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F ina l ly , item (6) (b) (3) s ig n i f ic a n t ly  r e s t r ic t s  the 
manager's a b i l i t y  to f u l l y  p a r t ic ip a te  in  above average 
performance in some o f the smaller markets. In Appendix 
I I  I have h igh ligh ted some o f the exce llen t returns 
achieved in countries l ik e  I t a l y ,  Switzerland, The 
Netherlands and Hong Kong. A l l o f these markets are 
re s t r ic te d  to  a 10% weighting. In the case o f Germany the 
maximum permitted weighting in 1985 was 20% which in my 
opinion was too r e s t r ic t i v e .

I hope th is  is  useful fo r  your discussion o f guidelines 
la te r  th is  month. I am looking forward to seeing you in 
Anchorage on October 29th

Best regards

Yours s incere ly

J

Incorporated with limited liability in Ihe State ol Delaware. USA
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1 0 c .

B e c a u s e  o u r  e x p e r i e n c e  u n t i l  r e c e n t l y  h a s  b e e n  e q u i t y  i n v e s t ­

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

s t r i c t i o n s  h a v e  o n  i n v e s t i n g  i n  t h e  s t o c k  m a r k e t .  I n  b r i e f ,  w e  

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

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

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

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

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

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

o u t m o d e d  r u l e  w h i c h  p r o v i d e s  l i t t l e  i n f o r m a t i o n  a b o u t  a  c o m p a n y ' s  

f i n a n c i a l  c o n d i t i o n  o r  t h e  a p p r o p r i a t e n e s s  o f  a  c o m p a n y ' s  s t o c k  

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

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

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

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

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

s t o c k  a s  a n  i n v e s t m e n t  v e h i c l e .

A  c o m p a n y ' s  d i v i d e n d  p o l i c y  i s  m o r e  a  f u n c t i o n  o f  t h e  

c o m p a n y ' s  s t a g e  i n  i t s  l i f e  c y c l e .  O f t e n ,  d i v i d e n d - p a y i n g  

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

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

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

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

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

P r o f i t s  a r e  r e t a i n e d  t o  f o s t e r  f u t u r e  e a r n i n g s  g r o w t h  t h r o u g h  t h e  

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

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

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

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

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

d e v e l o p m e n t  o f  t h e  N a t i o n a l  A s s o c i a t i o n  o f  S e c u r i t i e s  D e a l e r s  

A u t o m a t e d  Q u o t a t i o n  ( N A S D A Q )  S y s t e m ,  t h e  o v e r - t h e - c o u n t e r  m a r k e t  

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

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

m a k e r s .  N A S D A Q  c u r r e n t l y  l i s t s  r o u g h l y  5 , 0 0 0  s t o c k s  v e r s u s  2 , 3 0 0  

f o r  t h e  N e w  Y o r k  S t o c k  E x c h a n g e  a n d  8 0 0  f o r  t h e  A m e r i c a n  S t o c k  

E x c h a n g e .  T h e  c o m p a n i e s  o n  N A S D A Q  r a n g e  f r o m  s m a l l ,  r e l a t i v e l y  

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

M C I  C o m m u n i c a t i o n s ,  A p p l e  C o m p u t e r ,  I n t e l  C o r p o r a t i o n ,  L i z  

C l a i b o r n e ,  a n d  G e n e n t e c h .  T h i s  s e g m e n t  o f  t h e  s t o c k  m a r k e t  

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

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

j o b s  a n d  t h e  i n t r o d u c t i o n  o f  n e w  p r o d u c t s  a n d  s e r v i c e s .  W h i l e  

t h i s  s e g m e n t  o f  t h e  m a r k e t  m a y  n o t  o f f e r  t h e  b e s t  i n v e s t m e n t  

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

t h a t  m a r k e t  s e v e r e l y  r e s t r i c t s  a n  i n v e s t m e n t  m a n a g e r ' s  a b i l i t y  t o  

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

A n  e x t e n s i v e  s t u d y  b y  R o g e r  G .  I b b o t s o n  a n d  R e x  A .  

S i n q u e f i e l r ' ,  c o m p a r e d  n o m i n a l  a n d  r e a l  r a t e s  o f  r e t u r n  a n d  l e v e l s  

o f  r i s k  f o r  p o r t f o l i o s  o f  t h e  S t a n d a r d  a n d  P o o r ' s  C o m p o s i t e  S t o c k  

P r i c e  I n d e x ,  r e p r e s e n t i n g  t h e  c o m m o n  s t o c k s  o f  m a n y  l a r g e  c o r p o r ­

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

( s m a l l e s t )  q u i n t i l e  o f  t h e  N e w  Y o r k  S t o c k  E x c h a n g e ,  f o r  t h e  

6 0 - y e a r  p e r i o d  D e c e m b e r  3 1 ,  1 9 2 5  t o  D e c e m b e r  3 1 ,  1 9 8 5 .  T h e  

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

i n d i c a t e s  t h e  d e g r e e  o f  r i s k ,  w i t h  a  h i g h e r  s t a n d a r d  d e v i a t i o n  

e x p r e s s i n g  a  h i g h e r  d e g r e e  o f  r i s k .  T h e  t a b l e  b e l o w  s h o w s  t h a t  

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

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

r e t u r n .  I n  t u r n ,  s m a l l e r  c a p i t a l i z a t i o n  s t o c k s  o f f e r  a  h i g h e r  

r a t e  o f  r e t u r n .

C o m m o n  S t o c k s

S m a l l  C a p i t a l ­

i z a t i o n  s t o c k s

T r e a s u r y  B i l l s

A v e r a g e  

A n n u a l  R a t e  

o f  R e t u r n  

( N o m i n a l )

1 2 . 0 %

1 8 . 3

3 . 5

A v e r a g e  

A n n u a l  R a t e  

o f  R e t u r n  

( R e a l )

8 . 8 %

1 4 . 8

0 . 4

S t a n d a r d

D e v i a t i o n

2 1 . 2 %

3 6 . 0

3 . 4

S o u r c e :  S t o c k s ,  B o n d s ,  B i l l s  a n d  I n f l a t i o n :  1 9 8 6  Y e a r b o o k .

( C h i c a g o :  I b b o t s o n  A s s o c i a t e s ,  1 9 8 6 )

W e  w o u l d  c i t e  t w o  s p e c i f i c  e x a m p l e s  f r o m  o u r  o w n  r e c e n t  

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

r e f l e c t  c u r r e n t  m a r k e t  c o n d i t i o n s  a n d ,  h e n c e ,  n e e d l e s s l y  l i m i t  

i n v e s t m e n t  o p p o r t u n i t i e s .

O n e  o f  o u r  l a r g e s t  h o l d i n g s  a t  y e a r - e n d  1 9 8 6  w a s  D i g i t a l  

E q u i p m e n t  C o r p o r a t i o n  ( D E C ) ,  t h e  s e c o n d  l a r g e s t  c o m p u t e r  

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

$ 6 1 7  m i l l i o n  i n  p r o f i t s  i n  f i s c a l  1 9 8 6 .  I t  h a s  b e e n  i n  b u s i n e s s  

f o r  a l m o s t  3 0  y e a r s .  B y  m o s t  s t a n d a r d s  i t  i s  o n e  o f  A m e r i c a ' s  

l e a d i n g  c o r p o r a t i o n s .  I n  1 9 8 6  i t  a l s o  w a s  a  g o o d  i n v e s t m e n t ,  

c l o s i n g  t h e  y e a r  a t  $ 1 0 4 . 7 5  a  s h a r e ,  f o r  a  g a i n  o f  5 8 % .  H o w e v e r ,  

l i k e  m a n y  h i g h - g r o w t h  t e c h n o l o g y  c o m p a n i e s ,  D E C  p a y s  n o  d i v i ­

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

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

o p p o r t u n i t y .

»
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I n c .

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

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

o v e r - t h e - c o u n t e r  m a r k e t .  I t ,  t o o ,  w a s  o n e  o f  o u r  l a r g e s t  h o l d ­

i n g s  i n  1 9 8 6 .  I t s  s t o c k ' s  p e r f o r m a n c e  h a s  b e e n  e x t r a o r d i n a r y ,  

w i t h  t h e  p e r  s h a r e  p r i c e  e n d i n g  1 9 8 6  a t  $ 8 5  a  s h a r e ,  f o r  a  g a i n  

o f  $ 5 0 . 1 3  a  s h a r e  o r  1 4 4 % .  A g a i n ,  t h i s  s u p e r l a t i v e  i n v e s t m e n t  

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

r e s t r i c t i o n s .

I n  a r g u i n g  a g a i n s t  r e s t r i c t i o n s  o f  a n y  k i n d ,  w e  w o u l d  a d v a n c e  

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

r e s u l t s .  A m o n g  o u r  2 5  l a r g e s t  h o l d i n g s  a t  y e a r - e n d  1 9 8 6  w e r e  

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

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

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

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

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

t h e  t o p  t e n  i n d u s t r y  g r o u p s  i n  1 9 8 6 .  H o w e v e r ,  o n e  o f  o u r  c l i e n t s  

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

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

t
p e r c e n t  G a i n  

i n  1 9 8 6

B r i s t o l - M y e r s  2 4 . 7 %

L i l l y  3 3 . 2

M e r c k  8 0 . 8

S c h e r i n g - P l o u g h  3 5 . 9

U p j o h n  3 9 . 7

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

t y p e s  o f  s t o c k s  s u i t a b l e  f o r  i n v e s t i n g ,  c a n  r e s u l t  i n  a  p o o r l y  

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

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

d i v e r s i f i e d  p o r t f o l i o .  W e  h a v e  c i t e d  s p e c i f i c  c a s e s  w h e r e  c u r ­

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

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

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

n o t  s e r v e  t h e  b e s t  i n t e r e s t s  o f  t h e  f u n d s .

»



1NVESCOCAPSTAL
M A N A G E M E N T
131 5  Peachtree St., N .E ., Suite 300  
A tlanta, Georgia 3 0 3 0 9  
Te lephone : (4 0 4 ) 8 9 2 -0 8 9 6

January 12, 1987

Mr. James R. Wilson 
State Investment O ff ice r 
State o f Alaska 
Department of Revenue 
Treasury D iv is ion - Pouch SB 
Juneau, Alaska 99811

Dear Jim:

This le t t e r  and the enclosed documents are in response to your request fo r  
INVESCO' s views concerning the le g is la t io n  being submitted in Alaska re la t iv e  
to your ex is t ing investment re s t r ic t io n s  and the proposed "prudent i n s t i t u ­
tiona l investor" ru le . Rather than attempt to present a formal organized 
response, I hope you w i l l  permit me to present our thoughts in a random manner, 
f i r s t  by making general observations and, secondly, by addressing spec if ic  
re s t r ic t io n s .

General Observations

1. F i r s t ,  you must understand tha t the typ ica l money manager has an inherent 
bias against having any re s t r ic t io n s  placed on his a b i l i t y  to make inves t­
ment decisions on behalf o f his c l ie n ts .  The a t t i tu d e  might best be char­
acterized as " I f  you show enough confidence in us to pay us a large fee and 
give us f u l l  d is c re t ion , don 't then in h ib i t  our a b i l i t y  to make the best 
investment decisions on your behalf by imposing unnecessary re s t r ic t io n s  on 
us."

2. There is a basic inconsistency in , on the one hand, h ir in g  an outside 
manager and giv ing him f u l l  d is c re t ion  on investment decisions and then 
imposing a rb i t ra ry  re s t r ic t io n s  l im i t in g  his a b i l i t y  to make those inves t­
ment decisions. H iring an outside d isc re t iona ry manager im p l i c i t l y  acknow­
ledges that 1) the investment expertise is  unavailable in-house a t a rea­
sonable cost and 2) is a d isp lay o f confidence in the investment expertise 
o f the outside manager. The inconsistency l ie s  in the fac t th a t , having 
made the im p l ic i t  acknowledgement tha t the investment decisions can best be 
made by someone else, to then, in e f fe c t ,  make investment decisions via the 
imposition of a rb i t r a r y  re s t r ic t io n s  on tha t outside manager is  a contra- 
d ic tion- in-te rms.

3. Many years ago, when most investment guidelines and re s t r ic t io n s  were 
established, the money management industry was very small, la rg e ly  unre­
gulated, w ith widely varying leve ls o f expert ise , and rapid turnover. 
These cha rac te r is t ics cr ied out fo r  the imposition of guidelines and res­
t r ic t io n s  in order to ensure some s truc tu re  and order and a reasonable 
outcome. In the la s t ten to twenty years, however, the money management 
profession has become h igh ly p ro fess iona l, h igh ly d is c ip l in ed , h igh ly  edu­
cated, h igh ly motivated, and c lose ly  regulated. These cha rac te r is t ic s  are
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consistent w ith a re laxa tion or e lim ina tion of f le x ib i l i t y - re d u c in g  res­
t r ic t i o n s  since they are simply unnecessary. To permit a doctor to prac­
t ic e  his profession but l im i t  the medical devices and medicines he is 
permitted to use would be an extreme, but apropro, analogy.

4. Most public plans w ith which we are aware include both a prudent man ru le
and some investment re s t r ic t io n s ,  although the inc lusion of the prudent 
main ru le frequently is done simultaneously with a reduction and/or e l im i­
nation o f many re s t r ic t io n s .  But in a sense, the requirement tha t an 
outside money manager act under the prud,:.v t man ru le (and, p a r t ic u la r ly ,  i f  
he is  required to act in the newer expanded versions of the prudent man 
ru le , i . e . ,  t-he "prudent expert" or "prudent in s t i tu t io n a l investor" rule) 
and then is also required to operate under an extensive l i s t  o f r e s t r ic ­
tions and guidelines is  redundant, a t best, and in e v ita b ly  leads to reduced 
returns or heightened r is k s , or both, at worse. Since the money manager 
never phys ica l ly  is permitted to touch secu r i t ie s  of any kind (that func­
tion  being performed by the custodian bank) and management contracts t y p i­
c a l ly  ca l l fo r  term ination of the contrac t on 30 days notice, there is  an 
overpowering b u i l t - in  pressure on money managers to act prudently since 
th is  is  the surest way of insuring a continuation of the investment manage­
ment re la t ionsh ip  and the re su lt in g  continuing flow of fee income.

5. The very nature of investing has changed dramatica lly in the la s t  twenty
years but in many cases plan sponsors, through th e i r  investment guidelines 
and re s t r ic t io n s ,  have changed l i t t l e  or not a t a l l to conform to the new 
market r e a l i t ie s .  Twenty or so years ago the investment decision-making 
process was unstructured, haphazard, and often random, w ith only a few 
ava ilab le investment vehicles la rg e ly  l im ited  to stocks and bonds, stock 
and bond prices were qu ite s tab le , and the necessity o f making quick or 
frequent investment decisions simply did not e x is t . Today, a l l  o f th is  has 
changed. The investment process is  h igh ly d is c ip l in ed , ana ly t ica l and 
s truc tu red . The sheer number o f a l te rn a t iv e  investment vehicles has ex­
ploded in recent years to the po in t tha t today there appears to be a new 
investment vehic le introduced almost da i ly . Whereas s t a b i l i t y  characterized 
the investment scene in days past, today i t  can be characterized as 
extremely v o la t i le .  A stock market tha t fluc tua ted by only 40 points or 
so in a month or even during a s ix month period o f time in the past was not 
unusual. Today, the stock market can eas i ly  f lu c tua te  by th is  amount in
one day or even in one hour. On the bond side, there have been years when
y ie lds on long term bonds f luc tua ted by only 10 or 15 basis poin ts. Today, 
bond y ie lds can f lu c tua te  by 50 or even 75 basis points in one da^ or even 
in one hour. In the past, investment decisions were few and fa r  between 
and investment decisions could be made on a le is u re ly  basis. Today, not 
only has the number of investment decisions required o f the money manager 
exploded, but the frequency w ith which they must be made has increased
requ ir ing an endless series of decisions in order to maximize investment
re turns.
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In the new environment characterized by countless dozens of a lte rna t ive  
investment vehicles, each of which is  h igh ly  v o la t i le  in p r ice , and which 
requires endless number of decisions, frequen t ly made, the imposition of 
the extensive re s t r ic t io n s ,  investment gu ide lines, s ta tu to ry  l i s t s  o f per­
missib le investments, and maximum/minimum percentage investment a lloca t ions 
simply precludes the p o s s ib i l i t y  o f maximizing investment returns w ith in  
permissible r isks parameters. The best example of th is  can most dramati­
c a l ly  be shown by looking a t the enclosed Solomon Brothers reports of 
investment returns on a wide va r ie ty  of investment vehicles over varying 
periods o f time. A b r ie f  examination of these h is to r ic a l rates o f return 
h ig h l ig h t a few relevant poin ts. F i r s t ,  is the wide range of returns of 
the a lte rna t ive  investment vehicles over various periods of time. Second is 
the persistence o f a change in investment resu lts  from one veh ic le to 
another once a trend is established. The general point is  tha t to l im i t  
one's investments to one or two or three p a r t ic u la r  asset classes is  to 
doom a fund to in fe r io r  performance, assuming only tha t had the r e s t r i c ­
tions not existed th a t a correct investment decision was a t least possible. 
The most dramatic example o f th is ,  o f course, would be the common r e s t r ic ­
tion tha t investments be l im ited  to stocks and bonds. Had tha t decision 
been made in the ea r ly  1970's and maintained throughout the decade, the 
fund would have underperformed v i r t u a l l y  any other combination o f any other 
asset c lass, since bonds and stocks were the two worst performing assets 
fo r tha t decade. The information contained in these short Solomon Brothers 
reports fo r  each of the la s t ten years represents documented evidence to us 
tha t any re s t r ic t io n s  with respect to l im i t in g  or p roh ib it ing  spec if ic  
asset classes, investment vehicles, or es tab lish ing minimum or maximum 
percentage commitments, by d e f in i t io n ,  in h ib i t s  the money manager's a b i l i t y  
to perform the duty fo r which he was h ired , i . e . ,  to maximize returns 
w ith in  the acceptable r is k  parameters.

Since the money manager is required under the prudent man ru le  to properly 
d iv e rs i fy  the p o r t fo l io  anyway, why impose add it iona l re s t r ic t io n s  re­
qu ir ing him to l im i t  his a b i l i t y  to func tion in the manner expected o f him 
when he was hired?

We have argued above (hopefully persuasively) tha t w ith an expanded and 
comprehensive prudent man ru le , superimposing a set of re s t r ic t io n s  is 
redundant, at best, and incons is ten t, a t worst. I t  may be o ve rk i l l  to 
discuss the in a p p l ic a b i l i t y  of spe c if ic  re s t r ic t io n s .  However, there may 
be some value in commenting on spec if ic  re s t r ic t io n s  and how they may 
adversely impact the performance of a fund. Let me simply l i s t  some of the 
major re s t r ic t io n s  applicable to your fund and comment on each b r ie f l y .

