i v i d e n d s  

p a i d  to F u n d  b e n e f i c i a r i e s  w i l l  rise or fall •with the r e t u r n s  

on i n v e s t m e n t s .

F i n a l l y ,  t h e r e  is the i m p a c t  t h a t  the p r e s e n t  i n t e r i m  a r r a n g e­

m e n t s  h a v e  on t h e  D e p a r t m e n t  o f  R e v e n u e ,  D i v i s i o n  o f  T r e a s u r y .  

T h e  D i v i s i o n  is p r e s e n t l y  b e i n g  a s k e d  to c a r r y  out all o f  its 

n o r m a l  r e s p o n s i b i l i t i e s  a n d  the a d d i t i o n a l  b u r d e n  of P e r m a n e n t  

F u n d  a c t i v i t i e s  w i t h o u t  a d d i t i o n a l  s t a f f  or b u d g e t .  T h e s e  

a r r a n g e m e n t s  w o u l d  n o t  s e e m  to be in the b e s t  i n t e r e s t  of 

e i t h e r  t h e  D e p a r t m e n t  or t h e  B o a r d  of T r u s t e e s .

IV. R e c o m m e n d a t i o n  

In v i e w  o f  the a b o v e ,  it is r e c o m m e n d e d  t h a t  the B o a r d  of 

T r u s t e e s  c o n s i d e r  the c r e a t i o n  o f  a s e p a r a t e  c o r p o r a t e  o r g a n i­

z a t i o n  o f  a s i z e  a n d  w i t h  the l e v e l s  o f  f u l l - t i m e  p r o f e s s i o n a l

0
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i n v e s t m e n t  m a n a g e m e n t  that are a p p r o p r i a t e  to a m u l t i - b i l l i o n  

d o l l a r  t r u s t  fund. T h e  u n i q u e  n a t u r e  o f  the t r us t  fund; i.e., 

its size, its p e r m a n e n t  c h a r a c t e r  and u n i v e r s a l  g r o u p  of  d i r e c t  

b e n e f i c i a r i e s ;  m a k e  it e s s e n t i a l  t h a t  the B o a r d  of T r u s t e e s  

h a v e  f u l l - t i m e  s t a f f  s u p p o r t  a n d  an o r g a n i z a t i o n  d e d i c a t e d  to 

h e l p i n g  the B o a r d  m e e t  its o b j e c t i v e s  a n d  c a r r y  out its r e s p o n­

s i b i l i t i e s .

- V. P l a n  of I m p l e m e n t a t i o n  

If t h e  B o a r d  a g r e e s  w i t h  the r e c o m m e n d a t i o n  o f  this p a p e r ,  it 

c o u l d  be i m p l e m e n t e d  b y  c a r r y i n g  o u t  (but n o t  l i m i t e d  to) the 

f o l l o w i n g  steps:

1. E n g a g e  p r o f e s s i o n a l  c o n s u l t a n t s  to d e s i g n  the o r g a n i z a t i o n  

a n d  h a n d l e  r e c r u i t m e n t  of an e x e c u t i v e  d i r e c t o r  a n d  s taff 

o f  s a y  6-8 p e r s o n s . -

2. S e l e c t i o n  o f  i n d e p e n d e n t  p r o f e s s i o n a l  a d v i s e r s :

A u d i t o r s  

L e g a l  C o u n s e l

I n v e s t m e n t  P e r f o r m a n c e  M e a s u r e m e n t  c o n s u l t a n t s

3. R e t a i n  the o f f i c e  s p a c e  a n d  o t h e r  f a c i l i t i e s  r e q u i r e d .

4. A g r e e  w i t h  the D e p a r t m e n t  of R e v e n u e  r.egarding a c c o u n t i n g

\

a n d  o t h e r  a d m i n i s t r a t i v e  a r r a n g e m e n t s .

G W \
P e t e r  B. M c D o w e l l  

D e c e m b e r  19, 1 9 8 0
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I H  T H E  S E D A T E  BY THE S T A T E  A F F A I R S  C O M M I T T E E

C S  FOR SPONSOR S U B S T I T U T E  FOR S E N A T E  BILL HO. 685 (State Affairs)

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

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

A  BILL

For a n  A c t  entitled: " A n  Act r e l a t i n g  to unlawful conduct of m i n o r a . "

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  ALASKA:

* S e c t i o n  1. AS 12.55.015 is a m e n d e d  b y  a dding a n e w  s u b s e c t i o n  to read:

(d) If the court s e n t e n c e s  a d e f e n d a n t  to a term of i m p r i s o n m e n t  

a n d  the d e f e n d a n t  is a m i n o r  over w h o m  children 's court j u r i s d i c t i o n  is 

w a i v e d  u n d e r  AS 47.10.060, the cou rt shall

(1) order that the d e f e n d a n t  be confined in a n  i n s t i t u t i o n  

d e s i g n a t e d  b y  the D e p a r t m e n t  of H e a l t h  and Social Services for o f f e n d e r s  

u n d e r  18 years of age; and

(2) order that the d e f e n d a n t  be tr ansf e r r e d  to an adult

c o r r e c t i o n a l  facility w h e n  the d e f e n d a n t  r e aches 18 years of age if m o r e

t h a n  one y e a r  then remains of the d e f e n d a n t ' s  t e r m  of i m p r is onment.

* Sec. 2. AS 34.50.020(a) is a m e n d e d  to read:

(a) Except as provide d in (e) of this section, a (A] person, m u n i­

cipal corporation, association, village, school district or r e l i g i o u s  or 

c h a r i t a b l e  organization, i n c o r p o r a t e d  or uninco r p o r a t e d ,  m a y  r e c o v e r  

d a m a g e s  in a civil a ction in an a m ount not to e x c e e d  $5 ,000 [$2,000] and

c o u r t  costs, f r o m  ei ther p a r e n t  or both p a r e nts or the legal g u a r d i a n  or

p e r s o n  h a v i n g  the legal c u s t o d y  of an u n e m a n c i p a t e d  mi nor u n d e r  the age 

of 18 years, who m a l i c i o u s l y  or w i l f u l l y  destroys real or per sonal  

p r o p e r t y  b e l o n g i n g  to the person, m u n i c i p a l  corporation, a s s o c i a t i o n ,  

v i l l a g e ,  school d i s trict or r e l i g i o u s  or charitable organ i z a t i o n .

* Sec. 3. AS 3 4 . 5 0.02 0 is a m e n d e d  b y  a dding n e w  subsect ions to read:

(c) Tor the purp oses of this s e c t i o n  a m i n o r  is c o n s i d e r e d  emanci-
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p ated and a pare nt or legal g u a r d i a n  or p e r s o n  h a v i n g  legal c u s t o d y  is 

n o t  liable for p r o p e r t y  d a m a g e  c a u s e d  b y  the m i n o r  if the cou rt d e t e r­

mi n e s  that

of age, is living s e p arate and apart f r o m  the m i n o r ' s  p a r ents or legal 

gxiardian or p e r s o n  h a v i n g  legal custody, and is capable of s e l f - s u p p o r t  

and of m a n a g i n g  personal f i n a n c i a l  affairs; or

p a r e n t s  or legal g u a r d i a n  or p e r s o n  h a v i n g  legal c u s t o d y  and e n g a g e s  in 

c o n duct that results in a j u d g m e n t  u n d e r  AS 47.10.080(a) that the m i n o r  

is a d e l i n q u e n t  minor and that a l s o  is the basis for a civil a c t i o n  for 

da m a g e s  to p r o p e r t y  u n d e r  this section.

(d) If the court d e t e r m i n e s  that a m i n o r  is e m a n c i p a t e d  u n d e r  (c) 

of this section, the m i n o r  m a y  be sued in a civil action, for inj uries 

c a u s e d  b y  the m i n o r  as if the m i n o r  w e r e  a n  adult.

(e) T h e  pr ovisions of (a) of this s e c t i o n  do n o t  a p p l y  to d e s t r u c­

tio n  of p r o p e r t y  by an u n e m a n c i p a t e d  m i n o r  v m d e r  the age of 18 y e a r s  

w h o  m a l i c i o u s l y  or w i l f u l l y  d e s t r o y s  p r o p e r t y  at the time the m i n o r  is a 

w a r d  of the state u n d e r  AS 4 7 . 1 0 . 0 8 0 ( f ) .