1. A rated or be tte r bonds - th is  excludes a very rap id ly  growing universe of 
lower-rated, h igher-y ie ld ing bonds which pe r io d ica l ly  o ffe rs  superior 
r isk/ re turn cha rac te r is t ic s . Through proper d iv e rs i f ic a t io n ,  the increased 
c re d i t  r is k  can la rge ly  be elim inated. Also, Baa and BBB rated bonds are 
considered investment grade by the ra t ing services themselves, and, in any 
event, are frequently considered upgrade candidates to the A ra t in g .
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2. Companies must have paid dividends fo r three consecutive years p r io r  to
purchase. This, obviously, excludes a large universe o f non-dividend 
paying companies. While a portion o f th is  universe is represented by 
companies who are unable, due to poor f inanc ia l cond it ion , to pay d iv i­
dends, another large port ion of th is  universe is represented by very high 
q u a l i ty  companies, with very rapid earnings growth rates and high rates of 
re tu rn , where earnings can be more p r o f i t a b i l i t y  reinvested in the business
than paid out to stockholders in the form of dividends.

3. Ten percent maximum investment in fore ign secu r i t ie s - twenty and even ten 
years ago, th is  would have been considered a ra ther l ib e ra l po l icy since 
the absolute number o f fore ign secu r i t ie s  ava ilab le to domestic investors 
was qu ite l im ited  in number, and fu r th e r l im ited  by chronic i l l i q u i d i t y .  
Today, a l l th is  has changed. The g loba liza t ion  o f the secu r i t ies markets 
is  expanding geometrically and the returns ava ilab le from fore ign inves t­
ments frequently exceed, to a dramatic degree, those returns ava ilab le 
domestically.

4. A-l and P-l commercial paper only - since 85% of a l l commercial paper
issued is  rated e i th e r A-l or P-l or both, th is  is not much o f a r e s t r ic ­
t io n  and i t  is h igh ly u n l ik e ly  that*a money manager would invest in any­
thing other than th is  A-l/P-1 rated commecial paper, in any event.

5. 50% maximum investments in stocks and bonds - This, perhaps more than any 
other r e s t r ic t io n ,  in h ib i ts  the fund's a b i l i t y  to maximize i t ' s  return 
consistent w ith i t s  perceived level of acceptable r is k . With the explosion 
in the number and va r ie ty  of a lte rna t ive  investment vehicles ava ilab le 
today, and the enormous returns pe r io d ica l ly  ava ilab le from those securi­
t ie s ,  i t  is  important fo r any fund to maximize i t ' s  po ten tia l exposure to 
as many of these vehicles as possible.

6. Five percent maximum in any one name - th is  f a l l s  under the category of a 
re s t r ic t io n  tha t is  unnecessary since i t  would be h igh ly unusual fo r  any 
money manager to concentrate a secu rity holding to any degree greater than 
5%. I t  would ca l l in to  question the prudence of such a move and imply a 
lack o f s u f f ic ie n t d iv e rs i f ic a t io n .

7. Investments must be l is te d  on a SEC reg istered exchange - th is  re s t r ic t io n  
amounts to l im i t in g  investments to secu r i t ie s  l is te d  on the New York or 
American Stock Exchange since NASDAQ (over-the-counter) is  not te chn ica l ly  
reg is tered as an exchange with the SEC. The NASDAQ over-the-counter market 
is  an enormous and rap id ly  growing market and obviously is  an a t t ra c t iv e  
source of potentia l investment. Again, whereas perhaps 20 years ago over- 
the-counter secu rit ies were synonomous with small, r is k y  investments, th is  
is  simply not true today. The nature of the market has sh i f te d , but many 
funds have fa i le d  to adjust old re s t r ic t io n s  to re f le c t  the new re a l i t ie s  
o f the market place.
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Jim, I hope the above observations and comments are useful to you in your 
e f f o r t  to bring the law governing your fund more in l in e  with the current 
market environment. I commend you fo r  your e f f o r t  and hope you are successful 
in your endeavor. I f  you have any add itiona l questions or i f  I can provide you 
with any add it iona l in formation, please do not hes ita te to ca l l me.

/

Donald B. Sallee
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J i m :  I  m i g h t  r u n  b a c k  j u s t  a  l i t t l e  b i t  i n  t i m e .  W h e n  I  c a m e

u p  h e r e  i n  J u n e  o f  1 9 8 3 ,  I  a s k e d  t o  s e e  t h e  s t a t u t e  l a w s  

c o n c e r n i n g  i n v e s t m e n t s .  I  w e n t  o v e r  t h o s e  a n d  I  t o l d  M i l t ,  " A  

l o t  o f  t h o s e  l a w s  s h o u l d n ' t  b e  t h e r e ,  t h e y ' r e  w r o n g ,  b u t  f o r  

t h e  n e x t  c o u p l e  o f  y e a r s  t h e y  w o n ' t  b o t h e r  u s . "  I  w o u l d  h a v e  

p r e f e r r e d  t o  s e e  t h e m  c h a n g e  l a s t  y e a r  b u t  w e  c o u l d n ' t  g e t  o n  

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

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

w o u l d n ' t  h u r t  u s  f o r  t h e  f i r s t  c o u p l e  o f  y e a r s  b e c a u s e  w e  w e r e  

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

r e s t r i c t i o n s  w o u l d n ' t  n e c e s s a r i l y  b e  a  r e s t r a i n t  i n  e a r l y  

y e a r s .  B u t  e v e n t u a l l y  t h e y  w o u l d  b e  a  r e s t r a i n t ,  a n d  t h e y  a r e  

g e t t i n g  t o  b e  a  r e s t r a i n t ,  a n d  w e  d o  n e e d  s o m e  c h a n g e s  n o w .

O u r  e q u i t y  p e r c e n t a g e s  a r e  u p  n o w ,  a n d  w e  a r e  g e t t i n g  m o r e  

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

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

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

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

l e v e l s  w e  h a v e  t o d a y .  W e ' r e  n o t  g o i n g  t o  s e e  a  r e p e a t  o f  

t h a t .  T h e y ' r e  n o t  g o i n g  t o  d r o p  d o w n  t o  1  p e r c e n t  n o w .  S o  

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

b e h i n d  u s .  S e c o n d ,  w e ' v e  h a d  a  h u g e  r i s e  i n  t h e  s t o c k  m a r k e t  

s i n c e  A u g u s t  o f  1 9 8 2 ,  o n e  o f  t h e  g r e a t  b u l l  m a r k e t s  i n  o u r  

h i s t o r y .  I t ' s  b e e n  r u n n i n g  f o r  a l m o s t  f o u r  a n d  o n e - h a l f  y e a r s  

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

m o r n i n g ,  h o w  m u c h  i t ' s  g o n e  u p .  T h a t  t o o  i s  n o t  g o i n g  t o  

c o n t i n u e .  D o n ' t  l o o k  f o r  t h a t  f o r  t h e  n e x t  c o u p l e  o f  y e a r s .

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

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

H o w  b i g  t h e  b u b b l e  g e t s  b e f o r e  i t  b u r s t s  i s  o p e n  t o  q u e s t i o n .  

Y o u  n e v e r  k n o w  u n t i l  t h e  b u b b l e  b u r s t s .  S o  w e ' r e  n o t  g o i n g  t o  

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

m a r k e t s  w e ' v e  h a d  t h e  h u g e  d e c l i n e  i n  t h e  f o r e i g n  e x c h a n g e  

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

i n c r e a s e  i n  a l l  o f  o u r  f o r e i g n  r e t u r n s .  M u c h  o f  o u r  h i g h  

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

E v e n t s  w h i c h  a r e  r a r e  o c c u r r e n c e s  a n d  w h i c h  c a n n o t  b e  e x p e c t e d  

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

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

y e a r s  i s  t h a t  w e  a r e  g o i n g  t o  h a v e  t o  w o r k  a  l o t  h a r d e r  t o  g e t  

a  g o o d  r a t e - o f - r e t u r n .  W e  a r e  n o t  g o i n g  t o  b e  s w e p t  a l o n g  b y  a  

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

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

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

a r e  a t  i t  a n d  w h a t ' s  e v e n  m o r e  i m p o r t a n t  i s  h o w  m u c h  f r e e d o m  w e  

w i l l  h a v e  t o  p i c k  a n d  c h o o s e .  U n f o r t u n a t e l y ,  w e  f r e q u e n t l y  

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

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

l a w  d o e s n ' t  a l l o w  u s  t o  d o  i t .  N o w  i s  t h e  t i m e  w h e n  t h o s e  

s t a t u t o r y  r e s t r i c t i o n s  g e t  v e r y  b i n d i n g  a n d  t h e y ' r e  g o i n g  t o  b e  

h u r t i n g  o u r  r a t e - o f - r e t u r n  o v e r  t h e  n e x t  f e w  y e a r s .  O u r

1



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

r e s t r i c t i o n s .  W e  h a v e  m e a s u r e m e n t s  f r o m  s o m e  o f  t h e m  o f  h o w  

m u c h  o u r  r a t e - o f - r e t u r n  h a s  b e e n  r e d u c e d  b y  t h e  s t a t u t o r y  

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

d i s c r e t i o n .  O u r  c o n c e r n  o v e r  t h e  r a t e s - o f - r e t u r n  o f  t h e  

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

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

r e l y ,  u n d e r  t h e  l a w ,  o n  t h e  e m p l o y e r s '  p r o m i s e  t o  p a y  t h e  

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

e m p l o y e r s '  o b l i g a t i o n  t o  p a y  i s  n o t  c o n d i t i o n e d  o n  t h e  a d e q u a c y  

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

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

t h e n  t h e  p a y m e n t  o f  t h e  p e n s i o n  b e n e f i t s  b e g i n s  t o  d e p e n d  

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

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

a m o u n t s .  O n e  w o u l d  l i k e  t o  b e l i e v e  t h a t  p r o m i s e s  m a d e  b y  

g o v e r n m e n t s  w i l l  a l w a y s  b e  k e p t ,  b u t  h i s t o r y  e x h i b i t s  t o o  m a n y  

e x c e p t i o n s .  A  p r o m i s e  t o  p a y  y o u  i s  n o t  a s  c e r t a i n  a n  e v e n t  a s  

h a v i n g  t h e  c a s h  i n  y o u r  h a n d .  C o n s e q u e n t l y ,  t h e  b e s t  s e c u r i t y  

t h a t  p e n s i o n  b e n e f i c i a r i e s  h a v e  c o n c e r n i n g  t h e  c e r t a i n t y  o f  

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

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

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

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

t
T h e  s i z e  o f  t h e  p e n s i o n  f u n d s  a r e  p r i m a r i l y  d e p e n d e n t  o n  

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

y e a r s  2 5  p e r c e n t  t o  2 0  p e r c e n t  o f  t h e  i n c r e a s e s  i n  t h e  a m o u n t  

o f  t h e  r e t i r e m e n t  f u n d s  h a s  c o m e  f r o m  n e w  c o n t r i b u t i o n s ,  

w h e r e a s  7 0  p e r c e n t  t o  7 5  p e r c e n t  h a s  c o m e  f r o m  i n v e s t m e n t  

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

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

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

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

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

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

o b j e c t i v e s .  W e  c a n n o t  b e  e x p e c t e d  t o  s u c c e s s f u l l y  c o m p e t e  

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

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

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

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

n e c e s s a r y  j u s t  t o  s t r a i g h t e n  o u t  t h e  s t a t u t e s .  P r o b a b l y  a s  a  

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

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

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

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

e a c h  f u n d ' s  s t a t u t e  w h a t  y o u  h a d  s a i d  i n  t h e  o t h e r  o n e s .  S o  i t  

b e c a m e  a  l a r g e  s t a c k  o f  p a g e s ,  4 0  s o m e  p a g e s ,  w h i c h  s h o u l d n ' t  

b e  n e c e s s a r y ,  b u t  t h a t  i s  t h e  w a y  w e  h a v e  t o  d o  t h i n g s .

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

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

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

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

s t a t e  c e r t a i n  t h i n g s .  W h o  i s  r e s p o n s i b l e  f o r  w h a t ?  W h a t  a r e  

t h e  r e s p o n s i b i l i t i e s ?  I t ' s  p r e t t y  w i s h y - w a s h y  i n  t h e  e x i s t i n g  

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

n o t h i n g  i n  t h e  s t a t u t e s  t h a t  r e q u i r e s  i t .  F o r  t h e  l a s t  f e w  

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

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

I  h o p e  y o u  f i n d  t h e m  u s e f u l .  B u t  t h e r e  i s  n o t h i n g  i n  t h e  

s t a t u e s  t h a t  r e q u i r e s  t h a t  i t  b e  d o n e .  A n d  w e  w o u l d  l i k e  t o  

p u t  t h a t  i n  t h e r e ,  t h a t  t h e  c o m m i s s i o n e r  m u s t  r e n d e r  t h e s e  

r e p o r t s  t o  t h e  b o a r d s .

( C o m m e n t s  b y  b o a r d  m e m b e r s  c o n c e r n i n g  t h e  l a c k  o f  d a t a  

p r e v i o u s l y  f u r n i s h e d  t o  t h e m . )

A n d  t h e y  c o u l d  a l w a y s  g o  b a c k  t o  t h a t .  Y o u  c o u l d  g e t  a n o t h e r  

c o m m i s s i o n e r  o r  s o m e o n e  w h o  s a y s ,  I  d o n ' t  w a n t  t o  b o t h e r  w i t h  

t h i s  a n y  m o r e .  S o ,  I ' d  r a t h e r  h a v e  i t  b e  p u t  i n  t h a t  s t a t u t e s  

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

s t a t u t e s  t h a t  t h e  f u n d s  w i l l  b e  a u d i t e d  i n d e p e n d e n t l y  b y  a n  

o u t s i d e  C P A  f i r m .  T h a t  i s  f o r  y o u r  s e c u r i t y ,  a s  w e l l  a s  t h e  

s t a t e ' s  a n d  e v e r y o n e  e l s e  c o n c e r n e d ,  t h a t  t h e r e  s h o u l d  b e  a n  

i n d e p e n d e n t  o u t s i d e  a u d i t .  I t ' s  n o t  r e q u i r e d  c u r r e n t l y .  W e  

h a p p e n  t o  d o  i t ,  b u t  t h e r e  i s  n o  l a w  t h a t  r e q u i r e s  t h a t  w e  d o  

i t  s o  i t  c o u l d  b e  a b a n d o n e d  a t  a n y  t i m e .  T h e r e ' s  a  l o t  o f  

m o n e y  i n v o l v e d  h e r e .  W e  h a v e  o v e r  $ 3  b i l l i o n  j u s t  b e t w e e n  t h e  

t w o  b o a r d s  s i t t i n g  h e r e  t o d a y .  I  b e l i e v e  i t  s h o u l d  b e  a u d i t e d  

b y  s o m e b o d y  o t h e r  t h a n  i n - h o u s e  a u d i t o r s .

T h e  n e w  s t a t u t e s  s p e l l  o u t  w h a t  t h e  c u r r e n t  s t a t u t e s  d o  n o t ,  

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

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

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

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

l a w ,  t h a t  t h e y  a r e  f i d u c i a r y  t r u s t s .  B u t  w h y  g o  t h r o u g h  a  

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

s a y  t h a t  i t  i s  a  f i d u c i a r y  t r u s t .  T h e  v i r t u e  o f  t h e  c h a n g e  i s ,  

i f  i t ' s  a  t r u s t  f u n d  a n d  t h e  c o m m i s s i o n e r  i s  a  f i d u c i a r y ,  t h e n  

y o u  c a n ' t  i n v a d e  t h e  t r u s t  f u n d  f o r  o t h e r  p u r p o s e s .  T h e  

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

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

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

a  l o t  o f  m o n e y .  I  h o p e  t h a t  s i t u a t i o n  w i l l  n e v e r  a r i s e ,  b u t  

w h y  t a k e  t h e  c h a n c e ?  W e ' v e  s e e n  i t  a r i s e  i n  a  f e w  s t a t e s  

( O k l a h o m a ,  T e x a s ,  a n d  N e w  Y o r k )  a n d  s o m e  o t h e r  s t a t e s  a r e  

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

p e n s i o n  f u n d s  s a y i n g ,  w e l l ,  w e  n e e d  t h e  m o n e y  a n d  w e ' l l  g i v e  

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

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

f i d u c i a r y .  T h a t  i t ' s  n o t  h i s  m o n e y ,  i t ' s  n o t  t h e  

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

p u t  i t  i n  t h e  t r u s t  f u n d ,  t h e y ' v e  l o s t  c o n t r o l  o f  i t .  I t  n o w  

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

t o u c h e d .  A n d  I  t h i n k  w e  s h o u l d  m a k e  t h a t  c l e a r  i n  t h e  s t a t u t e s .

A n o t h e r  c h a n g e  w e  w a n t  t o  m a k e  c o n c e r n s  t h e  s o - c a l l e d  p r u d e n t  

m a n  r u l e .  O f  c o u r s e ,  f o r  u s ,  i t ' s  a  p r u d e n t  i n s t i t u t i o n a l  

i n v e s t o r  r u l e ,  w h i c h  i s  w h a t  i s  i n  t h e  s t a t u t e s  c u r r e n t l y .

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

o t h e r  t h i n g s - - y o u  m a y  d o  t h i s ,  y o u  m a y  n o t  d o  t h i s — a n d  s o m e  o f  

t h o s e  r e s t r i c t i o n s  a r e  c o n t r a r y  t o  t h e  r e q u i r e m e n t  t h a t  y o u  b e  

p r u d e n t .  O n e  r e q u i r e m e n t  t e l l s  u s  t h a t  w e  m u s t  b e  p r u d e n t ,  

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

c a n ' t  d o  i t ,  o r  w e  m u s t  d o  s o m e t h i n g  t h a t  i s  i m p r u d e n t .  H a v i n g  

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

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

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

o f  c h a n g e s  w e  a r e  s e e k i n g .  O n e  i s  t o  r e m o v e  a  l o t  o f  t h o s e  

s e l f - d e f e a t i n g  r e s t r i c t i o n s ,  a n d  I ' l l  r e v i e w  s o m e  o f  t h e m  

l a t e r .  A n d  t h e  o t h e r  i s  t o  s t r e n g t h e n  t h e  p r u d e n t  m a n  

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

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

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

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

r u n n i n g  a  m i l l i o n  d o l l a r s  i n  t r u s t  f u n d s  f o r  4 7 ,  o r  1 4 7 ,  

d i f f e r e n t  c l i e n t s ,  n o n e  o f  w h i c h  h a v e  m o r e  t h a n  $ 5 0 , 0 0 0 ,  a n d  

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

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

T e c h n i c a l l y ,  t h a t  m e e t s  t h e  d e f i n i t i o n  o f  a n  i n s t i t u t i o n a l  

i n v e s t o r ,  b u t  t h a t ' s  n o t  a  h i g h  e n o u g h  s t a n d a r d  f o r  o u r  l a r g e  

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

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

s o - c a l l e d  p r u d e n t  e x p e r t  r u l e .  A n d  t h a t ' s  w h y  w e  w a n t  t o  

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

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

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

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

o r  c o n f u s e d  w i t h  o t h e r  s t a t e  m o n i e s .  A n d  w e  w a n t  t h e  

r e q u i r e m e n t  i n  t h e r e  t h a t  i n  m a k i n g  t h o s e  p r u d e n t  d e c i s i o n s  o n e  

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

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

t h e  i n v e s t m e n t  o b j e c t i v e s .  T h e r e ' s  n o t h i n g  i n  t h e r e  c u r r e n t l y  

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

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

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

r e q u i r e m e n t  w o u l d  a p p l y  t o . )
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J i m :  T o  a l l  t h e  s t a f f  m e m b e r s  o f  t h e  p o r t f o l i o  m a n a g e m e n t

s e c t i o n .  W e  a c t u a l l y  m o v e d  t o  t h a t  r e q u i r e m e n t  s o m e  t i m e  a g o ,  

a n d  i t ' s  r e q u i r e d  n o w  i n  o u r  p o s i t i o n  q u a l i f i c a t i o n  s t a n d a r d s .  

W e ' r e  a l l  m e m b e r s  o f  i n v e s t m e n t  a n a l y s t s  s o c i e t i e s . T h e  o n l y  

p e r s o n  w h o  i s n ' t  i s  t h e  n e w  m a n ,  S t e v e .  H e ' s  i n  t h e  o n l y  

p o s i t i o n  w h e r e  y o u  d o n ' t  h a v e  t o  b e  a  m e m b e r  u p o n  j o i n i n g  t h e  

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

y o u ' r e  f i r e d .  T h e y  o n l y  g i v e  e x a m s  o n c e  a  y e a r  s o  h e  h a s  o n l y  

t w o  c h a n c e s  t o  p a s s  t h e  e x a m s  a n d  b e  a c c e p t e d  b y  a  s o c i e t y  a s  a  

m e m b e r ,  o r  h e ' l l  b e  f i r e d  b e c a u s e  y o u  m u s t  m a k e  i t  w i t h i n  t w o  

c a l e n d a r  y e a r s — f o r  t h a t  p o s i t i o n .  A l l  t h e  o t h e r  p o s i t i o n s  

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

o f  t h e  F i n a n c i a l  A n a l y s t s  F e d e r a t i o n .

( Q u e s t i o n  b y  b o a r d  m e m b e r  a s  t o  w h e t h e r  i t  w o u l d  a p p l y  t o  t h e  

d e p u t y  c o m m i s s i o n e r  o f  r e v e n u e . )

J i m : N o .  B u t  i t  a p p l i e s  t o  e v e r y b o d y  i n  p o r t f o l i o

m a n a g e m e n t .  S o ,  w e  w a n t  t h e  f u n d s '  p u r p o s e  a n d  t h e  f u n d s '  

o b j e c t i v e s  t o  b e  i n c l u d e d  i n  t h e  s t a t u t o r y  c o n s i d e r a t i o n s .  A n d  

w e  w a n t  a n  a b s o l u t e  r e q u i r e m e n t  ( t h e r e  i s n ' t  a n y  r i g h t  n o w )  o n  

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

t h a t  h e  m u s t  c o n s i d e r  t h e  s t a t u s  o f  t h e  f u n d s '  i n v e s t m e n t s  a n d  

t h e  s y s t e m ' s  l i a b i l i t i e s .  O n e  h a s  t o  l o o k  a t  t h e  w h o l e  p r o b l e m  

o f  t h e  s y s t e m ,  w h a t  t h e  i n v e s t m e n t  a s s e t s  a r e ,  a n d  w h a t  t h e  

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

c o n s i d e r e d  n o t  o n l y  o n  t h e  b a s i s  o f  h o w  t h e y  l o o k  t o d a y ,  b u t  o f  

h o w  t h e y  a r e  p r o b a b l y  g o i n g  t o  l o o k  i n  t h e  f u t u r e .  T o d a y  

e v e r y t h i n g  m a y  b e  a l l  r i g h t .  B u t  o n e  h a s  t o  f o r e s e e  t h e  

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

i n ,  t h a t  i t  m u s t  b e  t a k e n  i n t o  c o n s i d e r a t i o n  b y  t h e  

c o m m i s s i o n e r .

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

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

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

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

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

o t h e r  p e o p l e  a r e  s i m i l a r l y  e n d o w e d  w i t h  t h a t  k n o w l e d g e .  Y e t .  

o n  t h e  o t h e r  h a n d ,  h e ' s  p o l i t i c a l l y  a p p o i n t e d . )

M i l t :  W e l l ,  a s  l o n g  a s  h e  i s  a b l e  t o  d e l e g a t e  t h a t

r e s p o n s i b i l i t y  t o  p e o p l e  w h o  d o  h a v e  t h a t  e x p e r t i s e ,  I  t h i n k  

t h a t  t a k e s  c a r e  o f  t h e  p r o b l e m .

( Q u e s t i o n  b y  a  b o a r d  m e m b e r  a s  t o  w h e t h e r  t h e  c o m m i s s i o n e r  

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

M i l t : H e  c e r t a i n l y  d o e s .  O t h e r w i s e  t h e  s t a f f  a n d  t h e  e x t e r n a l

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

t h e y  d o .  T h o s e  d e l e g a t i o n s  a r e  o n  f i l e  a n d  a r e  s h o w n  i n  t h e
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G e n e r a l  I n v e s t m e n t  P o l i c i e s  s t a t e m e n t .

J i m :  A n o t h e r  r e q u e s t e d  c h a n g e  i s  a  r e q u i r e m e n t  t o  d e t e r m i n e

t h e  a p p r o p r i a t e  i n v e s t m e n t  o b j e c t i v e s  t o  f i t  t h o s e  

c i r c u m s t a n c e s .  T h e r e  i s  c u r r e n t l y  n o  r e q u i r e m e n t  t h a t  t h e r e  b e  

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

a n y t h i n g .  I t ' s  a  m a j o r  o m i s s i o n .  A n  a d d i t i o n a l  r e q u i r e m e n t  

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

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

t h o s e  o b j e c t i v e s .  W e  c o n s i d e r  t h o s e  t h r e e  e l e m e n t s  a s  b e i n g  

v e r y  i m p o r t a n t ,  w h a t ' s  t h e  p u r p o s e  o f  t h e  f u n d ,  w h a t  a r e  t h e  

o b j e c t i v e s  w e ' r e  t r y i n g  t o  a c h i e v e ,  a n d  w h a t  i s  t h e  i n v e s t m e n t  

p o l i c y  t h a t  w i l l  s e r v e  t h a t  o b j e c t i v e .  I t  i s  t h e  n o r m a l ,  

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

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

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

a n d  s a y ,  t o  h e c k  w i t h  a l l  t h a t ,  w e ' l l  d o  w h a t  w e  f e e l  l i k e  a t  

t h e  m o m e n t .

A n o t h e r  c h a n g e  w e ' v e  p u t  i n  t h e  s t a t u t e s  i s  t h a t  t h e  

c o m m i s s i o n e r  s h a l l  a c t  o n l y  i n  t h e  b e s t  f i n a n c i a l  i n t e r e s t  o f  

t h e  b e n e f i c i a r i e s .  N o t h i n g  e l s e  s h o u l d  b e  t a k e n  i n t o  

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

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

i n t e r e s t  o f  t h e  b e n e f i c i a r i e s .

( C o m m e n t  b y  a  b o a r d  m e m b e r :  " I  w o u l d  l i k e  t o  s e e  a  g o v e r n o r

w h o  s a y s  o k a y  t o  t h a t . " )

J i m :  I t  i s  a  v e r y  i m p o r t a n t  r e q u i r e m e n t  i n  a  p l a c e  w h e r e  t h e r e

i s  a  c r o s s r o a d s  b e t w e e n  t h e  s t a t e ' s  a d m i n i s t r a t i o n  a n d  t h e  

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

c o m m i s s i o n e r ' s  a c t i o n s  r e g a r d i n g  t h e s e  f u n d s  i s  g o i n g  t o  b e  

b a s e d  o n l y  o n  t h e  b e s t  f i n a n c i a l  i n t e r e s t  o f  t h e  

b e n e f i c i a r i e s .  M a k e  i t  a b s o l u t e l y  c l e a r  i n  t h e  s t a t u t e s .

( C o m m e n t  b y  a  b o a r d  m e m b e r :  " T h a t  w o u l d  t a k e  p r e s s u r e  o f f  t h e

o n e s  d o i n g  i t . " )

J i m :  I t  w o u l d ,  a n d  w e  k n o w  h o w  w i d e s p r e a d  t h e  p o t e n t i a l

t h r e a t s  c a n  b e .  F o r t u n a t e l y ,  f o r  t h e  l a s t  f e w  y e a r s ,  t h e r e  

h a s n ' t  b e e n  t h a t  s o r t  o f  p r e s s u r e .  B u t  w e  a l l  k n o w  a b o u t  t h e  

f i n a n c i a l  c o n d i t i o n  t h e  S t a t e  i s  g e t t i n g  i n t o ,  a n d  s o m e b o d y  i s  

g o i n g  t o  l o o k  a r o u n d  s o m e  d a y  a n d  s a y ,  h e y ,  t h e r e ' s  $ 3  b i l l i o n  

o v e r  t h e r e  i n  t h e  p e n s i o n s  f u n d s .  S o o n e r  o r  l a t e r  t h e y ' r e  

g o i n g  t o  c o m e  k n o c k i n g  o n  t h e  d o o r .  I f  w e  c a n  g e t  i t  i n  t h e  

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

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

( C o m m e n t s  b y  a  b o a r d  m e m b e r :  " W h e n  y o u  t h i n k  a b o u t  i t ,  y o u

w o u l d  g e t  p u b l i c  s u p p o r t  i n  c l o s i n g  t h e  d o o r . " )
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J i m :  I  c h i n k  n o w  I  s h o u l d  r e v i e w  w i t h  y o u  s o m e  o f  t h e

p a r t i c u l a r  s t a t u t o r y  r e s t r i c t i o n s  w h i c h  w e  a r e  s e e k i n g  t o  

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

l i m i t  o f  n o  m o r e  t h a n  5 0  p e r c e n t  i n  c o r p o r a t e  i s s u e s  ( t h a t  

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

m o r n i n g ' s  p r e s e n t a t i o n  t h a t  w e  e x p e c t  t o  b e  a t  4 0  p e r c e n t  i n  

c o m m o n  s t o c k s  ( i n c l u d i n g  d o m e s t i c  a n d  i n t e r n a t i o n a l )  a n d  9 

p e r c e n t  i n  c o r p o r a t e  b o n d s  b y  t h e  J u n e  3 0  e n d  o f  t h i s  f i s c a l  

y e a r .  W e ' l l  b e  w i t h i n  1  p e r c e n t  o f  t h e  l i m i t ,  s o  f r o m  t h a t  

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

Y o u ' v e  a l r e a d y  s e e n  w h a t  t h e  o t h e r  p u b l i c  a n d  c o r p o r a t e  p e n s i o n  

f u n d s  a r e  d o i n g ,  t h e y  h a v e  h i g h e r  p e r c e n t a g e s  i n  e q u i t i e s —  

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

b o n d s ,  t h e i r  p e r c e n t a g e s  a r e  e v e n  J t i i g h e r .  T h i s  h a s  p u t ,  a n d  

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

T h e r e ' s  n o  g o o d  r e a s o n  f o r  t h e  5 0  p e r c e n t  l i m i t a t i o n .

C o n s i d e r i n g  h o w  m u c h  o u r  m o r t g a g e s  h a v e  s h r u n k ,  i t  m e a n s  t h a t  

w e ' r e  g o i n g  t o  h a v e  t o  k e e p  3 5  p e r c e n t  t o  4 0  p e r c e n t  i n  

g o v e r n m e n t  b o n d s  a t  a l l  t i m e s ,  a n d  t h a t ' s  t h e  l o w e s t  y i e l d i n g  

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

f o r  t h e  p a s t  t h r e e  y e a r s  r u n n i n g  n o w  h a v e  b e e n  1 )  i n t e r n a t i o n a l  

e q u i t i e s ,  2 )  c o m m o n  s t o c k s ,  a n d  3 )  c o r p o r a t e  b o n d s ,  a n d  a l l  o f  

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

a r e  t h e  o n e s  o n  w h i c h  w e ' r e  a p p r o a c h i n g  t h e  5 0  p e r c e n t  l i m i t ,  

s o  w e  c a n ' t  g o  a n y  f u r t h e r .  W e  h a . v e  t o  g e t  r i d  o f  t h a t  

r e s t r i c t i o n .  T h e r e  i s  n o  s e n s e  t o  i t .  W e  a l s o  h a v e  a  5  

p e r c e n t  v o t i n g  s t o c k  l i m i t a t i o n .  T h a t  r e f l e c t s  a n  o l d  S E C  

s t a n d a r d ,  t h a t  i f  y o u  h a v e  o v e r  5  p e r c e n t  o f  a  c o m p a n y ' s  s t o c k ,  

t h e n  y o u ' r e  a  m a j o r  h o l d e r  a n d  y o u  h a v e  t o  r e p o r t  e v e r y  

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

E x c h a n g e  C o m m i s s i o n  l a w s .  I  c a n ' t  e v e n  r e c a l l  a  c a s e ,  a f t e r  a  

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

i n v e s t m e n t  m a n a g e r  a c t i n g  i n  a  t r u s t  c a p a c i t y ,  e v e r  a c q u i r e d  

a n y w h e r e  n e a r  5  p e r c e n t  o f  a n  i s s u e r ' s  p u b l i c  s t o c k .  I t  w o u l d  

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

h a v e  s u c h  a  l a r g e  p i e c e  t h a t  i t  w o u l d  n o  l o n g e r  b e  l i q u i d .  Y o u  

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

d o n ' t  e v e n  c o m e  c l o s e  t o  t h e  5  p e r c e n t  l i m i t .  B u t  w e  w o u l d  b e  

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

v e n t u r e  c a p i t a l  d e a l s  o r  p r i v a t e  p l a c e m e n t s .  O n e  c o u l d  e n d  u p ,  

p a r t i c u l a r l y  i n  v e n t u r e  c a p i t a l  d e a l s ,  w i t h  m o r e  t h a n  5  p e r c e n t  

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

s t o c k ,  t h e y  j u s t  s a y  y o u  c a n  n o t  h o l d  m o r e  t h a n  5  p e r c e n t  o f  a  

s t o c k .  W e  w o u l d  l i k e  t h a t  r e m o v e d .  I t ' s  n o t  t h a t  w e  a r e  g o i n g  

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

u s e f u l  p u r p o s e .  I f  w e  w e r e  g o i n g  i n t o  a  v e n t u r e  c a p i t a l  

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

w a s  t o  b e  m o r e  t h a n  5  p e r c e n t ,  w e  w o u l d  h a v e  t o  l e t  t h e  o t h e r  

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

i n a b i l i t y  t o  e x c e e d  5  p e r c e n t .  S i n c e  t h e  e q u i t y  p o r t i o n  o f  

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

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

l i m i t a t i o n  r e m o v e d .

T h e r e  i s  a n o t h e r  o u t d a t e d  r e q u i r e m e n t  t h a t  w e  c a n  o n l y  i n v e s t  

i n  s t o c k s  t h a t  a r e  l i s t e d  o n  t h e  s t o c k  e x c h a n g e ,  t h a t  i s  t h e  

N e w  Y o r k  S t o c k  E x c h a n g e  a n d  t h e  A m e r i c a n  S t o c k  E x c h a n g e .  T h o s e  

a r e  t h e  o n l y  s t o c k s  w e  c a n  b u y .  T h e r e  i s  o n l y  o n e  e x c e p t i o n ,  

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

c e r t a i n  m i n i m u m  a m o u n t  o f  c a p i t a l .  A l l  o f  o u r  s t o c k  m a n a g e r s ,  

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

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

t h e y  h a v e  t o  s t a y  i n  s t o c k  e x c h a n g e  s t o c k s .  T w e n t y  y e a r s  a g o  

t h e  N A S D  o v e r - t h e - c o u n t e r  m a r k e t  w a s  a  l o w  v o l u m e  a n d  t h i n l y  

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

b o u g h t ,  a n d  y o u  d i d n ' t  k n o w  i f  t h e  p r i c e  w a s  f a i r .  B u t  t h e  

N A S D A Q  n o w  i s  a s  l a r g e  i n  v o l u m e ,  a c t u a l l y  l a r g e r  f r e q u e n t l y ,  

t h a n  t h e  N e w  Y o r k  S t o c k  E x c h a n g e .  I t  h a s  s o m e  o f  t h e  l a r g e r ,  

b e t t e r  k n o w n  c o m p a n i e s  i n  t h e  n a t i o n  o n  i t ,  m a n y  o f  w h i c h  d o n ' t  

i n t e n d  t o  l i s t  o n  t h e  e x c h a n g e s .  T o d a y  t h e  N A S D A Q  i s  a  l a r g e ,  

w e l l - d e v e l o p e d  m a r k e t ,  b u t  w e  c a n ' t  h o l d  a n y  s t o c k s  t h a t  a r e  o n  

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

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

y e a r  w e r e  t h r e e  t h a t  w e  c o u l d n ' t  h o l d  b e c a u s e  o f  t h e s e  

r e s t r i c t i o n s .  E i t h e r  i t  w a s n ' t  o n  t h e  s t o c k  e x c h a n g e ,  o r  i t  

h a d n ' t  p a i d . d i v i d e n d s  f o r  t h e  p r e v i o u s  t h r e e  y e a r s .