* Sec. 4. AS 4 7 . 1 0 r0 2 0 (a) is a m e n d e d  to read:

(a) W h e n e v e r  a p e r s o n  i n f o r m s  the co urt of the facts w h i c h  b r i n g  a 

m i n o r  w i t h i n  this chapter, the c o u r t  shall a p p o i n t  a c o m p e t e n t  p e r s o n  or 

a g e n c y  to m a k e  a p r e l i m i n a r y  i n q u i r y  a n d  r ep ort for the i n f o r m a t i o n  of 

the court to d e t e r m i n e  w h e t h e r  the i nter e s t s  of the p u b l i c  or of the  

m i n o r  r e q u i r e  that f u r t h e r  a c t i o n  be taken. U p o n  the r e c e i p t  of the 

report, the court m a y  i n f o r m a l l y  a d j u s t  or d i s p o s e  of the m a t t e r  w i t h o u t  

a he ari n g ,  or it m a y  a u t h o r i z e  the p e r s o n  h a v i n g  k n o w l e d g e  of the facts

(1) the d i s a b i l i t i e s  of m i n o r i t y  have b e e n  r e m o v e d  u n d e r

AS 09.55.590;

(2) the m i n o r  is a r e s i d e n t  of the state, is at least 16 y ears

(3) the m i n o r  is l iving s e p a r a t e  and apart f r o m  the m i n o r ' s
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o f  the cas e to file w i t h  the court a p e t i t i o n  setting  out the facts. 

W h e r e  the c o u r t  i n f o r m a l l y  a d j u sts or d i s poses of the matter, the m i n o r  

m a y  n o t  be detained or t a k e n  into the c u s t o d y  of the court, and the 

m a t t e r  shall b e  closed b y  the court u p o n  a d j u s t m e n t  or d i s posi tion. 

U p o n  r e q u e s t  of the v i c t i m  or the v i c t i m’s p a r e n t  or guardian, the court 

s hall d i s c l o s e  to the v i c t i m  of the m i n o r  or to the v i c t i m’s p a r e n t  or 

g u a r d i a n  tho m a n n e r  in V7hich it i n f o r m a l l y  a d j u s t e d  or d i s p o s e d  of the 

m a t t e r .  The court n a y  n o t  d i s c l o s e  the i d e n t i t y  of the minor.

* Sec. 5. AS 47.10.060(a) is r e p ealed a n d  r e e n a c t e d  to read:

(a) The court shall order a case c l o s e d  and, subject to the p r o­

vi s i o n s  of AS 12.55.015(d), the m i n o r  m a y  be p r o s e c u t e d  as if the m i n o r  

w e r e  a n  adult if the court finds at a h e a r i n g  o n  a p e t i t i o n

(1) that the m i n o r  was 16 y e a r s  of age or older at the time

of the o f f e n s e  and that there is p r o b a b l e  cause to b e l i e v e  that the

m i n o r  h a s  c o m m itted an u n c l a s s i f i e d  f e l o n y  or a  class A f e l o n y f however, 

t h e  court m a y  r e t a i n  j u r i s d i c t i o n  if the c ourt finds b y  a p r e p o n d e r a n c e  

of the e v i d e n c e  that the in terests of j u s t i c e  w o u l d  be best served if 

the m i n o r  is n o t  p r o s e c u t e d  as an adult; or

(2) that the m i n o r  is not a m e n a b l e  to tr eatment u n d e r  this

c h a p t e r  and t here is probable cause to b e l i e v e  that the m i n o r  is d e l i n­

que n t  .

* Sec. 6. AS 47.10.060(d) is r e p e a l e d  a n d  r e e n a c t e d  to read:

(d) A  m i n o r  is not a m e n a b l e  to t r e a t m e n t  under AS 4 7 . 1 0 . 0 6 0 ( a ) ( 2 )  

if the m i n o r  p r o b a b l y  cannot be r e h a b i l i t a t e d  b y  t r e a tment  u n d e r  this 

c h a p t e r  b e f o r e  r e a c h i n g  20 years of age. In d e t e r m i n i n g  w h e t h e r  a m i n o r  

is a m e n a b l e  to treatment, the court s hall c o n s i d e r

(1) the crimin al and p e r s o n a l  b i s t o r y  of the m i n o r  and the 

l i k e l i h o o d  of rehabilitation;

(2) the serio u s n e s s  of the m i n o r ' s  p r e s e n t  o f fense in rela-

0/viAA{T T E E  C O P Y  - 3- CSSSSB 685(SA)

I



tion to other o f f enses c o m m i t t e d  b y  the minor;

(3) the proba ble cause of the m i n o r ' s  d e l i n q u e n t  behavior;

(4) the facili ties a v a i l a b l e  to the d i v i s i o n  of y o u t h  and 

a dult a u t h o r i t y  for treat i n g  the minor.

* Sec. 7. AS 4 7 . 1 0 . 0 6 0  is a m e nded b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(f) At a h e a r i n g  o n  a p e t i t i o n  u n d e r  (a)(1) of this section, the

court shall consi d e r

(1) the criminal and perso n a l  h i s t o r y  of the m i n o r  and the 

l i k e l i h o o d  of r e h a b ilitati on;

(2) the s eriou sness of the m i n o r ' s  p r e s e n t  o f f e n s e  in r e l a t i o n  

to o ther offenses c o m m i t t e d  by the m inor;

(3) the need to c o nfine the m i n o r  to p r e v e n t  f u r ther h a r m  to 

the public;

(4) the cir cum s t a n c e s  of the o f f e n s e  and the extent to w h i c h  

the o f f e n s e  h a r m e d  a v i c t i m  ox e n d a n g e r e d  the p u b l i c  s a f e t y  or order;

(5) the effect of p r o s e c u t i n g  the m i n o r  as an adult iw. 

de t e r r i n g  the m i n o r  or other m i n o r s  f r o m  f u t u r e  c r i m i n a l  conduct;

(6) the best interest of the minor.

* Sec. 8. AS 47.10.080( a) is a m e n d e d  to read:

(a) T h e  court, at the c o n c l u s i o n  of the h e a ring,  or t h e r e a f t e r  as 

the c i r c u m s t a n c e s  of the case m a y  require, shall fi nd and enter a j u d g­

me n t  that the m in or is or is not a d e l i n q u e n t  or a child in need of aid. 

The c o u r t  shall d i s c l o s e  the results of the h e a r i n g  in a c c o r d a n c e  w i t h  

A S  4 7 . 10.0 20(a).

* Sec. 9. A S  4 7 . 1 0 . 0 9 0  is a m e n d e d  by a d d i n g  a n e w  s u b s e c t i o n  to read:

(d) The provisions of this s e c t i o n  p r o h i b i t i n g  d i s c l o s u r e  of 

i n f o r m a t i o n  r e l a t i n g  to a m i n o r  do n o t  a p p l y  to a d i s c l o s u r e  to a v i c t i m  

or the v i c t i m ' s  pare nt or g u a r d i a n  u n d e r  AS 4 7 . 1 0 . 0 2 0 ( a ) ,  47.10.080(a ), 

an d  47.10 . 1 4 0 ( d ) .

-4- CSSSSB 6 8 5 (SA)



* Sec. 10. A S  47.10. 1 4 0 ( d )  is a m e n d e d  tc read:

(d) If the court finds that p r o b a b l e  c a u s e  exists, it shall d e t e r­

mi n e  w h e t h e r  the m i n o r  s h o u l d  be d e t ained p e n d i n g  the h e a r i n g  o n  the 

p e t i t i o n  or r e l e ased. It m a y  either o r d e r  the m i n o r  h e l d  in d e t e n t i o n 

or o r d e r  the m i n o r  [HIM] to be r e l e a s e d  to the c u stod y of a suitable 

p e rso n p e n d i n g  the h e a r i n g  on the p etition. If the court finds no p r o b­

able cause, it s hall o r d e r  the m i n o r  r e l e a s e d  and close the case.