T h a t ’ s  t h e  n e x t  r e s t r i c t i o n  I  w a n t  t o  d i s c u s s .  W e  c a n n o t  

p u r c h a s e  a  s t o c k  i f  t h e  c o m p a n y  h a s n ' t  b e e n  p a y i n g  d i v i d e n d s  

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

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

c o m p a n y ,  i t  s h o u l d  b e  p a y i n g  d i v i d e n d s ,  a n d  i f  i t  h a s n ' t  b e e n  

p a y i n g  d i v i d e n d s  f o r  a t  l e a s t  t h r e e  y e a r s ,  i t  i s n ' t  a  h e a l t h y  

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

p a r t i c u l a r l y  a f t e r  t h e  ' 5 0 s .  N e w e r  c o m p a n i e s ,  o r  e v e n  o l d e r  

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

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

d i v i d e n d s  o r  n e v e r  s t a r t  p a y i n g  d i v i d e n d s .  T h e  r a t i o n a l e  w a s ,  

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

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

a  s t r o n g  d e m a n d  f o r  y o u r  g o o d s ,  y o u  n e e d  a l l  t h e  m o n e y  y o u  

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

t h e  s t o c k h o l d e r s  w h e n  t h e y  a r e  g o i n g  t o  h a v e  t o  p a y  t a x  o n  i t  

a g a i n ,  i t ’ s  d o u b l e  t a x e d .  W e  c a n  i n v e s t  i t  f o r  t h e m  b a c k  i n t o  

t h e  b u s i n e s s  a t  h i g h e r  r a t e s - o f - r e t u r n  t h a n  t h e y  c a n  o b t a i n  i n  

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

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

d i v i d e n d s  i s  n o t  n e c e s s a r i l y  u n h e a l t h y .  B u t  o u r  s t a t u t e s  s a y  

t h a t  i f  t h e y  h a v e n ' t  b e e n  p a y i n g  d i v i d e n d s  f o r  t h r e e  y e a r s ,  y o u  

c a n ' t  b u y  t h e  s t o c k .  Y o u  m a y  r e m e m b e r  f r o m  o u r  l a s t  m e e t i n g ,  

t h e  f r u s t r a t i o n  o f  t h e  i n t e r n a t i o n a l  m a n a g e r s  o v e r  t h e  t h r e e  

y e a r  d i v i d e n d  r u l e .  W h e n  E n g l a n d  b e g a n  p r i v a t i z i n g ,  s e l l i n g  

o u t  c o m p a n i e s  w h i c h  h a d  b e e n  t a k e n  o v e r  b y  t h e  g o v e r n m e n t  a n d
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s o c i a l i z e d  w i t h i n  t h e  l a s t  2 0  y e a r s ,  t h e y  c o u l d n ' t  p u r c h a s e  t h e  

n e w  i s s u e s  b e c a u s e  t h e  c o m p a n i e s  d i d n ' t  d a y  d i v i d e n d s  w h i l e  

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

p u b l i c  c o m p a n y  a g a i n ,  b u t  w e  c o u l d n ' t  t o u c h  t h e  s t o c k .  I t ' s  a  

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

a n d  W a l e s .  B u t  w e  c o u l d n ' t  t o u c h  i t .  T h e  s a m e  s i t u a t i o n  w a s  

t r u e  f o r  B r i t i s h  G a s  a n d  B r i t i s h  A i r w a y s .  F r a n c e ,  I t a l y ,  N e w  

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

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

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

t h e  l a s t  1 0  o r  2 0  y e a r s  a n d  h a v e  a  l o n g  r e c o r d  g o i n g  b a c k  

b e f o r e  t h a t ,  w e  c a n ' t  t o u c h  t h e  s t o c k s  u n t i l  t h r e e  y e a r s  a f t e r  

t h e y  s t a r t  p a y i n g  d i v i d e n d s .  T h e r e  i s  n o  r e a l  s e n s e  t o  i t .

I t ' s  a  s i l l y  r u l e  a n d  i t  h a s  t o  g o .

W e  h a v e  a n o t h e r  s t a t u t o r y  r e s t r i c t i o n  t h a t  r e a l l y  d r i v e s  o u r  

s t a f f  u p  t h e  w a l l .  I t  s a y s  w e  c a n ' t  b u y  a  c o r p o r a t e  d e b t  i s s u e  

u n l e s s  i t  h a s  a  r a t i n g  o f  " A "  o r  b e t t e r  o n  i t .  A t  f i r s t  g l a n c e  

t h a t  m i g h t  s e e m  r e a s o n a b l e ,  b u t  a c t u a l l y  i t ' s  a n  i r r a t i o n a l  

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

e q u i t y ,  b e c a u s e  t h e  e q u i t y  o n l y  g e t s  t h e  r e s i d u e  o f  w h a t ' s  

l e f t .  D e b t  h a s  a  p r i o r  c l a i m .  W e  a r e  n o w  i n  t h e  p o s i t i o n  

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

b u y ,  b e c a u s e  t h e  d e b t  i s  n o t  " A "  r a t e d .  I n  o t h e r  w o r d s ,  w e  c a n  

t a k e  a  r i s k i e r  p o s i t i o n  o n  t h e  i n v e s t m e n t  b u t  n o t  a  l e s s  r i s k y  

p o s i t i o n .  W h e n  w e  w e r e  t r y i n g  t o  i n v e s t  t h e  l i t t l e  e n d o w m e n t  

f u n d s  a n d  w e  c o u l d n ' t  p u t  t h e m  w i t h  o u r  e q u i t y  m a n a g e r s  b e c a u s e  

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

i n t o  c o n v e r t i b l e  b o n d s .  B u t  w e  w e r e  t r a p p e d  b y  t h e  " A "  r a t e d  

r u l e .  T h e r e  a r e  n o t  m a n y  " A "  r a t e d  c o n v e r t i b l e  b o n d s  b e c a u s e  

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

o f  a  c o r p o r a t i o n .  H e r e  a g a i n ,  w e  c a n  b u y  t h e  s t o c k s  o f

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

" A "  r a t i n g  r e q u i r e m e n t .  T h e  w h o l e  t h i n g  i s  n o n - s e n s i c a l .  I t  

h a s  t o  g o .

( C o m m e n t :  " I t ' s  p r e t t y  m u c h  p i e c e  m e a l  t y p e  o f  l e g i s l a t i o n . " )

J i m :  Y e s .  I t  w a s  n o t  w e l l  t h o u g h t  o u t .  N o b o d y  t r i e d  t o  p u t

i t  t o g e t h e r  t o  s e e  i f  t h e  w h o l e  t h i n g  m a d e  s e n s e .  T h e r e  a r e  2 5  

s e c t i o n s  o f  t h i s  i n  t h e  s t a t u t e - - y o u  m a y  d o  t h i s ,  y o u  m a y  n o t  

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

A n o t h e r  r e s t r i c t i o n  s a y s  w e  c a n  o n l y  i n v e s t  i n  c o m m e r c i a l  p a p e r  

i f  i t  h a s  t h e  h i g h e s t  r a t i n g .  B u t  a s  p e o p l e  h a v e  p o i n t e d  o u t .  

o v e r  8 5  p e r c e n t  o f  a l l  t h e  c o m m e r c i a l  p a p e r  s o l d  i n  t h e  U . S .  

h a s  t h e  h i g h e s t  r a t i n g .  S o ,  t h a t ' s  n o t  r e a l l y  r e s t r i c t i v e  a t  

a l l .  W h a t ' s  t h e  p o i n t  o f  p u t t i n g  i t  i n ?  T h e r e  i s  n o n e .  O u r  

o w n  o p e r a t i n g  s t a n d a r d s  a r e  s o  h i g h  t h a t  w e  o n l y  i n v e s t  t o  t h e  

e x t e n t  o f  2  p e r c e n t  o f  t h e  c a p i t a l  o f  t h e  c o r p o r a t i o n  i s s u i n g  

t h e  p a p e r .  T h a t ' s  o u r  c u t - o f f  l i m i t ,  w h i c h  i s  m u c h  m o r e  

r e s t r i c t i v e  t h a n  a n y t h i n g  t h e y  h a v e  i n  t h e  s t a t u t e s .  W e  m i g h t
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o p e n  i t  u p  t o  3  p e r c e n t  o r  4  p e r c e n t  i f  w e  f e e l  i t ' s  n e c e s s a r y  

o r  d e s i r a b l e ,  b u t  w e ' r e  o p e r a t i n g  o n  a  s t a n d a r d  t h a t ' s  m u c h  

h i g h e r  t h a n  a n y t h i n g  r e q u i r e d  b y  t h e  s t a t u t e s .

W e  h a v e ,  a s  I  m e n t i o n e d  e a r l i e r ,  t h e  1 0  p e r c e n t  f o r e i g n  

i n v e s t m e n t  l i m i t a t i o n .  B y  J u n e  3 0  w e ' l l  a l m o s t  b e  a t  1 0  

p e r c e n t  a n d  w e  w o n ' t  b e  a b l e  t o  p u t  a n y  m o r e  m o n e y  i n t o  t h e  

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

c o n t i n u e  r i s i n g ,  w e ' l l  h a v e  t o  s t a r t  p u l l i n g  t h e  m o n e y  b a c k .

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

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

( a n d  I  k n o w  t h e r e  a r e  s o m e  s t r o n g  f e e l i n g s  o n  t h i s  s u b j e c t )  

t h a t  n o  o t h e r  p e n s i o n  f u n d  i n  t h e  U . S . ,  e x c e p t  f o r  o n e  u n i o n  

f u n d ,  e v e r  i n v e s t e d  i n  g o l d .  N o  e n d o w m e n t  f u n d s  i n v e s t e d  i n  

g o l d .  N o  f o u n d a t i o n  f u n d s  e v e r  i n v e s t e d  i n  g o l d .  A l l  o f  t h e m  

a r e  u n d e r  t h e  p r u d e n t  m a n  r u l e ,  a n d  n o  p r u d e n t  m a n a g e r  w o u l d  

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

p r u d e n t  i n v e s t m e n t .  S o  t h e y  d i d n ' t  t o u c h  i t .  I ' d  b e  d e l i g h t e d  

t o  r e m o v e  i t .  A n d  i f  i t  h a d n ' t  b e e n  i n  t h e  s t a t u t e s ,  i t  m i g h t  

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

I  h a v e n ' t  g o n e  o v e r  e v e r y  o n e  o f  t h e  2 5  s e c t i o n s ,  b u t  w h a t  I ' v e  

s a i d  s h o u l d  g i v e  y o u  s o m e  i d e a  o f  t h e  k i n d  o f  l i m i t a t i o n s  t h a t  

a r e  i n  t h e  s t a t u t e s  a n d  w h y  w e  n e e d  t o  r e m o v e  t h e m .

( Q u e s t i o n  b y  b o a r d  m e m b e r :  " W h e n  w i l l  y o u  h a v e  t h i s  r e a d y ? " )

J i m :  I t ' s  r e a d y  n o w .  I t  w a s  r e a d y  f o u r  m o n t h s  a g o .

( C o m m e n t  b y  b o a r d  m e m b e r :  " Y o u ' v e  n e v e r  d i s t r i b u t e d  i t . " )

J i m :  I  h a v e  t o  g e t  p e r m i s s i o n  f r o m  a b o v e  f i r s t .

( Q u e s t i o n  b y  b o a r d  m e m b e r :  " T o  d i s t r i b u t e  i t  t o  u s ? " )

J i m :  Y e s .

M i l t : A g a i n ,  I  d o n ' t  w a n t  t o  g e t  a h e a d  o f  A d m i n i s t r a t i o n  o n

t h i s .  T h e y ' r e  t h e  o n e s  w h o  h a v e  t o  i n t r o d u c e  i t .  S o ,  u n t i l  w e  

c a n  c o n v i n c e  t h e m ,  t h e r e  d o e s n ' t  s e e m  t o  b e  m u c h  u s e  t o  h a v e  

y o u  p e o p l e  p o u r i n g  o v e r  r a t h e r  t h i c k  d o c u m e n t s .  T h a t ' s  w h y  w e  

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

( Q u e s t i o n  b y  b o a r d  m e m b e r :  " Y o u ' r e  l o o k i n g  a t . . . n o t  t h i s

s e s s i o n ? " )

M i l t :  I  s u s p e c t  w e ' r e  n o t  l o o k i n g  a t  l e g i s l a t i o n  t h i s

s e s s i o n .  B e c a u s e  i t  i s  o v e r  h a l f  o v e r ,  a n d  t h i s  w o u l d  b e  a  

m a j o r  p i e c e  o f  l e g i s l a t i o n .  I  w o u l d  l i k e  t o  g e t  i t  i n t r o d u c e d  

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

v e r y  u n l i k e l y .
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( Q u e s t i o n  b y  b o a r d  m e m b e r  a s  t o  w h e t h e r  t h e  n e w  c o m m i s s i o n e r  o f  

r e v e n u e  w o u l d  s u p p o r t  t h e  c h a n g e s . )

M i l t :  W e l l ,  I  t h i n k  s o  o n c e  w e  h a v e  a  c h a n c e  t o  g o  o v e r  w i t h

h i m  t h e  d e t a i l s  o f  t h e s e  t h i n g s  a s  J i m  h a s  o u t l i n e d  t h e m  f o r  

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

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

s t a t u t e s  a n d  p l a y  f a s t  a n d  l o o s e  w i t h  t h e  f u n d s ,  s o  t h a t  i s  t h e  

r e a s o n  w e ’v e  a l s o  b e e n  c o n s i d e r i n g  s e t t i n g  u p  a  t r u s t  c o m p a n y  

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

e n d o w m e n t  t y p e  i n v e s t m e n t s .  T h a t  i s  a l s o  o n  t h e  a g e n d a  f o r  J i m  

t o  t a l k  a b o u t .  S o  I  d o n ' t  k n o w  i f  y o u  w a n t  t o  c o v e r  s o m e  

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

g o  o n  a n d  t a l k  a b o u t  t h a t  a  l i t t l e  b i t .  T h a t ' s  t h e  k i n d  o f  

c o n c e r n  w e ' r e  g o i n g  t o  h a v e  t o  a n s w e r  f o r  t h e  c o m m i s s i o n e r  a n d  

f o r  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 o r s .

( C o m m e n t  b y  b o a r d  m e m b e r :  " J u s t  i n  l i s t e n i n g  t o  t h e  o v e r a l l  

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

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

O n  t h e  o t h e r  h a n d ,  y o u  d i d  n o t  s p e a k  i n  t e r m s  o f  m i n i m u m s .  I  

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

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

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

t i m e  l i m i t s ? ,  o r  f r o m  a  p r o f e s s i o n a l  s e n s e  d o  y o u  l o o k  a t  i t  a s  

a  f i v e - y e a r  p l a n ? ,  t e n - y e a r  p l a n ? ,  a n  i n v e s t m e n t  p l a n  t h a t  i s  

c o n s t a n t l y  b e i n g  r e v i s e d ? ,  o r  i s  i t . . . I  g u e s s  i n  m y  m i n d  I  s e e  

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

l a w  a s  m i n i m u m s . )

J i m :  Y o u  h a v e  t o  b e  f l u i d .  I ' m  a f r a i d .  I t ' s  j u s t  t h e

u n f o r t u n a t e  n a t u r e  o f  t h e  b e a s t .  I t ' s  t h e  o n l y  w a y  o n e  c a n  

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

a b l e  t o  f o r e c a s t  t h e  n e x t  f i v e  o r  t e n  y e a r s .  I  d o n ' t  m i n d  

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

a n y  d i r e c t i o n  t o  w h a t  w e  d o .  B u t  t o  m a k e  a  f o r e c a s t  f o r  f i v e  

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

Y o u ' d  h a v e  t o  k n o w  e x a c t l y  w h e r e  t h e  m a r k e t s  w e r e  g o i n g  t o  g o ,  

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

t h e  m a r k e t s  w o u l d  d o  a n d  w o u l d n ' t  d o ,  t o  b e  a b l e  t o  s e t  d o w n  a  

r u l e  f o r  a  f o u r  o r  f i v e  o r  t e n  y e a r  p e r i o d .  F r o m  m y  o w n  

p e r s o n a l  e x p e r i e n c e  a n d ,  I  t h i n k ,  t h e  e x p e r i e n c e  o f  a l m o s t  

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

Y o u ' v e  g o t  t o  b e  f l e x i b l e ,  f a s t  o n  y o u r  f e e t ,  w i l l i n g  t o  

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

t o  c o n t i n u e  t o  m a k e  m o n e y  i n  t h e  b e s t  m e d i a  t h a t  y o u  c a n  f i n d  

t o  m a k e  s o m e  m o n e y  i n .  A n d  i t ' s  n o t  a l w a y s  t h e  s a m e .  T h e r e  

w i l l  b e  a  t i m e  w h e n  t h e  f o r e i g n  a r e a  i s  n o t  g o i n g  t o  b e  

a t t r a c t i v e  a n d  y o u ' r e  g o i n g  t o  w a n t  t o  p u l l  t h e  m o n e y  b a c k .  

T h e r e  w i l l  b e  a  t i m e  w h e r e  d o m e s t i c  e q u i t i e s  w i l l  n o t  b e  

a t t r a c t i v e ,  a n d  t h e y  m a y  n o t  b e  f o r  a  y e a r  o r  t w o  o r  m o r e  a t  a  

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

b e c a u s e  t h e  m a r k e t s  d o n ' t  s t a y  s t a t i c  o n  y o u  a n d  r a t e s  o f  

r e t u r n  a r e n ' t  l o c k e d  i n  a n d  w h a t  t h e y ' l l  d o  i s n ' t  l o c k e d  i n .

Y o u  c a n ' t  b e  r i g i d  f a c i n g  a  f l u i d  s i t u a t i o n .  Y o u ' v e  g o t  t o  b e  

f l u i d  a s  w e l l  t o  a d j u s t  t o  i t .

( C o m m e n t  b y  b o a r d  m e m b e r :  " T h e  i n t e n d e d  l e g i s l a t i o n  w i l l  d o

m u c h  o f  t h a t . " )

J i m :  A n d  I  t h i n k  w e  n e e d  i t ,  o r  i n  t h e  f u t u r e  w e ' r e  n o t  g o i n g

t o  h a v e  v e r y  g o o d  r a t e s  o f  r e t u r n ,  n o t  a s  g o o d  a s  t h e y  c o u l d

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

r e t u r n s  t h e y  c a n  g e t  b e c a u s e  i t ' s  i n  y o u r  b e s t  i n t e r e s t  a n d  t h e  

b e n e f i c i a r i e s ’ b e s t  i n t e r e s t  t h a t  t h e y  d o  s o .

( Q u e s t i o n  b y  t h e  a c t u a r y :  " I  h a v e  a  s a y i n g  t h a t  a  l o t  o f

p e o p l e  m i g h t  e n j o y .  I f  y o u  h a v e  o n e  w a t c h ,  y o u  k n o w  w h a t  t i m e

i t  i s .  I f  y o u  h a v e  t w o  w a t c h e s ,  y o u  h a v e  n o  i d e a  w h a t  t i m e  i t

i s  b e c a u s e  t h e y  a r e  n e v e r  g o i n g  t o  b e  e x a c t l y  t h e  s a m e .  W e ' r e  

t a l k i n g  a b o u t  p u t t i n g  i d e n t i c a l  w o r d i n g  i n  P E R S  a n d  T R S  A l a s k a  

S t a t u t e s ? " )

J i m :  Y e s ,  a n d  a l s o  i n  J u d i c i a l ,  M i l i t a r y ,  a n d  t h e  E n d o w m e n t

f u n d s .