The court shall d i s close the results of the h e a r i n g  in a c c o r d a n c e  w i t h  

A S  4 7 . 1 0 . 0 2 0  (a) ..
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Referred: State Affairs,,

J u d i c i a r y  and F i nanc e

IK THE SENATE
B Y  KO RFY, BRADLEY, D A N K W O R T H  
KELLY, KF.RTTULA AND P A Y

A DIET.

For a n  Act entitled : "An Act r e l a t i n g  t.o u n l a w f u l  conduct of m i n o r s . "

* S e c t i o n  1. AT 1 2 . 5 5 . 0 1 5  is a n endcd  fcy a d d i n g  a r e v  s u b s e c t i o n  to read:

(d) If t h e  court: s e n t ences a d e f e n d a n t  to a tern of i m pri sonment  

a n d  t h e  d e f e n d a n t  is a r i n o r  o v e r  vherf c hildr en's court j u r i s d i c t i o n  is 

w a i v e d  u n d e r  A S  A 7.1C.060, the cou rt s hall

(1) o r d e r  t h a t  t h e  d e f e n d a n t  he c o n f i n e d  in an i n s t i t u t i o n

design a t e d  b y  t he P e p a r t & e n t  of H e a l t h  and Social. Servi c e s  for o f f e n ders  

u n d e r  10 years of age j a n d

(2) o r d e r  that the d e f e nd ant be t r a n s f e r r e d  to an adult 

c o r r e c t i o n a l  f a c i l i t y  w h e n  the defendant r e a c h e s  19 years of age if mere 

than one y e a r  t h e n  remains of the defend a n t ' s  tern of imprisonment.

* fee. 2. A S  A 7 . 1 0 . 020(a) is amended to read:

(a) W h e n e v e r  a p e r s o n  informs the court of t h e  facts which, bring a

minor within this chapter, the c o u r t  shall a p p oint a c o m p e t e n t  p e r s o n  or

a g e n c y  to make a p r e l i m i n a r y  inquiry and r e p o r t  f or the i n f o r m a t i o n  of 

the court  to d e t e r m i n e  w h ether t h e  intere sts of t h e  public o r  of the 

m i n o r  r e q u i r e  that f u r t h e r  a c t i o n  he taken. Upon the r e c e i p t  of the 

report, the c o u r t  may i n f o r m a l l y  adjust cr dispose of the m a t t e r  w i t h o u t  

a hearing, or it r a y  autho rize the p e r s o n  h a v i n g  k n o w l e d g e  of the facts 

of the case to f i l e  w i t h  the court a p etition s e tting out the facts. 

W h e r e  the court I n f o r m a l l y  a d j u s t s  or d i s po ses of the  matter, the m i n o r  

r a y  n ot be d e t a i n e d  or taken into the c u s t o d y  of the court, and the 

r a t t e r  shall be closed b y  t h e  court u p o n  a d j u s t m e n t  o r  disposition.
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The court shall d i s c l o s e  to the victi r, if any, of the m i n e r  the m a n n e r  

in whic h it i n f o r m a l l y  adjusted or disposed of the matter. The v i c t i m s  

parents, guardian, and o t h e r  i m m e d i a t e  f a m i l y  m e m bers a r e  e n t i t l e d  to 

r e c e i v e  the same i n f o r m a t i o n  f rcv. the court.

Sec. 3. AS 4 7 . 1 0 . 060(a) ie r e p e a l e d  a n d  r e e n a c t e d  to read:

(a) T h e  c o u r t  shall o r d e r  a case c l osed and, subject to the p r o­

visions  of A S  13.55.015(d), the m i n o r  may be p r o s e c u t e d  cc if h e  w e r e  an 

adult i f  the court finds at a h e a r i n g  on a petition

(1) that the iriror w a s  16 years of age or >J der at the time 

of the o f f e n s e  and that there, is probabl e cause to b e l i e v e  t h a t  t h e  

m i n o r  has ccs’.wittcd a n  u n c l a s s i f i e d  felony or a class A felony; or

(2) that t h e  minor is not a m e nabl e to treatment u n d e r  this

c h a p t e r  and there is pr obable c a u s e  to b e l i eve that the m i n o r  is d e l i n­

quent.

Sec. A. AS A 7 ,10.060 is a m e n d e d  b y  addin" a n e w  s u b s e c t i o n  to read:

(f) Tf s c a s e  is c l o s e d  u n d e r  (a)(1) of this section, the m i n e r

may p e t i t i o n  t he court w i t h i n  10 days *~o r eopen  t h e  case. T h e  c a s e

shall be r e o p e n e d  if the court finds by a p r e p o n d e r a n c e  of the e vide n c e  

that the i n t e r e s t s  of j u s t i c e  w o u l d  be b e s t  served if the m i n o r  is not  

prose c u t e d  as an adult. In m a k i n g  this finding, the c ourt shall c o n­

side r

(1) the criminal a n d  personal h i sto ry of the m i n o r  a n d  the 

likelihood o f  h i e  r e h a b i l i t a t i o n ;

(?) the s e r i o u s n e s s  of the m i n or's p r e s e n t  o f f e n s e  in e l a­

tion to o t h e r  offences c o m m i t t e d  b y  the minor;

(3) the need to confine  t h e  m i n o r  to p r e v e n t  f u rther h a r m  to 

the public;

(A) the c i r c u m s t a n c e s  of the o f f ense a n d  the extent to w h i c h 

the o f fense h a r m e d  a v i c t i m  or e n d a n g e r e d  the pub.'.ic s a f e t y  o r  order;



(5) the effect of p r o s e c u t i n g  the m i n o r  as an adult in d e t e r­

ri n g  the minor o r  o t h e r  m i no rs f r o m  future c r i m i n a l  conduct..

* Sec. 5. AS 47.1G* 0 8 0 ( a )  ie amend ed to read;

(a) The court, at the c o n c l u s i o n  o f  the h e a r i n g ,  or t h e r e a f t e r  as 

th/e circvnstar.ccs of the case ray require, shall find a n d  e n t e r  a j u d g­

ment that the minor  is or is n o t  a d e l i n q u e n t  or a child i n  n e e d  of aid. 

The court shall d i s c l o s e  the r e s u l t s  of the h e a r i n g  to the victim , i f  

any, of the minor. The victi m's parents„ guardian, ar.d o t h e r  immediate 

f a m i l y  m e m be rs are e n t i t l e d  to r e c e i v e  the same i n f o r m a t i o n  from the 

court.

* Sec. 6. AS 4 7 , 1 C . 0 9 0  is a m ended b y  a d d i n g  a nci: s u b s e c t i o n  t c  read:

(d) The p r o v i s i o n s  of this s e ction  p r o h i b i t i n g  d i s c l o s u r e  of 

i n f o r m a t i o n  r e l a t i n g  to a m i n o r  do n ot a p p l y  to a d i s c l o s u r e  to a victim 

and his family u n d e r  AS 47.10.020(a ), A S  47.10.080(a),  a n d  A S  47.10.- 

140(d).

* Sec. 7. AS 47.10.140 (d) is amend ed to read:

(d) If the court finds that p r o ba ble c a u s e  exists, it shall d e t e r­

mi n e  w h e t h e r  the m i n o r  s h o u l d  be d e t ai ned pending, t h e  h e a r i n g  on the 

p e t ition or r eleased. If m a y  e i ther  order the m i n o r  h e l d  in detention 

or order him to be r e l e a s e d  to t h e  c u s t o d y  of a suitable p e r s o n  p e n d i n g  

the h e a r i n g  on t h e  petition. If the court finds ro p r o b a b l e  cause, it 

shall order the m i n o r  r e l e a s e d  and c l o s e  the case. The c ourt shall d i s­

clos e  the results of the h e a r i n g  to the victim, i f  any, o f  the minor.

T h e  v i c t i m’s parents, guar dian, and o t h e r  i m m e d i a t e  f a m i l y  m e m b e r s  are 

e n t i t l e d  t.c r e c e i v e  the 3 are i n f o r m a t i o n  from the court.

* Sec. 8. AC 3 4 .50.020(a)  is amen ded to read:

(a) Except as p r o v i d e d  in (e) of this section, a [A] person, 

municipal c o rp oration, assoc iation, village, school d i s t r i c t  or religion* 

or charitable o r g a n i z a t i o n ,  i n c o r p o r a t e d  or u n i n c o r p o r a t e d ,  m a y  r e c o v e r
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d a mages in a civil a c t i o n  in a n  amount not to ex ceed 85,000 [$2,CC0] end 

c ourt costs, f r o m  e i t h e r  p a r e n t  or both parents or t h e  legal g u a r d i a n  or 

p e r s o n  h a v i n g  the legal c u s t o d y  of an u n e r a n c i p a t e d  m i n o r  u n d e r  the age 

o f  1? years, w h o  m a l i c i o u s l y  or w i l f u l l y  destroys real or p e r s o n a l  

p r o p e r t y  b e l o n g i n g  to t h e  person, m u n i cipa l c o r p o r a t i o n ,  assoc i a t i o n ,  

village, school district or r e l i g i o u s  or c h a r i t a b l e  o r g a n i z a t i o n .

* S e c .  9 .  AS 3 4 .5 0 .0 2 0  i s  amended b y  a d d in g  new s u b s e c t io n s  t o  r e a d :

(c) For t h e  purposes of this s e c t i o n  a m i n o r  is c o n s i d e r e d  e m a n c i­

pated and a p arent o r  legal g u a r d i a n  o r  p e r s o n  P aving legal c u s t o d y  is 

n o t  liable for p r o p e r t y  d a m a g e  c a u s e d  b y  t h e  minor if the c o u r t  d e t e r­

min e s  that

Cl) the d i s a b i l i t i e s  of m i n o r i t y  h a v e  beer, r e m o v e d  u n d e r  

AS 09.55.590;

(?) the m i n o r  is a r e s i d e n t  of the state, is at least 1 #3 

years of age, is living s e p a r a t e  and apar t from h i e  p a r e n t s  or legal 

g u a r d i a n  or p e r s o n  h a v i n g  legal custody, a n d  1.c capable of s e l f - s u p p o r t  

and of m a n a g i n g  his own f i n a nc ial affaire; or

(3) the m i n o r  is l iving s e p a r a t e  and a p a r t  from h i s  parents 

or legal g u a r d i a n  or person h a v i n g  legal c u s t o d y  and e n g a g e s  in c o n d u c t  

t h a t  r e s u l t s  in a J u d g m e n t  u n d e r  AS 47.10. 0 8 0 ( a )  that h e  is a d e l i n q u e n t  

m i n o r  and that also is the basis for a civil a c t i o n  for damages to 

p r o p e r t y  u n d e r  this section.

(d) f f  t h e  cou rt d e t e r m i n e s  that a m i n e r  is e m a n c i p a t e d  u n d e r  (c) 

of this section, the minor m a y  b e  sued in a civil a c t i o n  for injuries  

caused b y  the m i n o r  as if the m i n o r  w e r e  an adult.

(e) T h e  prov isions of (a) of this section do n o t  a p p l y  t o  d e s t r u c­

tio n  of p r o p e r t y  b y  an u n e m a n c i p a t e d  m i n o r  u n d e r  the age of 18 years 

w h o  m a l i c i o u s l y  cr w i l f u l l y  destroys p r o p e r t y  at the t i m e  h e  is a ward 

of the s tate u n d e r  A S  47.1 0.080(f).
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BY RODEY, BRADLEY, DANKWORTH,
IN THE S ENATE KELLY, KERTT U L A  AND R A Y

S P O N S O R  S U B S T I T U T E  FOR S E N A T E  BILL NO. 685 

IN T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF ALASKA 

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

A BILL

For an Act entitled: "An Act relating to unla w f u l  conduct of m i n o r s . "

BE IT E N A C T E D  BY T H E  L E G I S L A T U R E  OF THE STATE OF ALASKA:

* Section 1. AS 12.55.015 is amended by a dding a new sub s e c t i o n  to read:

(d) If the court sentences a defendant to a t e r m  of imprisonment 

a nd the defendant is a m i n o r  over w h o m  children's court j u r i s d i c t i o n  is 

w aived under AS 47.10.060, the court shall

(1) order that the defendant be confined in a n  instit u t i o n  

d e s i gnated b y  the D e p artment of H e a l t h  a nd Social Serv i c e s  for offenders 

un d e r  18 years of age; and

(2)' order that the defendant be t ransferred to a n  adult 

correctional f a c i l i t y  when the defendant r e a c h e s  19 years of age if more 

t h a n  one year then remains of the defendant's term of imprisonment.

* Sec. 2. AS 47.10.020(a) is amended to read:

(a) W h e n e v e r  a p e r s o n  informs the court of the facts wh i c h  bring a 

minor w i thin this chapter, the court Bhall appoint a com p e t e n t  person or 

agency to make a prelim i n a r y  i n q uiry a n d  report for the i n f o r m a t i o n  of 

the court to determine whether the interests of the public o r  of the 

m i n o r  require that further action be taken. Upon the r e c e i p t  of the 

report, the court may i n f o r m a l l y  adjust o r  dispose of the matter without 

a hearing, or it may authorize the p e r s o n  having k nowledge of the facts 

of the case to file with the court a peti t i o n  setting o ut the facts. 

Wh e r e  the court in f o r m a l l y  adjusts or disposes of the matter, the minor 

may not be detained or taken into the c u s t o d y  of the court, a nd the 

m a t t e r  shall be ciosed b y  the court u p o n  a d j ustment or disposition.
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T he court shall disc l o s e  to the victim, if any, of the mi n o r  the m a n n e r  

in which it i n f o r m a l l y  adjusted or disposed of t he matter. The victim's

parents, guardian, a n d  ot h e r  imm e d i a t e  f amily m e m bers are e n t i t l e d  to 
%

re c e i v e  the same i n f o r m a t i o n  from the court.

* Sec. 3. A S  47.10.060(a) is repealed and r e enacted to read:

(a) The court shall order a case closed and, subject to the p r o­

visions of AS 12.55.015(d), the mi n o r  may be p r o s ecuted as if h e  we r e  an 

adult if the court finds a t  a h e a r i n g  on a petition

(1) that the m i n o r  w as 16 years of age or older at the time 

of the offense and that t h e r e  is probable cause to believe that the 

m i n o r  has committed a n  u n classified felony or a class A felony; or

(2) that t h e  m i n o r  is not amenable to treatment under this

c h a p t e r  a nd there is probable cause to believe that the m i n o r  is d e l i n­

quent.

* Sec. 4. A S  4 7 . 1 0 . 0 6 0  is a m e nded by adding a new s u b s e c t i o n  to read:

(f) If a case is closed under (a)(1) of this section, the minor

may p e t i t i o n  the court w i t h i n  10 days tc r e o p e n  the case. The case

shall be r e o p e n e d  if the c o u r t  finds b y  a p r e p onderance of the evidence 

that the interests of j u s t i c e  w o u l d  be bes t  served if the m i n o r  is not 

prosecuted as a n  adult. In making this finding, the court shall c o n­

sider

(1) the criminal and personal h i s t o r y  of the m i n o r  a n d  the 

likelihood of h i s  reha b i l i t a t i o n ;

(2) the se r i o u s n e s s  of the minor's present o f f e n s e  in r e l a­

tion to other offenses c o m m i t t e d  by t h e  minor;

(3) the need to c o n fine the m i n o r  to p r e v e n t  further har m  to 

the public;

(4) the circu m s t a n c e s  of the offense and the extent to which 

the offense h a r m e d  a v i c t i m  or e n d a ngered the public s a f e t y  or order;
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(5) the effect of p r o s e c u t i n g  the m i n o r  as a n  adult in d e t e r­

r i n g  the mi n o r  or other minors from future criminal conduct.

* Sec. 5. AS 47.10. 0 8 0 ( a )  is a m e nded to read:

(a) The court, at the c o n c l u s i o n  of the hearing, or t h e r eafter as 

t he circu m s t a n c e s  of t h e  case may require, shall find and enter a j u d g­

ment that the minor is or is not a delinquent or a child in n e e d  of aid. 