( C o m m e n t  b y  a c t u a r y :  " H a v e  y o u  c o n s i d e r e d ,  p e r h a p s ,  s a y i n g

t h a t  e a c h  o f  t h e s e  f u n d s  m u s t  a d h e r e  t o  t h e  s t a n d a r d s  a s  s u c h  

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

d o w n  t h e  l i m i t a t i o n s ,  f r e e d o m s ,  a n d  r e s p o n s i b i l i t i e s  o f  t h i s  

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

I t  w o u l d  c u t  d o w n  t h e  s i z e  a n d  i t  w o u l d  b e  l e s s  l i k e l y  t o  b e  

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

w e ' r e  g o i n g  t o  t a k e  a  l i t t l e  b i t  a w a y  f r o m  h e r e ,  a n d  t h e n  

y o u ' r e  g o i n g  t o  g e t  i n t o  a  g r e a t e r  n i g h t m a r e . " )

J i m : T h e r e  i s  s o m e  o f  t h i s  r e a l l y  b e c a u s e  I  t h i n k  y o u ' l l  f i n d ,

a n d  t h i s  h a s  b e e n  d o n e  f r e q u e n t l y ,  f o r  P u b l i c  S c h o o l s  i t  r e f e r s  

t o  t h e  p e n s i o n  f u n d  c r i t e r i a .  A n d  f o r  t h e  M e n t a l  H e a l t h ,  w h i c h  

i s  n o w  a  d e a d  i s s u e ,  i t  a l s o  r e f e r r e d  t o  t h e  o t h e r  c r i t e r i a .

F o r  t h e  J u d i c i a l  a n d  M i l i t a r y ,  i t  r e f e r s  t o  t h e  P u b l i c  

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

r e f l e c t e d  a l r e a d y  i n  t h e r e .  I ' m  a f r a i d  t h e  t w o  w e r e  d r a w n  u p  

s o  T e a c h e r s  a n d  P u b l i c  b o t h  l i s t  t h e i r  c r i t e r i a ,  b u t  t h e  o t h e r s  

a l l  r e f l e c t  o n  t h o s e .  S o  t h a t  i s  d o n e  a l r e a d y .

M i l t :  I t  m i g h t  m a k e  s e n s e  t h o u g h  t o  c o n s o l i d a t e  o r  u s e  o n e

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

T e a c h e r s  a n d  P u b l i c  E m p l o y e e s .  W e ' l l  h a v e  t o  l o o k  a t  t h a t  s e e  

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

J i m :  T h e r e  i s ,  b e c a u s e  I  r e m e m b e r  d u r i n g  t h e  d r a f t i n g  s t a g e

t h e y  d i d n ' t  q u i t e  s e t  u p .  Y o u  r e m e m b e r  t h e  l a w  c o v e r s  t h e
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e n t i r e  s y s t e m ,  t h e  D i v i s i o n  o f  B e n e f i t s  s i d e  o f  i t  t o o  a s  w e l l ,  

a n d  t h e y  d i d n ' t  q u i t e  m a k e  p a r a l l e l  l a n g u a g e  a n d  s t r u c t u r e  a n d  

e v e n  t h e  f o r m  t h e  s t a t u t e s .  S o ,  i t ' s  a  l i t t l e  h a r d  t o  s q u e e z e  

t h e  o n e  u n d e r  t h e  o t h e r  a n d  t h a t ' s  w h y  t h e y  a r e  w r i t t e n  

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

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

d i f f e r e n t l y  i n  t h o s e  t w o  c a s e s ,  w h i c h  w a s n ' t  t r u e  w i t h  t h e  

o t h e r  o n e s .

M i l t :  I  t h i n k  t h e  s u b s t a n c e  o f  t h e m  i s  n o t  d i f f e r e n t  b u t  w e

w o u l d  h a v e  t o  r e w r i t e  t h e  e n t i r e  P E R S  a n d  T R S  s y s t e m  s t a t u t e s  

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

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

s t a t u t e s .  I t ' s  a  l i t t l e  b i t  m o r e  t h a n  w e  c a r e  t o  b i t e  o f f  

u n l e s s  s o m e b o d y  s a i d  y e s ,  l e t ' s  g o .

( C o m m e n t  b y  b o a r d  m e m b e r :  " I  t h i n k  t h e r e  a r e  a  c o u p l e  o f

t h i n g s  I  w o u l d  l i k e  t o  b r i n g  o u t  h e r e .  I  t h i n k  a  l o t  o f  

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

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

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

s o m e t h i n g  l i k e  $ 2 6  m i l l i o n  d o l l a r s .  T h e  l e g i s l a t u r e  g o t  u s  t o  

( i n a u d i b l e )  t h a t  t h e y  d i r e c t e d  u s  a n d  t h e  g o v e r n o r  t o  g e t  o u t  

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

s e c o n d  p o i n t  i s  I  t h i n k  t h e  S t a t e ' s  p u r p o s e  i s  s t i l l  h e r e  

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

r e t u r n . . . 9  p e r c e n t ,  s o  t h a t  m i g h t  n o t  b e  i n  s o  m a n y  w o r d s  b u t  

i t  i s  c e r t a i n l y  i m p l i e d  t h a t  t h a t  i s  w h a t  i t ' s  s u p p o s e d  t o  b e .  

T h a t ' s  w h a t  i t  i s  a l l  b u i l t  o n . " )

J i m : T h e  u n f o r t u n a t e  a s p e c t  o f  t h a t ,  b y  u s i n g  a  r a t e  t h a t  w a s

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

e a r l i e r  y e a r s  t h a n  t h e y  h a d  t o .  N o w ,  t h a t  m a y  n o t  l o o k  t o o  b a d  

a t  t h i s  p o i n t  b e c a u s e  P u b l i c  E m p l o y e e s  a r e  1 0 0  p e r c e n t  f u n d e d  

a n d  T e a c h e r s  a r e  g e t t i n g  v e r y  c l o s e  t o  i t .

( C o m m e n t  b y  b o a r d  m e m b e r :  " I ' m  s a y i n g ,  w h e n  ( i n a u d i b l e )  .  .  . " )

J i m :  W e l l ,  t h e r e ' s  a n o t h e r  a s p e c t .  W h e n  y o u  g o  i n t o  e q u i t i e s

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

I ' m  a f r a i d  y o u  d i d n ' t  h a v e  t h e m  a t  t h a t  t i m e .

( C o m m e n t  b y  b o a r d  m e m b e r :  " I  k n o w  t h a t . " )

J i m : T h a t ' s  p a r t  o f  t h e  p r o b l e m .

( C o m m e n t  b y  b o a r d  m e m b e r :  " W e  a l s o  h a d  t e a c h e r s  w h o  w e r e

s u s p i c i o u s  o f  s t o c k s . " )

M i l t : I  t h i n k  t h e  w h o l e  w o r l d  i s  e x t r e m e l y . . .  I  g u e s s  y o u  c o u l d

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

a b o u t  i n v e s t m e n t s .  M o s t  p e o p l e  t h e s e  d a y s  h a v e  I R A s .  A n d
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p e o p l e  a r e  b e c o m i n g  a  l o t  m o r e  k n o w l e d g e a b l e  a b o u t  r i s k s  a n d  

i n v e s t m e n t s  a n d  s t r a t e g i e s  a n d  t h a t  s o r t  o f  t h i n g .  I  t h i n k  

t h a t  w e ' v e  c o m e  t o  t h e  p o i n t  w h e r e  i t ' s  t i m e  t o  s h e d  s o m e  o f  

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

w a s  a  m y s t e r i o u s  p r a c t i c e .

( C o m m e n t  b y  b o a r d  m e m b e r :  " I  f i g u r e d  t h a t ,  b u t  I  w o u l d  s a y  i n

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

t h e  l i n e  j u s t  t o  b e  p r u d e n t .  T h e r e ' s  g o t  t o  b e  s o m e  m i n i m u m  

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

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

c r e w . " )

M i l t :  I t  i s ,  a n d  I  t h i n k  t h e  b a l a n c e  t h a t  w e ' r e  t r y i n g  t o  g e t

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

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

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

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

f o r  y o u  p e o p l e .  H o p e f u l l y ,  w e  w o u l d  b e  a b l e  t o  m o v e  t o  a  t r u s t  

c o m p a n y  o r  i n d e p e n d e n t  o r g a n i z a t i o n  w i t h  a n  i n d e p e n d e n t  b o a r d  

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

o r  a d v e n t u r i s m  i n  t h e  w o r l d  o f  i n v e s t m e n t s .  I  t h i n k  g i v e n  t h e  

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

t h e s e  d a y s ,  t h e  a n s w e r  l i e s  i n  h i g h e r  s t a n d a r d s  a n d  g r e a t e r  

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

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

f l e x i b i l i t y .  I  t h i n k  f o r  t h e  r e a s o n s  J i m  p o i n t e d  o u t  w e ' r e  

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

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

W e ' v e  c o m e  t o  a  b i g  w a t e r s h e d  h e r e  a n d  i t ' s  g o i n g  t o  b e  t o u g h e r  

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

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

J i m :  W e  h a v e  f l e s h e d  o u t  i n  g r e a t  d e t a i l ,  i t  w a s  d r a f t e d  s o m e

m o n t h s  a g o ,  t h e  d e t a i l s  o f  t h i s  l e g i s l a t i o n .  W e  h a v e  a d d r e s s e d  

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

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

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

( C o m m e n t  b y  b o a r d  m e m b e r :  " W o u l d  t h e  i n d e p e n d e n c e  o f  t h i s

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

b o a r d ? " )

J i m :  M o r e  s o .  F r o m  t h i s  s t a n d p o i n t ,  a n d  t h i s  h a s  n o t  b e e n

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

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

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

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

t h a t  m e a n s  a l l  t h e  p e n s i o n  f u n d s  a n d  a l l  o f  t h e  e n d o w m e n t  

f u n d s - - n o t  t h e  s t a t e ' s  g e n e r a l  f u n d s ,  t h e y ' r e  a  h o r s e  o f  a  

d i f f e r e n t  c o l o r - - b u t  t h e s e  t r u s t  f u n d s  w h i c h  w e ' r e  r u n n i n g  f o r  

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

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

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

o u t s i d e  o f  t h e  s t a t e - - p r o f e s s i o n a l s  i n  t h e  t r u s t  b u s i n e s s  w h o  

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

b a l a n c e d ,  s o  t h a t  y o u  d o n ' t  h a v e  a  p o l i t i c a l l y  a p p o i n t e d  b o a r d  

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

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

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

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

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

o n  t h a t  s u b j e c t ,  a c c u s t o m e d  t o  a b i d i n g  b y  i t  a n d  k n o w i n g  w h a t  

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

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

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

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

a c c o u n t e d ,  f o r ,  a n d  t h e r e ' s  n o  m o n k e y  b u s i n e s s  g o i n g  o n  w i t h  t h e  

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

i t ' s  v e r y  h o n e s t  a n d  a b o v e  b o a r d  a n d  i t ' s  o u t s i d e  t h e  c o n t r o l  

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

a c c o u n t i n g  o r  a n y t h i n g  e l s e  —  j u s t  t o  m a k e  s u r e  i t ' s  a l l  c l e a n  

a n d  v e r y  h o n e s t .  A n d  t h a t  t h e  b o a r d ,  t h e  p u r p o s e  o f  t h e  b o a r d ,  

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

p u r p o s e  i t ' s  s u p p o s e d  t o .  B u t  t h a t  t h e  b o a r d  w o u l d  h i r e  t h e  

m a n a g e m e n t  u n d e r  c o n t r a c t ,  a n d  t h e  m a n a g e m e n t  w o u l d  b e  

i n v e s t m e n t  m a n a g e m e n t  u n d e r  c o n t r a c t  s o  t h e y ' r e  n o t  u n d e r  

t h r e a t  o f ,  i f  y o u  d o n ' t  d o  w h a t  I  t e l l  y o u ,  y o u ' r e  f i r e d  

r o u t i n e .  T h e y ' v e  g o t  t o  h a v e  e n o u g h  i n d e p e n d e n c e .  T h e  b o a r d  

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

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

I ' v e  a l s o  p r o p o s e d  e v e n  e a r l i e r  a s  a  p o s s i b i l i t y ,  s o m e  o u t s i d e  

p r o f e s s i o n a l  a d v i s o r s .  S o  t h a t  y o u ' r e  n o t  t r a p p e d  i f  y o u  h a v e  

a  s t a f f  o f  o n l y  f o u r  o r  f i v e  p r o f e s s i o n a l s ,  y o u ' r e  n o t  t r a p p e d

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

t o g e t h e r  t e n d s  t o  i n b r e e d  a n d  t h e y  s t a r t  t o  t h i n k  a n d  a c t  

a l i k e ,  a n d  y o u  d o n ' t  h a v e  t h e  o u t s i d e  t h o u g h t s  a n d  o p i n i o n s  

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

I  d i l  t h i s  i n  t h e  b a n k  b a c k  i n  C h i c a g o  w h e n  w e  b r o u g h t  i n  s o m e  

o u t s i d e  a d v i s o r s .  I t  w a s  u n b e l i e v a b l e  a t  t h a t  t i m e  t h a t  a  b a n k  

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

t e l l i n g  u s  w h a t  t o  d o ,  b u t  t o  m a k e  s u r e  w e  w e r e n ' t  g e t t i n g  o f f  

o n  a  l i m b  s o m e w h e r e .  I  w o u l d  p r o p o s e  t h a t  w i t h i n  t h e  

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

f r o m  o u t s i d e  o f  t h e  s t a t e .  H i g h l y ,  h i g h l y  q u a l i f i e d  p e o p l e  w h o  

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

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

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

w h y  i t ' s  a p p r o p r i a t e  f o r  t h e  c u r r e n t  e v e n t s  a n d  g o i n g  f o r w a r d ,  

a n d  u n l e s s  t h e y  t h o u g h t  i t  w a s  w a y  o u t  o f  l i n e ,  t h e y  w o u l d  s a y  

i t ' s  r e a s o n a b l e  o n  t h a t  b a s i s  a n d  g o  a l o n g  w i t h  i t .  I  w o u l d  

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

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

15



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

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

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

p a r t  o f  w h a t  w e ' r e  t a l k i n g  a b o u t .  I f  w e  c o u l d  a l s o  g e t  t h e  

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

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

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

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

n e e d  s o m e  w o r k  o n  t h e m .

M i l t :  T h a t ' s  r i g h t .  T h a t  n e e d s  t o  b e  f l e s h e d  o u t  b e c a u s e

t h a t ' s  a n  i n t e g r a l  p a r t  o f  b a l a n c i n g  t h e  g r e a t e r  f r e e d o m  t h a t  

w e  d o  w a n t  t o  g i v e  t o  t h e  i n v e s t m e n t  m a n a g e r s .  I  d o n ' t  s e e  

a n y t h i n g  h a p p e n i n g  t h i s  s e s s i o n  w i t h  t h e  l e g i s l a t i o n  b e c a u s e ,  

e v e n  i f  w e  g o t  i t  i n t r o d u c e d ,  w e ' r e  o b v i o u s l y  t a l k i n g  a b o u t  

m a j o r  o v e r h a u l s  i n  t h e  s t a t e ' s  i n v e s t m e n t  o p e r a t i o n s ,  s o  i t ' s  

g o i n g  t o  t a k e  a  l o t  e x p l a i n i n g  a s  t o  w h a t  w e ' r e  p r o p o s i n g ,  a n d  

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

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

a c t i v i t i e s .

J i m :  A r e  t h e r e  a n y  r e a c t i o n s  t o  a l l  o f  t h i s ?

( C o m m e n t s  b y  b o a r d  m e m b e r :  " I  s u r e l y  l i k e  t h e  o n e  e m p h a s i z e d

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

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

t h r o u g h o u t  t h e  s t a t e ,  w e ' r e  n o t  h e r e  t o  h e l p  t h e  e c o n o m y  i n  

A n c h o r a g e  o r  i n  t h e  b u s h  o r  a n y w h e r e  e l s e ,  b e c a u s e  w e  h a v e  o n e  

t h i n g - - a  t r u s t  f o r  t h e  b e n e f i c i a r y .  I  l i k e  m a n y  o f  t h e  o t h e r  

i t e m s  t o o .  I  t h i n k  t h a t  i s  j u s t  a  r e a l l y  i m p o r t a n t  c o n c e p t ,  

i t ' s  k i n d  o f  a  s u m m a t i o n  o f  e v e r y t h i n g . " )

J i m :  I  k n o w  t h i s  w a s n ' t  i n  e x h a u s t i v e  d e t a i l  a n d  o n e  o f  t h e

p a r t s  w e  r e a l l y  h a v e n ' t  f l e s h e d  o u t  t h a t  m u c h ,  b u t  d o  I  t a k e  i t  

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

t r y  t o  g e t  t h i s  s o r t  o f  l e g i s l a t i o n ,  a  s e t - u p  t h r o u g h  a  

s e p a r a t e  t r u s t  c o m p a n y ?

( C o m m e n t  b y  b o a r d  m e m b e r :  " I ' m  a l l  f o r  t h e  t r u s t  a r r a n g e m e n t

b e c a u s e  I ' v e  a l w a y s  s a i d  t h a t  a t  t h e  t i m e  i t  i s  t r a n s f e r r e d ,  a t  

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

f u n d s . " )

J i m : I ' v e  b e e n  s a y i n g  t h e  s a m e  t h i n g ,  b u t  I  d o n ' t  k n o w  i f

a n y b o d y  b a c k s  m e  u p .

( C o m m e n t  b y  b o a r d  m e m b e r :  " A t  t h e  p o i n t  t h e y  a r e  t r a n s f e r r e d ,

t h e y  a r e  n o  l o n g e r  s t a t e  f u n d s . " )

( C o m m e n t  b y  b o a r d  m e m b e r :  " I  w o u l d  w a n t  s o m e  l i m i t a t i o n s  o n

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

d o  m e a n  s o m e t i m e . " )
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I .  A P P L I C A B I L I T Y

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

i n v e s t e d  f u n d s :

S t a t e  o f  A l a s k a  G e n e r a l  I n v e s t m e n t  F u n d  

A H F C  P l e d g e d  F u n d

I n t e r n a t i o n a l  A i r p o r t s  C o n s t r u c t i o n  F u n d  

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

( i n c l u d i n g  t h e  R e p a i r  a n d  R e p l a c e m e n t  R e s e r v e  

A c c o u n t )

S t a t e  M o r t g a g e  I n s u r a n c e  F u n d  

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  F u n d  
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J u d i c i a l  R e t i r e m e n t  F u n d

A l a s k a  N a t i o n a l  G u a r d  a n d  A l a s k a  N a v a l  M i l i t i a  

R e t i r e m e n t  F u n d  

P u b l i c  S c h o o l  F u n d  

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

W i t h i n  t h e  G e n e r a l  I n v e s t m e n t  F u n d  a r e  t h e  G e n e r a l  F u n d ,  

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

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

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

i n v e s t m e n t  p u r p o s e s .  T h e  I n t e r n a t i o n a l  A i r p o r t s  F u n d s  

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

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

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

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

G e n e r a l  I n v e s t m e n t  F u n d  a c c r u e s  t o  t h e  G e n e r a l  F u n d .

T h e  o n l y  e x c e p t i o n s  a r e  t h e  S t u d e n t  L o a n  F u n d ,  A l a s k a  

C l e a n  W a t e r  F u n d .  F i s h  a n d  G a m e  F u n d .  P o w e r  D e v e l o p m e n t  

R e v o l v i n g  L o a n  F u n d ,  a n d  t r u s t  f u n d s  o r  a c c o u n t s - - t h e  

m o s t  s i g n i f i c a n t  o f  w h i c h  i s  t h e  P e r m a n e n t  F u n d  D i v i d e n d  

T r u s t  A c c o u n t - - a l l  o f  w h i c h  r e c e i v e  t h e i r  p r o - r a t a  s h a r e  

o f  m o n t h l y  G e n e r a l  I n v e s t m e n t  F u n d  i n c o m e ,  p u r s u a n t  t o  

A t t o r n e y  G e n e r a l ’ s  o p i n i o n s  d a t e d  S e p t e m b e r  1 0 ,  1 9 8 4  a n d  

J u l y  1 9 ,  1 9 8 5 .  A p p e n d i x  A  c o n t a i n s  a  M e m o r a n d u m  o f  

U n d e r s t a n d i n g  b e t w e e n  t h e  D e p a r t m e n t s  o f  R e v e n u e  a n d  

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

G e n e r a l  I n v e s t m e n t  F u n d  i n c o m e  t o  f u n d s  o r  a c c o u n t s  

o t h e r  t h a n  t h e  G e n e r a l  F u n d .
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II. C O M M I S S I O N E R  O F  R E V E N U E ' S  A U T H O R I T Y

T h e  C o m m i s s i o n e r  o f  R e v e n u e  h a s  t h e  g e n e r a l  a u t h o r i t y  t o  

i n v e s t  a l l  S t a t e  f u n d s ,  u n d e r  A S  4 4 . 2 5 . 0 1 0  a n d  A S  4 4 . 2 5 . -  

0 2 0 ( 2 ) ,  a n d  h a s  e i t h e r  t h e  p r i m a r y  o r  s e c o n d a r y  a u t h o r i t y  

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

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

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

A .  S o u r c e s  o f  A u t h o r i t y

T h e  s o u r c e  o f  t h e  C o m m i s s i o n e r ' s  a u t h o r i t y  f o r  e a c h

o f  t h e  a p p l i c a b l e  f u n d s  i s :

1 .  S t a t e  o f  A l a s k a  G e n e r a l  I n v e s t m e n t  F u n d ,  u n d e r  

A S  3 7 . 1 0 . 0 7 0 ;

2 .  A H F C  P l e d g e d  F u n d ,  u n d e r  S e c t i o n  5 0 8  o f  t h e  

G e n e r a l  H o u s i n g  M o r t g a g e  B o n d  R e s o l u t i o n  o f  t h e  

A l a s k a  H o u s i n g  F i n a n c e  C o r p o r a t i o n ;

3 .  I n t e r n a t i o n a l  A i r p o r t s  C o n s t r u c t i o n  F u n d ,  u n d e r  

S e c t i o n  3 . 0 2  o f  R e s o l u t i o n  N o .  6 8 - 4  o f  t h e  S t a t e  

B o n d  C o m m i t t e e  o f  t h e  S t a t e  o f  A l a s k a  a n d

A S  3 7 . 1 5 . 4 2 0 ;

4 .  I n t e r n a t i o n a l  A i r p o r t s  R e v e n u e  F u n d ,  u n d e r  

S e c t i o n  5 . 0 2  o f  R e s o l u t i o n  N o .  6 8 - 4  o f  t h e  S t a t e  

B o n d  C o m m i t t e e  o f  t h e  S t a t e  o f  A l a s k a  ( t h e  

r e q u i r e m e n t  t o  s e p a r a t e l y  i n v e s t  t h e  R e p a i r  a r i d  

R e p l a c e m e n t  A c c o u n t  i s  s p e c i f i e d  i n  t h i s  R e s o l u ­

t i o n )  a n d  A S  3 7 . 1 5 . 4 3 0 ;

5 .  S t a t e  M o r t g a g e  I n s u r a n c e  F u n d ,  u n d e r  

A S  1 8 . 5 6 . 0 9 5 ;

6 .  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  F u n d ,  u n d e r  

A S  3 9 . 3 5 . 1 1 0 ;

7 .  T e a c h e r s  R e t i r e m e n t  F u n d ,  u n d e r  A S  1 4 . 2 5 . 1 8 0 ;

8 .  J u d i c i a l  R e t i r e m e n t  F u n d ,  u n d e r  A S  2 2 . 2 5 . 0 4 8 ( c ) ;

9 .  A l a s k a  N a t i o n a l  G u a r d  a n d  A l a s k a  N a v a l  M i l i t i a

R e t i r e m e n t  F u n d ,  u n d e r  A S  2 6 . 0 5 . 2 2 8 ( c ) ;

1 0 .  P u b l i c  S c h o o l  F u n d ,  u n d e r  A S  3 7 . 1 4 . 1 7 0  a n d

s u b s e q u e n t  d e l e g a t i o n  b y  t h e  P u b l i c  S c h o o l  F u n d  

A d v i s o r y  B o a r d  ( s e e  A p p e n d i x  B ) ;

1 1 .  U n i v e r s i t y  o f  A l a s k a  F u n d ,  u n d e r  A S  1 4 . 4 0 . 4 0 0  

a n d  s u b s e q u e n t  d e l e g a t i o n  b y  t h e  G o v e r n o r  ( s e e  

A p p e n d i x  C ) .
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B . L i m i t a t i o n s  o f  A u t h o r i t y

T h e  C o m m i s s i o n e r ' s  a u t h o r i t y  i s  l i m i t e d  i n  t h e  

v a r i o u s  f u n d s  t o  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  i n s t r u ­

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

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

a l s o  s p e c i f i e d .

1 .  P e r m i s s i b l e  I n v e s t m e n t  I n s t r u m e n t s

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

A l a s k a  S t a t u t e s  f o r  t h e  v a r i o u s  f u n d s  a s  

f o l l o w s :

a .  G e n e r a l  I n v e s t m e n t  F u n d .  A S  3 7 . 1 0 . 0 7 0  ( s e e  

A p p e n d i x  D ) ;

b .  A H F C  P l e d g e d  F u n d  ( s e e  A p p e n d i x  E ) ;

c .  I n t e r n a t i o n a l  A i r p o r t s  F u n d s ,  S t a t e  B o n d  

C o m m i t t e e  R e s o l u t i o n  N o .  6 8 4  ( s e e  A p p e n d i x  

F);

d .  S t a t e  M o r t g a g e  I n s u r a n c e  F u n d ,  A S  1 8 . 5 6 . -  

0 9 5 ( b )  a n d  A S  3 7 . 1 0 . 0 7 0 ( a ) ,  t h e  G e n e r a l  F u n d  

( s e e  A p p e n d i x  G ) ;

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  F u n d ,

A S  3 9 . 3 5 . 1 1 0 ;

T e a c h e r s  R e t i r e m e n t  F u n d ,  A S  1 4 . 2 5 . 1 8 0 ;  

J u d i c i a l  R e t i r e m e n t  F u n d ,  A S  2 2 . 2 5 . 0 4 8 ( c ) ;  

A l a s k a  N a t i o n a l  G u a r d  a n d  A l a s k a  N a v a l  

M i l i t i a  R e t i r e m e n t  F u n d ,  A S  2 6 . 0 5 . 2 2 8 ( c ) ;  

P u b l i c  S c h o o l  F u n d ,  A S  3 7 . 1 4 . 1 7 0  ( s e e  

A p p e n d i x  H ) ;

f .  U n i v e r s i t y  o f  A l a s k a  F u n d ,  A S  1 4 . 4 0 . 4 0 0  

( s e e  A p p e n d i x  C ) .

A l t h o u g h  n o t  e x p r e s s l y  s t a t e d  i n  t h e  s t a t u t e s ,  

t h e  A t t o r n e y  G e n e r a l  h a s  r u l e d  i n  a n  o p i n i o n  

d a t e d  N o v e m b e r  2 8 .  1 9 7 8  t h a t  t h e  C o m m i s s i o n e r  

h a s  a u t h o r i t y  t o  e n t e r  i n t o  r e v e r s e  r e p u r c h a s e  

a g r e e m e n t s .

2 .  P e r c e n t a g e  A l l o c a t i o n s  W i t h i n  a  F u n d

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

t i o n s  o r  d o l l a r  l i m i t a t i o n s  f o r  s o m e  i n v e s t m e n t s  

a s  p r e s c r i b e d  b y  A l a s k a  S t a t u t e s  o r  t h e  A l a s k a  

A d m i n i s t r a t i v e  C o d e .  T h e  f u n d s  a r e  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  a n d  t h e  T e a c h e r s  R e t i r e -
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m e n t .  T h e  J u d i c i a l  R e t i r e m e n t  F u n d ,  A l a s k a  

N a t i o n a l  G u a r d  a n d  A l a s k a  N a v a l  M i l i t i a  

R e t i r e m e n t  F u n d ,  a n d  P u b l i c  S c h o o l  F u n d  a r e  

a l s o  s u b j e c t  t o  t h e  m a x i m u m s  b e c a u s e  A l a s k a  

S t a t u t e s  p l a c e  t h e m  u n d e r  t h e  s a m e  i n v e s t m e n t  

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

a .  S t a t u t e s

( 1 )  c o r p o r a t e  s t o c k  a n d  d e b t  s e c u r i t i e s  m a y  

n o t  e x c e e d  5 0  p e r c e n t  o f  t h e  f u n d

( A S  1 4 . 2 5 . 1 8 0 ( c )  a n d  A S  3 9 . 3 5 . 1 1 0 ( c ) ) ;

( 2 )  n o  m o r e  t h a n  5  p e r c e n t  o f  t h e  v o t i n g  

s t o c k  o f  a  c o r p o r a t ; o n  m a y  b e  o w n e d  

( A S  1 4 . 2 5 . 1 8 0 ( c )  a n d  A S  3 9 . 3 5 . 1 1 0 ( c ) ) ;

( 3 )  f o r e i g n  s e c u r i t i e s  m a y  n o t  e x c e e d  1 0  

p e r c e n t  o f  t h e  f u n d  ( A S  1 4 . 2 5 . 1 8 0 -  

( b ) ( 2 3 )  a n d  A S  3 9 . 3 5 . 1 1 0 ( a )  ( 2 3 ) ) ;  a n d

( 4 )  f o r e i g n  t i m e  d e p o s i t s  m a y  n o t  e x c e e d  

2 0  p e r c e n t  o f  t h e  f u n d  ( A S  1 4 . 2 5 . 1 8 0 -  

( b ) ( 2 4 )  a n d  A S  3 9 . 3 5 . 1 1 0 ( a ) ( 2 4 ) ) .

b .  A d m i n i s t r a t i v e  C o d e

F o r  r e a l  e s t a t e  m o r t g a g e  l o a n  i n v e s t m e n t s

( 1 )  a  s i n g l e  l o a n  m a y  n o t  e x c e e d  

$ 1 , 0 0 0 , 0 0 0  1 1 5  A A C  1 1 4 . 0 5 0 ( e )  a n d  

1 5  A A C  1 3 9 . 0 5 0 ( e ) ) ;  a n d

( 2 )  l o a n s  m a y  n o t  e x c e e d  2 0  p e r c e n t  o f  t h e  

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

o f  p u r c h a s e  o f  a n y  l o a n  ( 1 5  A A C  1 1 4 . -  

0 5 0 ( f )  a n d  1 5  A A C  1 3 9 . 0 5 0 ( f ) .

I I I .  C O M M I S S I O N E R  O F  R E V E N U E ' S  R E S P O N S I B I L I T Y

T h e  C o m m i s s i o n e r  i s  s o l e l y  r e s p o n s i b l e  f o r  t h e  r e a l i z e d  

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

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

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

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

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

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

A .  R u l e  o f  P r u d e n c e

A  r u l e  o f  l a w  c o n c e r n i n g  a  t r u s t e e ' s  d e g r e e  o f  c a r e  

i n  m a n a g i n g  i n v e s t m e n t s  f o r  a  t r u s t o r  o r  t r u s t  b e n e ­

f i c i a r y  h a s  d e v e l o p e d  o v e r  a  l o n g  p e r i o d  o f  y e a r s  i n
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U . S .  j u r i s p r u d e n c e  a n d  i ' ;  h a s  c o m m o . i l y  b e e n  r e f e r r e d  

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

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

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

h i s  o w n  i n v e s t m e n t s .  W i t h  r e g a r d  t o  t h e  C o m m i s ­

s i o n e r ' s  r e s p o n s i b i l i t y  f o r  t h e  i n v e s t m e n t  o f  t r u s t  

f u n d s ,  t h e  A l a s k a  S t a t u t e s  ( p r e v i o u s l y  c i t e d )  h a v e  

h e l d  t h e  C o m m i s s i o n e r  t o  t h e  h i g h e r  a n d  m o r e  d e m a n d ­

i n g  s t a n d a r d  o f  c a r e  r e g u i r e d  o f  a n  i n s t i t u t i o n a l  

i n v e s t o r  m a n a g i n g  l a r g e  i n v e s t m e n t s  u n d e r  a  t r u s t  

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

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

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

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

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

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

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

T h e  t r u s t  f u n d s  c o v e r e d  b y  t h e  s t a t u t e s  a r e  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  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  F u n d ,  t h e  J u d i c i a l  R e t i r e m e n t  F u n d ,  t h e  

A l a s k a  N a t i o n a l  G u a r d  a n d  A l a s k a  N a v a l  M i l i t i a  

R e t i r e m e n t  F u n d ,  a n d  t h e  P u b l i c  S c h o o l  F u n d .  T h e  

s t a t u t e s  d o  n o t  a p p l y  t h e  " p r u d e n t  i n s t i t u t i o n a l  

i n v e s t o r "  s t a n d a r d  t o  t h e  U n i v e r s i t y  o f  A l a s k a  F u n d ,  

b u t  t h e  1 9 6 3  O p i n i o n  N o .  1 3  o f  t h e  A t t o r n e y  G e n e r a l  

h e l d  t h a t  t h e  " p r u d e n t  m a n  r u l e "  i s  t h e  p r o p e r  r u l e  

f o r  g u i d i n g  t h e  i n v e s t m e n t  o f  t h a t  f u n d  a n d  t h e  

G o v e r n o r ' s  d e l e g a t i o n  t o  t h e  C o m m i s s i o n e r  ( s e e  

A p p e n d i x  C )  i m p o s e d  t h e  " p r u d e n t  i n s t i t u t i o n a l  

i n v e s t o r "  a s  t h e  a p p l i c a b l e  s t a n d a r d .  T h e  s t a t u t e s  

d o  n o t  i m p o s e  e i t h e r  t h e  " p r u d e n t  m a n  r u l e "  o r  t h e  

" p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r "  r u l e  o n  t h e  

C o m m i s s i o n e r  i n  i n v e s t i n g  t h e  m o n i e s  o f  t h e  

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

M o r t g a g e  I n s u r a n c e  F u n d .  T h e  G e n e r a l  I n v e s t m e n t  

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

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

r e q u i r e d  b y  A S  3 7 . 1 0 . 0 7 0 ( b )  t o  b e  i n v e s t e d  u n d e r  t h e  

" p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r "  r u l e ,  e v e n  t h o u g h  

t h a t  w o u l d  n o t  b e  r e q u i r e d  n e c e s s a r i l y  u n d e r  

p r e v a l e n t  t r u s t  l a w .  T h e r e  a r e  n o  s t a t u t o r y  

s t a n d a r d s  f o r  t h e  A H F C  P l e d g e d  F u n d  o r  t h e  

I n t e r n a t i o n a l  A i r p o r t s  C o n s t r u c t i o n  F u n d .

B .  F i d u c i a r y  L a w

T h e  e x t a n t  b o d y  o f  f i d u c i a r y  l a w s  i n  U . S .  j u r i s p r u ­

d e n c e  ( o n e  o f  w h i c h  i s  t h e  " p r u d e n t  m a n  r u l e " )  i m p o s e  

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

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

o f  t h e  l a w s  i s  t o  r e q u i r e  t h e  t r u s t e e  t o  a c t  i n d e ­

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

c o n s i d e r a t i o n s  r e l a t i n g  t o  t h e  i n t e r e s t s  o f  o t h e r s  

o r  t h e  t r u s t e e ' s  o w n  s e l f - i n t e r e s t ,  a n d  a v o i d i n g  a l l  

s e l f - d e a l i n g  a n d  a l l  c o n f l i c t s  o f  i n t e r e s t  b e t w e e n  

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

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

n u m e r o u s  f e d e r a l  a n d  s t a t e  l a w s  ( S e c u r i t i e s  a n d  

E x c h a n g e  C o m m i s s i o n .  I n v e s t m e n t  A d v i s o r s  A c t ,  b a n k i n g  

t r u s t  l a w s ,  e t c . )  a n d  b y  p r o f e s s i o n a l  s e l f - r e g u l a t o r y  

b o d i e s  ( F i n a n c i a l  A n a l y s t s  F e d e r a t i o n ,  N a t i o n a l  

A s s o c i a t i o n  o f  S e c u r i t i e s  D e a l e r s ,  a n d  o t h e r s ) .

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

b u t  f o u r  o f  t h e  e l e v e n  f u n d s  c o v e r e d  b y  t h i s  

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

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

i n v e s t m e n t  p o l i c y  o r  i n v e s t m e n t  s e l e c t i o n  d e c i s i o n s ,  

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

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

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

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

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

c o n f l i c t  f r o m  t i m e  t o  t i m e  w i t h  t h e  C o m m i s s i o n e r ' s  

d u t i e s  u n d e r  t h e  " p r u d e n t  i n s t i t u t i o n a l  i n v e s t o r "  

r u l e  a n d  t h e  o t h e r  f i d u c i a r y  s t a n d a r d s ,  t o  t h e  

e x t e n t  t h a t  t h e  l i m i t a t i o n s  p r e v e n t  i n v e s t m e n t s  t h a t  

w o u l d  b e  c o n s i d e r e d  p r u d e n t .

C .  P r a c t i c a l  C o n s i d e r a t i o n s

T h e  C o m m i s s i o n e r ' s  g e n e r a l  r e s p o n s i b i l i t y  i s  a l s o  

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

a t i o n s  .

1 .  N a t u r e  o f  t h e  F u n d s

T h e  s i z e  o f  t h e  f u n d s  a n d  t h e i r  p u r p o s e s  c a n  a c t  

t o  e x c l u d e  o r  i n c l u d e  v a r i o u s  i n v e s t m e n t s  a s  

p a r t  o f  a  p a r t i c u l a r  f u n d ' s  p o r t f o l i o .

2 .  P e r s o n n e l

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

t h e  a m o u n t  o f  t i m e  w h i c h  c a n  b e  e x p e n d e d  i n  

m a n a g i n g  t h e  i n v e s t m e n t s  o f  t h e  f u n d s .