T h e  court shall d i s c l o s e  the r e s u l t s  of the h e a r i n g  to t he victim, if 

any, of the minor. The victim's parents, guardian, a n d  ot h e r  immediate 

f a m i l y  m e m b e r s  are enti t l e d  to receive the same i n f o r m a t i o n  from the 

court.

* Sec. 6. AS 4 7 . 1 0 . 0 9 0  is amended b y  a dding a new s u b s e c t i o n  to read:

(d) The provisions of this section p rohibiting disclosure of 

i n f o r m a t i o n  r e l a t i n g  to a m i n o r  do not ap p l y  t o  a d i s c l o s u r e  to a victim 

a nd his f a m i l y  un d e r  A S  47.10.020(a), A S  47.10.680(a), a n d  A S  47.10.- 

140(d).

* Sec. 7. AS 47.10.140(d) is a m e n d e d  to read:

(d) If the co u r t  finds that probable cause exists, it shall d e t e r­

mi n e  w h e t h e r  the m i n o r  s h o u l d  be detained pending the h e a r i n g  on the 

pe t i t i o n  or released. It m ay e ither o r d e r  t he minor h e l d  in detention 

or order him to be released to the custody of a suitable p e r s o n  pending 

the h e a r i n g  o n  the petition. If the court finds no probable cause, it 

shall or d e r  t he m i n o r  rele a s e d  and close the case. The court shall d i s­

close the results of the h e a r i n g  to the victim, if any, of the minor.

T h e  victim's parents, guardian, a nd other immediate f a mily m e m bers are 

e n t i t l e d  to r e c e i v e  the same i n f o r m a t i o n  from the court.

* Sec. 8. AS 34.50.020(a) is a m e nded to read:

(a) Except as provided in (e) of this section, a [A] person, 

municipal corporation, association, village, school district or religious 

or charitable organization, i n c o r p o r a t e d  or unin c o r p o r a t e d ,  m ay r e c over
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damages in a civil a c t i o n  in a n  amount not to exceed $ 5,000 [$2,000] and 

court costs, from e ither p a r e n t  or both parents or the legal g u a r d i a n  or 

p e r s o n  h a v i n g  the legal c u s t o d y  of an u n e m a n c i p a t e d  mi n o r  u n d e r  the age 

of 18 years, who m a l i c i o u s l y  or w i l f u l l y  destroys real or personal 

p r o p e r t y  b e l o n g i n g  to the person, municipal corporation, association, 

village, school district or religious or charitable organ i z a t i o n .

* Sec. 9. AS 3 4 .50.020 is amended b y  a dding new subsections to read:

(c) For the purposes of this s e c tion a minor is c o n s i d e r e d  e m a n c i­

pated a n d  a parent or legal g u a r d i a n  or p e r s o n  h a v i n g  legal c u s t o d y  is 

n ot liable for p r o p e r t y  damage caused b y  the minor if the co u r t  d e t e r­

mines that

(1) the disabi l i t i e s  of mino r i t y  have b e e n  r e m o v e d  under 

AS 09.55.590;

(2) the m i n o r  is a resident of the state, is at least 16 

years of age, i3 living separate and apart from h i s  parents or legal 

g u a r d i a n  or p e r s o n  h a v i n g  legal custody, and is capable of s e lf-support 

a nd of managing his own financial affairs; or

(3) the m i n o r  is living separate and apart from his parents 

or legal guardian or person h a v i n g  legal c u s t o d y  a n d  engages in conduct 

that results in a j u d g m e n t  u n d e r  A S  47.10.080(a) th a t  h e  is a delinquent 

minor a nd that also is the basis for a civil a c t i o n  for damages to 

prop e r t y  under this section.

(d) If the court determines that a m i n o r  is em a n c i p a t e d  under (c) 

of this section, the minor m a y  be sued in a civil a c t i o n  for injuries 

caused b y  the minor as if the minor were an adult.

(e) The provisions of (a) of this s e c tion do n o t  ap p l y  to d e s t r u c­

tio n  of property b y  a n  u n e m a n c i p a t e d  mi n o r  un d e r  the age of 18 years 

who m a l i c i o u s l y  or w i l f u l l y  destroys property at t h e  time h e  is a ward 

of the state un d e r  A S  47.10.080(f).
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Dankworth, et al

Offered: 4/30/82
Referred: Finance

IN T HE SENATE BY T HE STATE AFFAIRS C OMMITTEE

CS FOR SPONSOR S U B S T I T U T E  FOR SENATE BILL NO. 685 (State Affairs)

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

'TWELFTH L E G I S L A T U R E  - SECOND SESSION 

A  BILL

For an Act entitled: "An Act relating to unlawful conduct of minors."

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

* Section 1. AS 12.55.015 is amended by adding a new s u b s e c t i o n  to read:

(d) If the court s entences a defendant to a t e r m  of imprisonment 

and the defendant is a mi n o r  over w h o m  children's court j u r i s d i c t i o n  is 

waived under AS 47.10.060, the court shall

(1) order that the defendant be confined in a n  i n s t i tution 

designated by the De p a r t m e n t  of H e a l t h  a nd Social Services for offenders 

un d e r  18 years of age; a nd

(2) order that the defendant be transf e r r e d  to an adult 

correctional faci l i t y  w h e n  the defendant reaches 18 years of age if more 

than one year then remains of the defendant's term of imprisonment.

* Sec. 2. AS 34.50.020(a) is amended to read:

(a) Except as provi d e d  in (e) of this section, a [A] person, m u n i­

cipal corporation, association, village, school district or religious or 

charitable organization, incor p o r a t e d  or unincorporated, may recover 

damages in a civil a c t i o n  in an amount not to exceed $5,000 [$2,000] and 

court costs, from e i ther p arent or bo t h  parents or the legal g u a r d i a n  or 

person h a v i n g  the legal c u s t o d y  of an u n e m ancipated minor under the age 

of 18 years, who m a l i c i o u s l y  or w i l f u l l y  destroys real or personal 

p roperty belonging to the person, m u nicipal corporation, association, 

village, school district or religious or charitable organization.

* Sec. 3. AS 34.50.020 is a m e nded by adding n e w  subsections to read:

(c) For the purposes of this s e c tion a minor is considered emanci-
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pated and a parent or legal g u a r d i a n  or p e rson having legal c u s tody is 

not liable for property damage c aused by the minor if the court d e t e r­

mines that

(1) the disabilities of mino r i t y  have b e e n  removed under 

AS 09.55.590;

(2) the minor is a resident of the state, is at least 16 years 

of age, is living separate and apart from the minor's parents or legal 

g u a r d i a n  or p erson having legal custody, and is capable of self- s u p p o r t  

and of m a n a g i n g  personal financial affairs; or

(3) the minor is living separate and apart from the m i n or"s 

parents or legal guardian or p e r s o n  h a v i n g  legal custody and engages in 

conduct that results in a judgment under AS 47.10.080(a) that the m i n o r  

is a delinquent minor and that also is the basis for a civil a c t i o n  for 

damages to property under this section.

(d) If the court determines that a minor is em a n c i p a t e d  under (c) 

of this section, the minor may be sued in a civil a c t i o n  for i n j m i e s  

c aused by the minor as if the minor were an adult.

(e) The provisions of (a) of this section do not apply to d e s t r u c­

tion of property by an u n e m a n c i p a t e d  minor under the age of 18 years 

who m a l i c i o u s l y  or w i l f u l l y  destroys p r o p e r t y  at the time the m i n o r  is a 

ward of the state under AS 47.10.080(f).

Sec. 4. AS 47.10.020(a) is amended to read:

(a) Whenever a p erson informs the court of the facts wh i c h  br i n g  a 

m i n o r  w i t h i n  this chapter, the court shall appoint a competent p e r s o n  or 

a gency to make a p r e l i minary inquiry and report for the i n f o r m a t i o n  of 

the court to determine whether the interests of the public or of the 

minor r e q uire that further action be taken. Upon the receipt of the 

report, the court may informally a djust or dispose of the m a t t e r  without 

a hearing, or it may authorize the p erson having k n owledge of the facts
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of the case to file w i t h  the court a p e t i t i o n  setting out the facts. 