3 .  D a t a

T h e  a d e q u a c y  o f  t h e  c o n t e n t  a n d  t h e  t i m e l i n e s s  

o f  t h e  f i n a n c i a l  i n f o r m a t i o n  a v a i l a b l e ,  w h e t h e r  

i n t e r n a l  o r  e x t e r n a l ,  c a n  a l s o  a c t  t o  l i m i t  o r  

e x t e n d  t h e  i n v e s t m e n t  o p p o r t u n i t i e s .
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4 .  B u d g e t s

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

n e l  a n d  d a t a  r e q u i r e m e n t s  a v a i l a b l e  t o  t h e  

C o m m i s s i o n e r .

5 .  A d m i n i s t r a t i o n

R e q u i r e d  a d m i n i s t r a t i v e  p r o c e d u r e s  c a n  a c t  t o  

i m p e d e  s o m e  i n v e s t m e n t  a c t i v i t y ,  w h i c h  m a y  o b v i ­

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

r e s u l t s .

D .  P e r s o n n e l  S t a n d a r d s

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

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

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

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

e s t a b l i s h e d :

1 .  T r e a s u r y  S t a f f

A l l  e m p l o y e e s  o f  t h e  T r e a s u r y  D i v i s i o n  a r e  

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

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

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

A p p e n d i x  I .

I n  a d d i t i o n ,  a l l  T r e a s u r y  s t a f f  a r e  s u b j e c t  t o  

A S  3 9 . 5 2 ,  t h e  A l a s k a  E x e c u t i v e  B r a n c h  E t h i c s  

A c t .

2 .  T r e a s u r y  O f f i c e r s

a .  A l l  o f f i c e r s  o f  t h e  T r e a s u r y  D i v i s i o n  a r e  

a d d i t i o n a l l y  r e q u i r e d  t o  c o n f o r m  t o  t h e  

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

C o d e  o f  E t h i c s  a n d  t h e  S t a n d a r d s  o f  P r o f e s ­

s i o n a l  C o n d u c t "  o f  t h e  F i n a n c i a l  A n a l y s t s  

F e d e r a t i o n ,  a t t a c h e d  h e r e t o  a s  A p p e n d i x  J ,  

w i t h  t h e  e x c e p t i o n  o f  P a r t  V I  ( c )  w h i c h  i s  

s u p e r s e d e d  b y  t h e  m o r e  r e s t r i c t i v e  A S  3 9 . 5 2 -  

1 7 0 ( a )  w h i c h  p r o h i b i t s  a n y  o u t s i d e  e m p l o y ­

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

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

b .  I n  o r d e r  t o  b e t t e r  e n s u r e  p r o f e s s i o n a l  

l e v e l s  o f  k n o w l e d g e ,  a b i l i t y ,  a n d  

e x p e r i e n c e  i n v e s t m e n t  o f f i c e r s  i n v o l v e d  i n  

m a r k e t a b l e  s e c u r i t i e s  a r e  r e q u i r e d  t o  b e
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F e l l o w s  o f  t h e  F i n a n c i a l  A n a l y s t s  F e d e r a t i o n  

o r  C h a r t e r e d  F i n a n c i a l  A n a l y s t s .

T h e  g e n e r a l  o b j e c t i v e  o f  a l l  f i n a n c i a l  i n v e s t m e n t s  i s  

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

p u r p o s e  o v e r  s o m e  s p a n  o f  t i m e . "  T h e  s p e c i f i c  o b j e c t i v e s  

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

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

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

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

d e v e l o p i n g  s p e c i f i c  i n v e s t m e n t  p o l i c i e s .

A .  T h e  A m o u n t  o f  M o n i e s

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

o b j e c t i v e  o r  p o l i c y  m a y  r e p r e s e n t  o n l y  t h e  p r i n c i p a l  

o f  t h e  f u n d ,  o r  i t s  i n c o m e  i f  i t  h a s  n o t  b e e n  d i s ­

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

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

c o m b i n e d .

B . I n c r e a s i n g  t h e  A m o u n t

1 .  C a p i t a l  P r e s e r v a t i o n

W h e t h e r  t h e  c o n c e r n  i s  f o r  t h e  p r i n c i p a l  o r  t h e  

i n c o m e ,  o r  s o m e  c o m b i n a t i o n  o f  t h e m ,  i n c r e a s i n g  

t h e  a m o u n t  o f  m o n i e s  u s u a l l y  r e g u i r e s  t h a t  a t  

l e a s t  t h e  c a p i t a l  o f  t h e  f u n d  ( p r i n c i p a l  c o n t r i ­

b u t i o n s )  w i l l  n o t  b e  r e d u c e d .  F u n d s  w h o s e  

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

c o u r s e ,  a n  e x c e p t i o n .  T h i s  o b j e c t i v e  o f  

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

i n v e s t m e n t  c h a r a c t e r i s t i c s  w h i c h  a r e  i m p o r t a n t  

i n  d e t e r m i n i n g  i n v e s t m e n t  p o l i c y :

a .  C r e d i t  R i s k

C r e d i t  r i s k  i n v o l v e s  t h e  i n v e s t m e n t  i s s u e r ’ s  

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

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

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

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

u s u a l l y  r e f l e c t  t h e  r e l a t i v e  c e r t a i n t y  o f  

t h e  i s s u e r ' s  a b i l i t y  t o  p a y .  L o w  c r e d i t  

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

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

t i m e .  H i g h  c r e d i t  r i s k s  f o r  c l a s s e s  o f  

i n v e s t m e n t  o r  i n d i v i d u a l  i n v e s t m e n t  s e l e c ­

t i o n s  a r e  a c c o m m o d a t e d  i n  i n v e s t m e n t  p o l i c y

IV. T H E  I N V E S T M E N T  O B J E C T I V E
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b y  d i v e r s i f y i n g  t h o s e  i n v e s t m e n t s  a m o n g  

e n o u g h  d i f f e r e n t  i s s u e r s  t o  r e d u c e  t h e  

f u n d ' s  e x p o s u r e  t o  a n y  s i n g l e  i s s u e r ’ s  

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

c a n  b e  s o l d  i f  t h e  i s s u e r ' s  c r e d i t  r i s k  

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

s u r v e i l l a n c e  o f  t h e  i s s u e r ' s  a b i l i t y  t o  p a y .

b .  R e s i d u a l  R i s k

E q u i t y  i n v e s t m e n t s  a r e  n o t  f i x e d  a m o u n t  

o b l i g a t i o n s .  T h e y  a r e  p e r c e n t a g e  o w n e r s h i p s  

o f  n e t  i n c o m e  ( a f t e r  t a x e s )  a n d  t h e  r e s i d u e  

o f  a s s e t s  r e m a i n i n g  a f t e r  r e t i r e m e n t  o f  a l l  

o u t s t a n d i n g  l i a b i l i t i e s .  T h e  r i s k  o n  e q u i t y  

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

a b i l i t y  o f  a n  e n t e r p r i s e  a n d / o r  t o  i t s  

c u r r e n t  o r  f u t u r e  l i q u i d a t i o n  v a l u e .

E q u i t i e s  a r e  u s u a l l y  d i v e r s i f i e d  i n  o r d e r  

t o  r e d u c e  t h e  f u n d ' s  e x p o s u r e .

c .  E x c h a n g e  R a t e  R i s k

E x c h a n g e  r a t e  r i s k  i n v o l v e s  t h e  f l u c t u a t i o n s  

i n  t h e  r e l a t i v e  e x c h a n g e  r a t e s  b e t w e e n  

f o r e i g n  c u r r e n c i e s  a n d  t h e  U . S .  d o l l a r  a n d  

t h e y  a r e  o n l y  i n v o l v e d  w h e n  i n v e s t m e n t s  

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

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

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

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

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

p r o d u c t i v i t y  a n d  p r i c e s ,  a n d  t r a d e  a n d  

f i n a n c i a l  f l o w s  a m o n g  c o u n t r i e s .  T h e  r i s k  

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

c e n t a g e  e x p o s u r e  t o  t h e  e x c h a n g e  r a t e ,  b y  

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

f o r e i g n  c u r r e n c i e s ,  o r  b y  h e d g i n g  t h e  

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

d .  M a r k e t  R i s k

M a r k e t  r i s k  i n v o l v e s  t h e  m a r k e t ' s  v a l u a t i o n  

o f  a n  i n v e s t m e n t  w h e n  i t  i s  v o l u n t a r i l y  o r  

i n v o l u n t a r i l y  l i q u i d a t e d  b y  t h e  h o l d e r  

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

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

t i m e  ( i n  t h e  c a s e  o f  e q u i t i e s ) .  T h e  v a l u a ­

t i o n  f o r  a  f i x e d  a m o u n t  o b l i g a t i o n  w i l l  

r e f l e c t  t h e  m a r k e t ' s  p e r c e p t i o n  o f  t h e  

c r e d i t  r i s k  ( a n d  e x c h a n g e  r a t e  r i s k ,  i f  

a p p r o p r i a t e ) ,  t h e  r e m a i n i n g  t i m e  b e f o r e

9



m a t u r i t y  o f  t h e  i s s u e ,  t h e  f i x e d  r a t e  o f  

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

i n t e r e s t  r a t e  a t  w h i c h  s i m i l a r  o b l i g a t i o n s  

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

a s  t h e  i n t e r e s t  c a t e  l e v e l  r i s k ) .  T h e  

v a l u a t i o n  f o r  a n  e q u i t y  o b l i g a t i o n  w i l l  

r e f l e c t  t h e  m a r k e t ' s  p e r c e p t i o n  o f  t h e  

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

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

r e m i t t a n c e  ( d i v i d e n d s ) ,  t h e  l i q u i d a t i o n  

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

p r i c e  f o r  t h e  e q u i t y ,  t h e  e x c h a n g e  r a t e  r i s k  

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

r e l a t i v e  t o  a l t e r n a t i v e  i n v e s t m e n t s .

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

o n l y  r e f l e c t  t h e  m a r k e t ' s  p e r c e p t i o n s ,  t h e y  

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

v a l u e  o f  a l t e r n a t i v e  i n v e s t m e n t s ,  n o r  d o  

t h e y  r e f l e c t  t h e  h i s t o r i c a l  r e t u r n s  f o r  

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

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

b o u g h t  o r  s o l d  a t  t h a t  t i m e .  B e c a u s e  

i n v e s t m e n t s  a r e  m a d e  t o  a c h i e v e  r e a l i z e d  

r e t u r n s  r a t h e r  t h a n  t r a n s i t o r y  p e r c e i v e d  

r e t u r n s ,  t h e  m a r k e t  v a l u a t i o n  i s  n o t  

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

i f  t h e y  a r e  n o t  g o i n g  t o  b e  i m m i n e n t l y  

l i q u i d a t e d ,  b u t  i t  i s  i m p o r t a n t  i n  m a k i n g  

n e w  i n v e s t m e n t s  b e c a u s e  i t  a f f e c t s  t h e  

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

i n  t h e  f u t u r e .

2 .  R e t u r n s  o n  I n v e s t m e n t s

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

u n t i l  t h e  i n v e s t m e n t  i s  t e r m i n a t e d .  T h e  r e t u r n  

i s  t h e  d i f f e r e n c e  i n  t h e  a m o u n t  o f  m o n i e s  

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

a m o u n t  o f  m o n i e s  i n v e s t e d  i n  i t .  R e t u r n s  m a y  

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

r e t u r n s ,  o r  s o m e  c o m b i n a t i o n  o f  i n c o m e  a n d  

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

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

r e q u i r e m e n t s ,  a n d  a c c o u n t i n g  c o n v e n t i o n s .  

I n v e s t m e n t s  a r e  m a d e  b a s e d  u p o n  a n  e x p e c t e d  

l e v e l  o f  r e t u r n  o v e r  a  f u t u r e  t i m e  p e r i o d .  

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

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

n o t  g o i n g  t o  b e  i m m i n e n t l y  l i q u i d a t e d  i s  n o t  

n e c e s s a r i l y  m e a n i n g f u l  b e c a u s e  i t  r e f l e c t s  

n e i t h e r  t h e  e x p e c t e d  r e t u r n  b a s i s  o n  w h i c h  t h e  

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

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

t i v e  m e a s u r e  o f  a n n u a l  r e t u r n s  a m o n g  a l t e r n a t i v e  

i n v e s t m e n t s .  I t  i s  t h e  p e r c e n t a g e  r a t e  w h i c h  

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

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

t h e  a m o u n t  i n v e s t e d .  I t  i s  a l w a y s  s t a t e d  a s  a n  

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

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

n u m b e r  o f  y e a r s .  R a t e s - o f - r e t u r n  m a y  r e f l e c t  

o n l y  i n c o m e ,  o r  p r i n c i p a l ,  o r  a  c o m b i n a t i o n  o f  

i n c o m e  a n d  p r i n c i p a l ,  a n d  t h e y  m a y  b e  e x p e c t a -  

t i o n a l ,  i m p u t e d ,  o r  r e a l i z e d .  T h e y  a r e  u s e d  i n  

i n v e s t m e n t  m a n a g e m e n t  a s  a  b a s i s  f o r  r e a l l o c a t ­

i n g  t h e  r e l a t i v e  p e r c e n t a g e s  o f  c l a s s e s  o f  

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

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

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

o r  r e a l i z e d  b a s i s  t o  c o m p a r e  t h e  r e l a t i v e  p e r ­

f o r m a n c e s  o f  v a r i o u s  i n v e s t m e n t s  o r  c l a s s e s  o f  

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

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

a c h i e v e  a  r e l a t i v e l y  h i g h  r a t e - o f - r e t u r n  o v e r  a  

t i m e  p e r i o d  a p p r o p r i a t e  t o  t h e  n a t u r e  o f  t h e  

f u n d .

C .  R v a i l a b i 1 i t y

A v a i l a b i l i t y  i s  a  r e s t r i c t i o n  o n  t h e  g e n e r a l  o b j e c ­

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

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

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

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

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

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

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

u n m a t u r e d  o r  n o n - m a t u r i n g  i s s u e s .  U n k n o w n  a m o u n t s  

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

l i q u i d a t i o n s .  L i q u i d a t i n g  i n v e s t m e n t s  m e a n s  s e l l i n g  

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

T h e  a b i l i t y  t o  l i q u i d a t e  a n  i n v e s t m e n t  w i l l  d e p e n d  

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

s e c o n d a r y  m a r k e t s  a r e  m a i n t a i n e d  a r e  r e a d i l y  m a r k e t ­

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

r e s i d u a l  r i s k s  a r e  h i g h l y  m a r k e t a b l e .  S e c u r i t i e s  

w h i c h  d o  n o t  h a v e  o n g o i n g  s e c o n d a r y  m a r k e t s  a n d  

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

a  v e r y  l o w  d e g r e e  o f  m a r k e t a b i l i t y  o r  n o n e  a t  a l l .  

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

i n v e s t m e n t .  S e c o n d a r y  m a r k e t s  p r e s u m e  c e r t a i n  r a n g e s  

o f  a m o u n t s .  L i q u i d a t i n g  i n v e s t m e n t s  w h i c h  a r e  s u b ­

s t a n t i a l l y  l a r g e r  o r  s m a l l e r  t h a n  t h o s e  r a n g e s  w i l l

1 1



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

a b i l i t y  o f  i n v e s t m e n t  m a n a g e m e n t  t o  t e r m i n a t e  s o m e  

i n v e s t m e n t s ,  p r o c u r e  o t h e r s ,  r e a l i z e  r e t u r n s ,  r e a l l o ­

c a t e  t h e  f u n d ' s  i n v e s t m e n t s ,  a n d  a c h i e v e  h i g h  r a t e s -  

o f - r e t u r n  w o u l d  b e  s e v e r e l y  r e d u c e d  i f  a  f u n d  w a s  

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

D .  F o r  S o m e  P u r p o s e  O v e r  S o m e  S p a n  o f  T i m e

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

o v e r  w h i c h  t h e y  a r e  t o  b e  s e r v e d  w i l l  v a r y  g r e a t l y  

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

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

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

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

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

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

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

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

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

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

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

c r e d i t  r i s k ,  r e s i d u a l  r i s k ,  m a r k e t  r i s k ,  r a t e s - o f -  

r e t u r n ,  a n d  m a r k e t a b i l i t y .

V .  T H E  N A T U R E  O F  I N V E S T M E N T  P O L I C I E S

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

i n v e s t m e n t  o b j e c t i v e s  i s  t h e  f u n d ' s  g e n e r a l  i n v e s t m e n t  

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

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

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

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

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

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

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

r e t u r n  o n  t h e  f u n d  o v e r  s o m e  f u t u r e  t i m e  p e r i o d .