Where the court i n f o rmally adjusts or disposes of the matter, the mi n o r  

m a y  not be detained or ta k e n  into the custody of the court, and the 

matter shall be closed by the court upon adjustment or disposition. 

U p o n  request of the v i c t i m  or the victim's parent or guardian, the court

shall disclose to the v i c t i m  of the minor or to the victim's parent or■

g u a r d i a n  the m a n n e r  in wh i c h  it i n f o rmally adjusted or disposed of the 

matter. The court may not disclose the identity of the minor.

* Sec. 5. AS 47.10.060(a) is repealed and reenacted to read:

(a) The court shall order a case closed and, subject to the p r o­

visions of AS 12.55.015(d), the m i n o r  may be pr o s e c u t e d  as if the minor 

were an adult if the court finds at a h e a r i n g  on a peti t i o n

(1) that the mi n o r  w as 16 years of age or older at the time 

of the offense and that there is probable cause to b e l ieve that the 

m i n o r  has committed an unclas s i f i e d  felony or a class A felony; however, 

the court m a y  retain j u r i s d i c t i o n  if the court finds by a p r e p onderance 

of the evidence that the interests of justice would be best served if 

the minor is not prosecuted as an adult; or

(2) that the minor is not amenable to treatment under this 

chapter and there is probable cause to believe that the minor is d e l i n­

quent .

* Sec. 6. AS 4 7 . 1 0 . 0 6 0 (U) is repealed and reenacted to read:

(d) A minor is not amenable to treatment under AS 47.10.060(a)(2)
I

if the minor prob a b l y  cannot be r e h a bilitated by treatment under this 

c hapter before r e a c h i n g  20 years of age. In d e t e r mining whether a minor 

is amenable to treatment, the court shall consider

(1) the criminal and personal h i s t o r y  of the minor and the 

likelihood of rehabilitation;

(2) the seriousness of the minor's present offense in rela-
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tion to other offenses committed b y  the minor;

(3) the probable cause of the minor's delinquent behavior;

(4) the facilities available to the d i v i s i o n  of youth and 

adult a u thority for treating the minor.

* Sec. 7. AS 47.10.060 is amended by adding a n ew subsection to read:

(f) At a hearing on a petit i o n  under (a)(1) of this section, the

court shall consider

(1) the criminal and personal h i s t o r y  of the minor and the 

likelihood of rehabilitation;

(2) the seriousness of the minor's present offense in relation 

to other offenses committed by the minor;

(3) the need to confine the minor to prevent further harm to 

the public;

(4) the circumstances of the offense and the extent to which 

the offense harmed a victim or e n d a ngered the public safety or order;

(5) tne effect of prosecuting the minor as an adult Ln 

de terring the minor or other minors from future criminal conduct;

(6) the best interest of the minor.

* Sec. 8. AS 47.10.080(a) is amended to read:
A

(a) T he court, at the co n c l u s i o n  of the hearing, or thereafter as 

the circumstances of the case may require shall find and enter a j u d g­

ment that the minor is or is not a delinquent or a child in need of aid. 

The court shall disclose the results of the h e a ring in a c c ordance with 

AS 47.10.020(a).

* Sec. 9. AS 47.10.090 is amended by adding a new su b s e c t i o n  to read:

(d) The provisions of this section prohib i t i n g  disclosure of 

in f o r m a t i o n  relating to a m i n o r  do not apply to a d i s c losure to a victim 

or the victim's parent or ^ g u a r d i a n  under AS 47.10.020(a), 47.10.080(a), 

and 47.10.140(d).
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Sec. 10. AS 47.10.140(d) is amended to read:

(d) If the court finds that probable cause exists, it shall d e t e r­

mine w h e ther the mi n o r  should be detained pending the h e a r i n g  on the 

peti t i o n  or released. It m a y  either order the minor held in detention 

or order the m i n o r  [HIM] to be released to the custody of a suitable 

person p e n ding the h e a r i n g  on tv .) petition. If the court finds no p r o b­

able cause, it shall order the minor released and close the case.

The court 9hal.l disclose the results of the h e a r i n g  in a c c ordance with 

AS 47.10.020(a).
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FISCAL NOTE

I . REQUEST
Bill/Resolution N oC^ Sponsor Substitute for Senate Bill No. 685____________

Title "An Act relating to unlawful conduct of minors."______________________
Requested by Senate Judiciary_______________________________ Date April 27, 1982

* THE LEGISLATURE OF THE STATE OF A LASKA
TWELFTH LEGISLATURE

II. FISCAL DETAIL 
A g e n c y  Affected_ Health and Social Services
P rogram Category A f f e c t e d Offender Confinement. Reformation. & Supervision
BRU, Program, Or Subprogram(s) A f f e c t e d Adu.11 Confinement_____________________
(Note: If more than one b udget 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

100 PERSONAL SERVICES 270.6 289.5 309.7 331.4

200 TRAVEL 5.6 6. 1 6.6 7.2
300 CONTRACTUAL 66.4 72.4 78.9 86.0
400 COMMODITIES 60.0 65.0 70.8 77.1
500 EQUIPMENT 5.3 5.7
600 LAND &  STRUCTURES 2.208.0
700 GRANTS,CLAIMS,ETC. 24.7 26.9 29.3 31.9

TOTAL -0- 2,208.0 432.6 465.6 495.3 533.6

FUNDING (Thousands of Dollars)

GENERAL FUND -0- 2.208.0 432.6 465.6 495.3 533.6
FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME -0- -0- 7 7 7 7

PART TIME
TEMPORARY

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

A. Enactment of Sponsor Substitute for Senate Bill No. 685 will have a fiscal

impact on Adult Confinement w ithin the Division of Adult Corrections. Since 

the new language would, treat individuals sixteen years and older as adults for 
unclassified and class A felonies, the time served by convicted sixteen and 
seventeen year-olds would increase substantially.

It is the estimate of the Department of Health and Social Services that 
ultimately an additional 42 beds will be needed to care for this group of 

individuals in a secure setting. Detail of this estimate follows.

U >. j Q c
R oger C. Lange r ________ d.IV. DATE April 15. 1982__________PREPARED BY Roger C. Lange X

A GENCY D i v i s i o n  o f  A d u l t  C o t ^ e r . t i o n s .

Original: Legislative Finance PHONE a a s - ^ 7 6 __________________
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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FISCAL NOTE
SENATE BILL NO. 685
Page 2

B. Adult Confinement

It is assumed that no a ppreciable bed impact w i l l  be experienced 

by the D i v i s i o n  of A d u l t  Corrections u n t i l  FY 1984. This is based 

on the a s s u m p t i o n  that the average age of offenders affected by 

this legislation w i l l  be 17 years, and w i l l  serve one yea r  in a 

juvenile facility prior to transfer to an adult facility. This 

fiscal note identifies a ne e d  for 32 add i t i o n a l  beds, altho u g h  the 

legislation w i l l  result in 10 additional beds b e i n g  n eeded at the 

rate of 1 b ed p e r  ye a r  after FY 1986. Thi s  is a result of the 

average period of confinement of 15 ye a r s  for persons convicted of 

unclassified felonies.

Based upo n  a rrest data indicating 28 persons 16 and 17 years of 

age b e i n g  a r r e s t e d  annually for crimes in the u n c lassified and 

Class A  felony categories, and using con v i c t i o n  rates and average 

sentence lengths for adult offenders, the f o llowing is predicted:

1.) U n c l a s s i f i e d  Felony

One c o n v iction per year w i t h  an average sentence of 15 years

to serve (20 ye a r s  less good time) will require 14 additional

beds. It is noted that only 4 of these be d s  w i l l  be required

during the p eriod covered b y  this fiscal note and that is the

n umber requested. The additional 10 bed s  wil l  have to be 

considered for capital projects planned for completion after 

FY 1986, if this proposed l egislation is enacted.

2.) Class A  Felony w i t h  Gun

Five convic t i o n s  per y e a r  w i t h  one w a i v e d  to juvenile status 

and one s entenced so as to serve all time in a juvenile 

facility. Therefore, it is estimated there w i l l  be three 

individuals w ho wil l  serve a period of 3.5 years each in an 

adult facility.

3 x  3.5 = 10.5 person years or beds

3.) Class A Felony w i t hout Gun

Eight c o n v i ctions per year with one w a i v e d  to juvenile status 

and two s e ntenced so as to serve all time in a juvenile 

facility. Therefore, it is estimated there w i l l  be five 

individuals who w i l l  serve a period of 3.4 years each in an 

adult facility.

5 x  3.4 = 17 person years or beds

4.) Total beds requ i r e d  through FY 1986 is 32.

5.) Cost Estimates

a) C a p ital expenditures:

32 bed s  at $69,000 per bed 

32 x $69,000 = $2,208,000

b) Ope r a t i n g  expenditures:

It is estimated that 7 positions w i l l  be required to 

provide security and support for these 32 beds: 1

C o r r e c t i o n a l  Officer III, 5 C o r rectional O f f i c e r  II, and 

1 Insti t u t i o n a l  Counselor. Costs for these positions

will not occur until FY 1984, the a n t i c i p a t e d  opening

date for the new beds.



Personal Services $270,600

Travel 5,600

Contractual Services 66,400

Commodities 60,000

Equipment 5,300

Inmate Gratuities 24,700

Total $432,600

Inflation of 7% for Personal Services and 9% for all 

other expenditure object groups was assumed wh e n  

calculating subsequent fiscal years.
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SPONSOR SUBSTITUTE FOR SENATE BILL NO. 685

"An Act relating to unlawful conduct of minors."

Sponsor Substitute for Senate Bill No. 685 would add additional provisions to
AS 12.55, AS 47.10, and AS 34.50. The amendments can be organized into the
following topic areas. Section 3 of the act amends AS 47.10 to require the court 
to order a children's proceeding closed and jurisdiction over a minor waived if 
the court finds that there is probable cause for believing that the minor ir 16 
years of age or older and delinquent because he committed an unclassified or
Class A felony. Section 4 further amends AS 47.10 to allow a minor, if a case is 
closed, to petition the court within 10 days to reopen the case and to require the
court to grant the petition if it finds by a preponderance of the evidence that
the interests of justice would be best served if the minor is not prosecuted as an 
adult. Section 1 of Sponsor Substitute for Senate Bill No. 685 amends AS 12.55 to 
require the court to order a minor defendant waiver under AS 47.10.060 to be
confined in an institution designated by the Department of Health and Social
Services for offenders under age 18 years of age and to be transferred to an adult
correctional facility when the defendant reaches 19 years of age if more than one 
•year remains of the offender's term of imprisonment. Sections 2, 5, 6, and 7 of 
Sponsor Substitute for Senate Bill No. 685 would require that the court disclose 
to the victim of a minor the manner in which the court informally or formally 
disposed of a matter concerning the minor and the results of any hearing held to 
determine the need to detain the minor. In addition, the parents, guardians, and 
other immediate members of the victim's family would be entitled to receive the 
same information from the court. Finally, Section 8 of Senate Bill No. 685 would 
amend AS 34.50 by raising from $2,000 to $5,000 the amount of damages which may be 
recovered in a civil action from the parents or legal guardian of a minor who
destroys real or personal property. In addition, Section 8 of the Bill provides 
for civil action to be brought against an emancipated minor recover damages 
caused by the minor and relieving the parents or legal guardian of the minor from 
legal responsibility for those damages.

The affect of Section 3 [AS 47.10.060(a)] contained in Sponsor Substitute for 
Senate Bill No. 685 would be an increase in the number of juveniles subject to 
prosecution under the adult criminal statutes and as increased liability of 
juveniles so convicted to sanctions which are more severe, both in nature and
duration, than those to which they would have been liable under the juvenile code.
Thus, the focus in dealing with older juveniles ^accused of serious violent crimes 
would be primarily upon increasing the accountability of the offender for his 
actions. The Department supports this change in focus, as under present law, the 
accountability of older, violent juvenile offenders is insufficient and the 
ability of the Department to provide rehabilitation of an adequate duration is too 
severely restricted. In addition, the Department supports Section 4 [AS 47 10.060
(f)] which allows some flexibility for unusual cases by providing the youthful 
offender a period of 10 days to request a "transfer back" of the case from the 
adult court to the juvenile court.

Section 1 (AS 12.55.015) of Sponsor Substitute for Senate Bill No. 635 which 
requires the court to order waived juveniles to serve their terms of imprisonment 
in juvenile correctional facilities until the offender reaches the age of 19 is 
generally supnorted by the Department. However, the Department would recommend 
that (d)(2), Line 16 of this section be amended to change the age from 19 to 18.
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SPONIOR SUBSTITUTE FOR SENATE BILL NO. 685
PAGE 2

This change would make the age in this section consistent with the age of 
majority. An analysis of the most recent available arrest data indicates that an 
estimated 28 juvenile offenders would have been subjected to prosecution as adults 
during CY 1981 as a result of the waiver of jurisdiction provisions in Sponsor 
Substitute for Senate Bill No. 635. If Section 1, Line 16, is not amended to 
reduce the age from 19 to 18, this Bill will result in a substantial fiscal impact 
to the juvenile corrections system. It is estimated by analyzing adult sentencing 
data, as well as data on length of time served, that the Division will need to add 
10 new beds to the McLaughlin Youth Center's Closed Treatment Unit to house 18 and
19 year old sentenced offenders.

Sections 2, 5, 6, and 7 of Sponsor Substitute for Senate Bill No. 685 would amend 
AS 47.10 to mandate the disclosure of information about informal or formal 
children's proceedings concerning minors to the victims of offenses committed by 
those minors. This would alter present law which prohibits any such disclosure 
without specific order of the court. This provision would infuse clarity and 
uniformity into the matter of disclosure of information to victims which is 
presently treated variously by courts in the four judicial districts depending 
upon the differing circumstances of each specific case. The Department is 
supportive of the concept of informing the victim of an offense of the outcome, 
either formal or informal, of court proceedings concerning delinquent minors. The 
Department believes that the provisions contained in Spunsor Substitute for Senate 
Bill No. 685 would accomplish this purpose satisfactorily.

Sections 8 and 9 of Sponsor Substitute for Senate Bill No. 685 which increases the : 
civil monetary liability of parents for property damage caused by their minor 
children and which render an emancipated minor civilly liable for his actions are 
supported by the Department as a means of insuring tha innocent victims do not 
suffer a loss when payment of restitution by a mi; r is not feasible or 
forthcoming.

In summary, the Department supports Sections 2 through 9 of Sponsor Substitute for
Senate Bill No. 685. In addition, the Department supports Section 1 of Sponsor
Substitute for Senate Bill L':. 685, but recommends amending (d)(2), Line 16, by 
changing the age from 19 to 18.

RECOMMENDED
M m  R. Pugh, O i r ^ x o r  
Division of Family and 
Youth Services

APPROVED BY:
H(
Commissioner

DATE:



FISCAL NOTE

I . REQUEST
Bill/Res o l u t i o n  No. Sponsor Substitute for Senate Bill No. 
Title “An Act relating to unlawful~conduct of minors."

THE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

685

R equested b y  Senate Judiciary Date April 12, 1982

II. FISCAL DETAIL
A g e n c y  A f f e c t e d  Health and Social Services ________ _ __________
Program Category A f f e c t e d"Offender Confinement, Reformation, & SuperviTTot 
BRU, Program, Or Subprogram(s) Affected Adult Confinement; Youth Services 
(Note: If more than one b udget 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 FY 87

100 PERSONAL SERVICES 352.2 666.4 713.0 762.9
200 TRAVEL 4.0 10.4 11.3 12.4
300 CONTRACTUAL 45.9 121.1 132.0 143.9
400 COMMODITIES 30.1 97.0 105.7 115.2
500 EQUIPMENT 3.2 b.b

600 LAND &  STRUCTURES 2,818.0
700 GRANTS,CLAIMS,ETC. 38.'6' 68.5 74./ 81.4

TOTAL - 0 - 2,818.0 474.0 969.0 1,036.7 1,115.8

F UNDING (Thousands of Dollars)

G E N ERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

- 0 - " 2,818.0 474.0 969.0 1,036.7 1,115.8

POSITIONS

FULL TIME - U - - 0 - 8 15 15 . 15
PART TIME
TEMPORARY

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

A. Enactment of Sponsor Substitute for Senate bill No. 685 will have 
a fiscal impact on both Youth Services within the Division of 
Family and Youth Services and Adult Confinement within the 
Division of Adult Corrections. Since the new language would treat 
individuals sixteen years and older as adults for unclassified and 
class A felonies, the time served by convicted sixteen and seven­
teen year-olds would increase substantially.

It is the estimate of the Department of Health and Social Services 
that ultimately an additional 42 beds will be needed to care for 
this group of individuals in a secure setting. Detail of this 

estimate follows.  ̂ L

IV. DATE April 15, 1982__________ PREPARED BY Rogg/ C. Lange / / _________
AGENCY Divisioft'of Adult Corrections

Original: Legislative Finance PHONE 4 6 5 - 3 3 7 6 _____
cc:' Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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B. Youth Services Impact

Enactment of this bill would require the construction of a 10-bed 
brick and steel addition to the McLaughlin Youth Center. Con­
struction should be completed for opening in FY 1984- The unit 
would be separated from other units of the detention center so 
that the older inmates could be separate from the younger, less 
sophisticated offenders.

Eight'addittonal staff would be required to supervise this unit:
2 Youth Counselors III and 6 Youth Counselors II.

Costs

1) Capital Expenditure - FY 1983
10 beds @ approximately $130,000 per bed.
10 x $130,000 = $1,300,000

2) Operating Expenditures - Begin FY 1984

Personal Services $ 352,200
Travel 4,000
Contractual Services 45,900
Commodities 30,100
Equipment 3,200
Benefits to Individuals 38,600

Total $ 474,000

C. Adult Confinement

It is assumed that no appreciable bed impact will be experienced 
by the Division of Adult Corrections until FY 1985. This is 
based on the assumption that the average age of offenders affected 
by this legislation will be 17 years, and will serve one year in a 
juvenile facility prior to transfer to an adult facility. This 
fiscal note identifies a need for 22 additional beds, although the 
legislation will result in 10 additional beds being needed at the 
rate of 1 bed per year after FY 1987. This is a result of the 
average period of confinement of 15 years for persons convicted 
of unclassified felonies.

Based upon arrest data indicating 28 persons 16 and 17 years of age 
being arrested annually for crimes in the unclassified and Class A 
felony categories, and using conviction rates and average sentence 
lengths for adult offenders, the following is predicted:

1) Unclassified Felony

One conviction per year with an average sentence of 15 years 
to serve (20 years less good time) will require 13 additional 
beds. It is noted that only 3 of these beds will be required 
during the period covered by this fiscal note and that is the 
number requested. The additional 10 beds will have to be con­
sidered for capital projects planned for completion after 
FY 1987, if this proposed legislation is enacted.



FISCAL NOTE
SENATE BILL NO. 685
Page 3

2) Class A Felony with Gun

Five convictions per year with or;e waived to juvenile status 
and one sentenced so as to serve all time in a juvenile 
facility. Therefore, it is estimated there will be three 
individuals who will serve a period of 2.5 years each in an 
adult facility.

3 x 2.5 = 7.5 person years or beds

3) Class A Felony without Gun

Eight convictions per year with one waived to juvenile status 
and two sentenced so as to serve all time in a juvenile 
facility. Therefore, 5 'individuals will serve an average of 
2.4 years in an adult facility.

5 x 2.4 = 12 person years or beds

4) Total beds required through FY 1987 is 22.

5) Cost Estimates

a) Capital expenditures:

22 beds at $69,000 per bed 
22 x $69,000 = $1,518,000

b) Operating expenditures:

It is estimated that 7 positions will be required to 
provide security and support for these 22 beds: 1
Correctional Officer III, 5 Correctional Officers II, 
and 1 Institutional Cojnselor.* Costs for these positions 
will not occur until FY 1985, the anticipated opening date 
for the new beds.

FY 1985 Costs

Personal Services 
Travel
Contractual Services 
Commodities 
Equipment 
Inmate Gratuities

Total

$ 289,500 
6,000 

71,000 
64,200 
5,600 

26,400

$ 462,700

Inflation of 7% for Personal Services and 9% for all other 
expenditure object groups was assumed when calculating 
subsequent fiscal years.
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III. A N A L Y S I S  (See Fiscal Note licparalinn Insliuctions, Socli.m III)

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

a d u l t  f e l o n y  p r o s e c u t i o n s  o f  s e r i o u s  c r i m e s  s u c h  a s  m u r d e r s ,  

k i d n a p p i n g s  a n d  o t h e r  C l a s s  A  f e l o n i e s  w h i c h  a r c  t h e  s e r i o u s  

o f f e n s e s  in t h e  c r i m i n a l  c o d e .  T h e s e  t y p e s  o f  f e l o n y  c a s e s  a r c  

t h e  m o s t  t i m e  c o n s u m i n g  o f  a n y  c a s e s  h a n d l e d  b y  t h i s  a g e n c y  d u e  

t o  t h e i r  c o m p l e x i t y  a n d  t h e  amount: o f  e x p o s u r e  to t h e  c l i e n t .  

S u b s t a n t i a l  e x p e n d i t u r e s  f o r  e x p e r t  w i t n e s s e s  f e e s  a n d  p s y c h i a t r i c  

e v a l u a t i o n s  a r e  n e c e s s a r y  in t h e s e  t y p e s  o f  c a s e s .  f u r t h e r m o r e ,  

w h i l e  c a s e s  in j u v e n i l e  c o u r t  a r e  o f t e n  n e g o t i a t e d  a n d  d i s p o s e d  

o f  w i t h o u t  c o u r t  a p p e a r a n c e s  o r  t r i a l ,  s u c h  s e r i o u s  a d u l t  f e l o n y  

c a s e s  r e q u i r e  t h e  g r e a t e s t  a m o u n t  c f  a t t o r n e y  t i m e  o f  a n y  c a s e s  

h a n d l e d  b y  o u r  a g e n c y .  B e c a u s e  t h e  m a j o r i t y  o f  j u v e n i l e  c a s e s  

a r c  h a n d l e d  i n  A n c h o r a g e  a n d  F a i r b a n k s  a n d  t h e  r e s u l t i n g  n e w  

f e l o n y  p r o s e c u t i o n s  w i l l  o c c u r  i n  t h o s e  l o c a t i o n s ,  a n  a d d i t i o n a l  

t r i a l  a t t o r n e y  f o r  e a c h  l o c a t i o n  :is r e q u e s t e d ,

IV. H A T H  I70*1 - 22, 1 9 8 2  iMtl'l’Altl'D B V  I kin a F a b c ,  P u b l i c  D e f e n d e r
A C P N C Y  ~PTiblic~ D e f e n d e r  A g e n c y  *

Original: Legislative . ’inance I’ilONF. __________ 2 7 9 -  7 5 4 1 __________

cc: Budget and Management

Prime Sponsor (first Legislator Named)

33-001  (Hev. 10/711)



THE LEGISLATURE OF THE STATE OF A L A S K A
TWELFTH LEGISLATURE

X. REQUEST
Bill/Resolution N o.________ Senate Bill No. 685_____________
Title "An Act relating to unlawful conduct of minors."

FISCAL NOTE

R equested by_ Date

II. FISCAL DETAIL 
A g ency Affected_ Department of Public Safety

Program Category A f f e c t e d A dministration of Justice/Public P r o tection 
BRU, Program, Or Subprogram(s) Affected Alaska State Troopers
(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).

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

FY 82 FY 83 FY 84 FY 85 FY 86

TOTAL
- 0 - - 0- - 0- - 0- - 0-

FY 87

- 0-

FUNDING (Thousands of Dollars)

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

i p i - n- ic1 1c1 1c1 1c'

P O SITIONS

FULL TIME
PART TIME
TEMPORARY

. -Q-. . -0- -0- , -Qrr - 0 — . -0-....

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

No fiscal impact is anticipated.

p  r<IV. DATE February 3, 1982 PREPARED BY A ancis C * Allan
----------- AGENCY Department Of Public Safety

Original: Legislative Finance PHONE ~  2b9-5691 ^
cc: Budget and Management

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