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

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

i n  w h i c h  r e t u r n s  a r e  r e a l i z e d  a r e  v e r y  d y n a m i c .  N o  

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

m a y  b e  a t  a n y  p o i n t  i n  t i m e ,  s u b s e q u e n t  c h a n g e s  i n  t h e  

f i n a n c i a l  m a r k e t s  c a n  r a p i d l y  i n v a l i d a t e  i t .  C o n s e ­

q u e n t l y ,  i n v e s t m e n t  p o l i c i e s  h a v e  t o  b e  s u f f i c i e n t l y  

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

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

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

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

r e a p p r a i s a l s .
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I n v e s t m e n t  p o l i c i e s  a r e  c o m p r e h e n s i v e  d e r i v e d  s t r a t e g i e s  w h ich  r e p r e s e n t  e v a l u a t i o n s  o f  a l l  o f  th e  s i g n i f i c a n t  f a c t o r s  u t i l i z e d  i n  s e l e c t i n g  and man aging  i n v e s t m e n t s .  The most i m p o r t a n t  o f  t h e s e  f a c t o r s  i s  th e  p r o b a b l e  r a t e s - o f - r e t u r n  whic h may be e a r n e d  on p a r t i c u l a r  i n v e s t ­ments between now and a f u t u r e  d a t e .  Those p r o b a b i l i t i e s  t o g e t h e r  w i t h  t h e i r  r e l a t i v e  d e g r e e  o f  c e r t a i n t y  and th e  r i s k s  a s s o c i a t e d  w i t h  t h o s e  i n v e s t m e n t s  a r e  t h e  e s s e n t i a l  c o n s i d e r a t i o n s  i n v o l v e d  in  d e t e r m i n i n g  th e  a l l o c a t i o n  o f  the fund among th e p o t e n t i a l  c l a s s e s  o f  i n v e s t m e n t s .  The a l l o c a t i o n s  a r e  b a l a n c e d  w i t h i n  t h e  p o l i c y  w i t h  th e  i n t e n t i o n  o f  m a x i m i z i n g  th e  f u n d ' s  p r o b a b l e  f orw a rd  r a t e -  o f - r e t u r n  w i t h o u t  p e r m i t t i n g  i t s  p r o b a b l e  r i s k s  to  r i s e  t o  an u n a c c e p t a b l e  l e v e l .  B e c a u s e  i n v e s t m e n t  p o l i c i e s  a r e  based on e x p e c t e d  f u t u r e  e v e n t s ,  t h e i r  e f f e c t i v e n e s s  i n  a c h i e v i n g  t h e  o b j e c t i v e s  can o n l y  be a s c e r t a i n e d  on an a f t e r - t h e - f a c t  b a s i s .V I .  THE FUNDS AND THEIR INVESTMENT P O L I C I E SThe a p p l i c a t i o n  o f  t h e  g e n e r a l  i n v e s t m e n t  o b j e c t i v e  to  s p e c i f i c  fu n d s  or t y p e s  o f  f u n d s  r e s u l t s  i n  t h e  d e v e l o p ­ment of  s p e c i f i c  i n v e s t m e n t  p o l i c i e s  f o r  e a c h  f u n d .  A summary o f  th e  n a t u r e  o f  e a c h  fund and i t s  i n v e s t m e n t  p o l i c y  f o l l o w s :A .  The G e n e r a l  I n v e s t m e n t  FundT h i s  does not  i n c l u d e  t h e  u n m a r k e t a b l e  l o a n s  made under form er S t a t e  pr ogram s- a l l  bu t  one o f  w h ich  a r e  no l o n g e r  a c t i v e .1. N a t u r eThe G e n e r a l  I n v e s t m e n t  Fund i s  a r e s e r v o i r  w h ic h  h o l d s  S t a t e  r e v e n u e s  u n t i l  t h e y  a r e  d i s b u r s e d .  I t  c o n t a i n s  f i v e  bro ad c a t e g o r i e s  o f  m o n ie s :a .  r e v e n u e s  w h ich  w i l l  o n l y  t e m p o r a r i l y  be in  t h e  fund b e c a u s e  t h e y  a c e  s u b j e c t  t o  immi­n e n t  d i s b u r s e m e n t  i n  o r d e r  t o  s a t i s f y  o p e r ­a t i n g  b u d g e t  e x p e n s e s ;b .  r e v e n u e  r e c e i p t s  i n  e x c e s s  o f  a p p r o p r i ­a t i o n s ,  w h ic h  a r e  u s u a l l y  i n  t h e  fund f o r  l e s s  t h a n  a y e a r  b e c a u s e  t h e y  a r e  s u b s e ­q u e n t l y  a p p r o p r i a t e d  and d i s b u r s e d ;c .  r e v e n u e s  a p p r o p r i a t e d  f o r  c a p i t a l  b u d g e t  p r o j e c t s ,  w h ic h  may be i n  th e fund f o r  s e v e r a l  y e a r s  a s  m onies  a r e  d i s b u r s e d  on an a s  needed b a s i s ;
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d .  p a s t  r e v e n u e s  not a p p r o p r i a t e d  f o r  s p e c i f i c  e x p e n d i t u r e s  bu t  h e l d  i n  r e s e r v e  f o r  emer­g e n c y  p u r p o s e s ,  e . g .  b u d g e t  r e s e r v e  f u n d ;e .  s p e c i a l  r e v e n u e ,  r e s e r v e ,  o p e r a t i n g ,  and t r u s t  f u n d s  w h ich  a r e  commingled i n  th e  G e n e r a l  I n v e s t m e n t  Fund b u t  a r e  s p a r a t e l y  a c c o u n t a b l e .  T h e s e  m onie s  have mixed c h a r a c t e r i s t i c s ,  a r e  u s u a l l y  c o n t i n u i n g  in  d u r a t i o n ,  and a r e  a s m a l l  p e r c e n t a g e  o f  th e  t o t a l  f u n d .The pu rp ose  o f  t h e  fun d i s  t o  combine t h e s e  money f l o w s  i n t o  a p o o l  where d i s p a r a t e  i n f l o w s  and o u t f l o w s  w i l l  f r e q u e n t l y  be o f f s e t t i n g  a n d ,  c o n s e q u e n t l y ,  t h e  more s t a b l e  p o o l  w i l l  be more r e a d i l y  i n v e s t i b l e .  The r e d u c t i o n  t h r o u g h  t h e  u s e  o f  a p o o l  o f  th e  number o f  a c c o u n t s  whic h need t o  be i n v e s t e d  a l s o  i n c r e a s e s  t h e  s i z e  o f  t h e  i n v e s t m e n t s ,  r e d u c e s  t h e  number o f  i n v e s t ­m e n t s ,  and m i n i m i z e s  t h e  t r a n s a c t i o n  and p e r s o n ­n e l  c o s t s .  The fund i s  i n v e s t e d  w i t h  t h e  i n t e n t  o f  e a r n i n g  income on t h e  p r i n c i p a l  monies u n t i l  t h e  t im e o f  t h e i r  d i s b u r s e m e n t .  The income e a r n i n g s  c o n s t i t u t e  an a d d i t i o n a l  s o u r c e  o f  r e v e n u e s  w h ic h  a r e  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 .2 .  P o l i c yBe c a u s e  th e  p r i n c i p a l  o f  t h e  fund has been a p p r o p r i a t e d  and any r e a l i z e d  l o s s e s  would l e a d  to  c u r t a i l m e n t  o f  i n t e n d e d  e x p e n d i t u r e s ,  p r e s e r ­v a t i o n  o f  p r i n c i p a l  i s  t h e  most i m p o r t a n t  d e t e r ­m in ant o f  i n v e s t m e n t  p o l i c y .  B e c a u s e  th e  e x p e n d i t u r e s  a r e  f r e q u e n t l y  l a r g e  and t h e i r  e x a c t  d a t e s  o f  d i s b u r s e m e n t  a r e  unknown, th e p o l i c y  has t o  a l l o w  f o r  v e r y  h i g h  l i q u i d i t y .  B e c a u s e  th e  $1 b i l l i o n  to  $2 b i l l i o n  s i z e  o f  th e  fund i s  v e r y  l a r g e ,  i n v e s t m e n t s  have to  be l i m i t e d  t o  c l a s s e s  o f  i n v e s t m e n t s  w h ic h  have s e c o n d a r y  m a r k e t s  t h a t  can  r e a d i l y  accommodate l a r g e  h o l d i n g s .  B e c a u s e  t h e  p r o j e c t e d  income from t h e  i n v e s t m e n t s  i s  a l s o  a p p r o p r i a t e d  b e f o r e  i t  i s  r e c e i v e d ,  t h e  p r o j e c t e d  income f o r  any f i s c a l  y e a r  s h o u l d  be r e l a t i v e l y  s t a b l e  and c e r t a i n .  T h ese  c h a r a c t e r i s t i c s  d e n o te  an i n v e s t m e n t  p o l i c y  w h ich  a v o i d s  r e s i d u a l  r i s k s ,  has low c r e d i t  and m ark et  r i s k s ,  a v o i d s  s u b ­s t a n t i a l  e x c h a n g e  r i s k s ,  c o n c e n t r a t e s  on l a r g e  y e t  v e r y  m a r k e t a b l e  i s s u e s ,  and s e e k s  t o  a c h i e v e  a r e l a t i v e l y  h i g h  but n o n - v o l a t i l e  i n v e s t m e n t  r e t u r n  w i t h i n  a f i s c a l  y e a r .
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The c u r r e n t  i n v e s t m e n t  p o l i c y  l i m i t s  t h e  i n v e s t ­ment s e l e c t i o n s  t o  n o n - c e s i d u a l , f i x e d  amount o b l i g a t i o n s .  The v a s t  m a j o r i t y  o f  h o l d i n g s  c o n s i s t  o f  U . S .  T r e a s u r y  i s s u e s ,  whic h have th e  l o w e s t  c r e d i t  r i s k s ,  th e  h i g h e s t  m a r k e t a b i l i t y ,  and t h e  b e s t  s e c o n d a r y  m a r k e t s  f o r  l a r g e  h o l d i n g s .  The r e m a i n i n g  h o l d i n g s  c o n s i s t  o f  s h o r t - t e r m  c o m m e r c ia l  or bank paper i s s u e s  which have e x c e p t i o n a l l y  low c r e d i t  r i s k s  a l t h o u g h  t h e y  y i e l d  more income th a n  U . S .  T r e a s u r i e s .The d a i l y  v o l a t i l i t y  i n  fund b a l a n c e s  i s  handle d  t h r o u g h  o v e r n i g h t  r e p u r c h a s e  a g r e e m e n ts  w it h  th e l i m i t e d  number o f  prime d e a l e r s  w i t h  whom th e  T r e a s u r y  D i v i s i o n  has b i n d i n g  w r i t t e n  a g r e e ­m e n t s .  The r e p u r c h a s e  a g r e e m e n ts  have a l m o s t  no r i s k  b e c a u s e  th e y  a r e  f u l l y  c o l l a t e r a l i z e d  by d e l i v e r e d  U . S .  T r e a s u r y  s e c u r i t i e s .  The m a t u r i t y  s t r u c t u r e  o f  t h e  fund i s  d e s i g n e d  t o  p r o v i d e  c a s h  t h r o u g h  m a t u r i t i e s  a t  th e  p r o b a b l e  d a t e s  i t  w i l l  be n e e d e d .  The e s t i m a t i n g  of  p r o b a b l e  c a s h  o u t f l o w s  i s  a c o n t i n u i n g  p r o c e s s  and th e  m a t u r i t y  s t r u c t u r e  i s  c o n s t a n t l y  b e in g  a l t e r e d  to  match th e  p r o b a b l e  o u t f l o w s .  The p a r t i c u l a r  i n v e s t m e n t  s e l e c t i o n s  and th e  m a t u r i t y  s t r u c t u r e  a r e  a l s o  d e s i g n e d  to  m ax im iz e  t h e  income f l o w  a n d ,  c o n s e q u e n t l y ,  th e  c u r r e n t  s t r u c t u r e  o f  i n t e r e s t  r a t e s  and th e  f u t u r e  e x p e c t e d  s t r u c t u r e  o f  t h o s e  r a t e s  a re  i m p o r t a n t  d e t e r m i n a n t s  o f  i n v e s t m e n t  s e l e c t i o n s  and m a t u r i t y  s t r u c t u r e .  In  o r d e r  t o  keep th e income r e l a t i v e l y  c e r t a i n ,  i s s u e s  a r e  u s u a l l y  h e l d  to  t h e i r  m a t u r i t y  d a t e ,  u n l e s s  the m a t u r i t y  s c h e d u l e  needs t o  be r e s t r u c t u r e d .  C u r r e n t l y ,  a b o u t  62 p e r c e n t  o f  th e  fund i s  s c h e d u l e d  t o  mature w i t h i n  th e  f o l l o w i n g  12 months and t h e  r e m a in d e r  w i t h i n  t h r e e  y e a r s .G . AHFC P l e d g e d  Fund1 .  N a t u r eThe monies h e l d  i n  t h i s  fund a r e  S t a t e  fun d s  w h ich  were r e q u i r e d  under th e  te rm s o f  an o u t ­s t a n d i n g  AHFC bond i s s u e .  The amount r e q u i r e d  depends  upon s t a n d a r d s  and c e r t i f i c a t i o n s  s t a t e d  i n  th e  bond i n d e n t u r e  and any e x c e s s  can be w it hdra w n on November 30 o f  e a c h  y e a r .  E x c e s s  amounts have been w ith d ra w n  e a c h  y e a r  so  the monies  c u r r e n t l y  h e l d  a r e  l e s s  th a n  $10 m i l l i o n .  The i n d e n t u r e  r e s t r i c t s  t h e  i n v e s t m e n t  m a t u r i ­t i e s  t o  s i x  months or l e s s  and l i m i t s  t h e  c h o i c e s  to  t h e  i n s t r u m e n t s  n oted  i n  App en d ix  D.
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2 .  P o l i c yThe s t r i n g e n t  m a t u r i t y  and i n s t r u m e n t  l i m i ­t a t i o n s  l e a v e  l i t t l e  room f o r  d i s c r e t i o n a r y  p o l i c y .  P r e s e r v a t i o n  o f  p r i n c i p a l  i s  t h e  most i m p o r t a n t  c h a r a c t e r i s t i c  and i t  i s  b e i n g  s e r v e d  by k e e p i n g  th e fund i n v e s t e d  i n  U . S .  T r e a s u r y  o b l i g a t i o n s .  The m a t u r i t y  r e s t r i c t i o n  a v o i d s  any market  r i s k .  The c u r r e n t  i n v e s t m e n t  p o l i c y  i s  to  p u r c h a s e  i s s u e s  m a t u r i n g  on e i t h e r  th e  i n d e n t u r e ' s  s e m i - a n n u a l  i n t e r e s t  pay d a t e s  o f  May 30 and November 30 or th e  n e a r e s t  p r a c t i c a l  d a t e  p r e c e d i n g  t h o s e  d a y s .C . I n t e r n a t i o n a l  A i r p o r t s  C o n s t r u c t i o n  Fund1 .  N a t u r eThe c o n s t r u c t i o n  fund h o l d s  th e  p r o c e e d s  o f  c o n s t r u c t i o n  bonds as  w e l l  as monies a p p r o p r i ­a t e d  f o r  th e  same p u r p o s e s .  The monies  a re  w ith d ra w n  a s  needed t o  re p a y  c o n t r a c t o r s  f o r  c o n s t r u c t i o n  e x p e n s e s .  C o n s e q u e n t l y ,  i t  i s  a d e c l i n i n g  fund w h ic h  e v e n t u a l l y  pays  o u t  a l l  o f  i t s  p r i n c i p a l  and in com e.2 .  P o l i c yThe o b j e c t i v e  o f  th e i n v e s t m e n t  p o l i c y  i s  to  m ax im ize  t h e  r e t u r n  on t h e  monies w h i l e  they  are  h e l d  i n  the fund w i t h o u t  r i s k i n g  t h e  p r i n c i p a l  or th e  presumed i n t e r e s t  in co m e. The i n v e s t m e n t  r e s t r i c t i o n s  (A p p en d ix  E) v i r t u a l l y  e l i m i n a t e  c r e d i t  r i s k s ,  and market  r i s k s  a r e  m in im ize d  by a t t e m p t i n g  t o  match th e  s c h e d u l e  o f  m a t u r i t i e s  to  th e  t i m i n g  and amounts o f  a n t i c i p a t e d  w i t h ­d r a w a l s .  The s c h e d u l e s  o f  w i t h d r a w a l s  a r e  e s t i m a t e d  by t h e  a r c h i t e c t s  or e n g i n e e r s  i n v o l v e d  i n  the p r o j e c t s .  S e c t i o n  3 . 0 3 ( c )  o f  S t a t e  Bond Com m ittee  R e s o l u t i o n  No. 68-4 r e s t r i c t s  m a t u r i t i e s  to  no more th an  s i x  months a f t e r  th e  e s t i m a t e d  d a t e s  on which th e  monies w i l l  be n eeded.D.  I n t e r n a t i o n a l  A i r p o r t s  Revenue Fund1.  N a t u r eThe Revenue Fund r e c e i v e s  a l l  o f  t h e  re v e n u e s  from th e  o n g o i n g  o p e r a t i o n s  o f  th e i n t e r n a t i o n a l  a i r p o r t s .  The monies a r e  u t i l i z e d  t o  pay th e c o n t i n u i n g  e x p e n s e s  o f  a i r p o r t  o p e r a t i o n s  and
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t h e  p r i n c i p a l  and i n t e r e s t  payments on o u t s t a n d ­i n g  a i r p o r t  reven u e b o n d s .  A l t h o u g h  t h e  bond payments a r e  known amounts w hic h a r e  s c h e d u l e d  f o r  th e  l i f e  o f  th e  i s s u e s ,  th e  revenu e r e c e i p t s  and o t h e r  e x p e n d i t u r e s  a r e  e r r a t i c  i n  t i m i n g  and h i g h l y  v a r i a b l e  i n  amount.  I n v e s t m e n t  e a r n i n g s  a r e  r e t a i n e d  by t h e  fund a s  an a d d i t i o n a l  r e v e n u e .2 .  P o l i c yThe i r r e g u l a r ,  u n f o r e c a s t e d  c a s h  f l o w s  o u t  o f  t h e  fund impose h i g h  l i q u i d i t y  and low r i s k  r e q u i r e m e n t s  on i t s  i n v e s t m e n t s .  These c h a r a c ­t e r i s t i c s  a r e  met by i n v e s t i n g  s o l e l y  i n  U . S .  T r e a s u r y  or money market  i s s u e s  due w i t h i n  no more t h a n  one y e a r .  The s h o r t  m a t u r i t i e s  e n s u r e  m in im a l  market  r i s k s ,  th e  i s s u e r s  have v e r y  low c r e d i t  r i s k s ,  and th e  h i g h  m a r k e t a b i l i t y  a s s u r e s  t h e  a v a i l a b i l i t y  o f  m onies  even i f  t h e r e  a re  u n e x p e c t e d  o u t f l o w s .  The s e p a r a t e l y  i n v e s t e d  R e p a i r  and R e p la c e m e n t  R e s e r v e  A c c o u n t ,  r e q u i r e d  under t h e  terms o f  a bond i n d e n t u r e  and s u b j e c t  to  S e c t i o n  5 .0 4  o f  R e s o l u t i o n  No. 6 8 .4  o f  th e S t a t e  Bond C o m m it t e e ,  i s  l e s s  s u b j e c t  to  e r r a t i c  f l o w s  and t h e r e f o r e  may u s e  m a t u r i t i e s  o f  up to  f i v e  y e a r s  d u r a t i o n .  These s t r i n g e n t  r e q u i r e m e n t s  e f f e c t i v e l y  p r e c l u d e  m a x i m i z i n g  th e  r e t u r n  on t h e  i n v e s t m e n t s .  I f  r e l i a b l e  f o r e c a s t s  o f  p r o b a b l e  c a s h  f l o w s  were a v a i l a b l e ,  m a t u r i t i e s  m ig h t  be l e n g t h e n e d  and t imed t o  t a k e  a d v a n t a g e  o f  c h a n g i n g  i n t e r e s t  c a t e  l e v e l s  so a h i g h e r  r a t e - o f - r e t u r n  c o u l d  be e a r n e d .E .  S t a t e  M o r t g a g e  I n s u r a n c e  ( T r u s t )  Fund1.  N a t u r eThe monies  i n  t h i s  fund c o n s t i t u t e  a S t a t e  i n s u r a n c e  r e s e r v e  s u p p o r t i n g  h o l d e r s  o f  AHFC I n s u r e d  M o rtga ge  B o n d s .  The amounts r e q u i r e d  t o  be h e l d  i n  th e  fund a r e  s p e c i f i e d  i n  AS 1 8 . -  5 6 . 0 9 5 .  Monies may be w it hdraw n from t h e  fu n d s  as  needed t o  e f f e c t u a t e  t h e  m o rtg ag e  i n s u r a n c e  p r o g r a m s ,  and th e  fund may r e c e i v e  monies  from e i t h e r  s p e c i a l  m o rtg a g e  l o a n  commitment f e e s  or s p e c i a l  m o rtg age l o a n  d e f a u l t s  w hic h were c h a r g e d  a g a i n s t  t h e  fund or  a p p r o p r i a t i o n s  by th e  l e g i s l a t u r e  t o  meet t h e  f u n d ' s  s i z e  r e q u i r e ­m e n t s .  The fund has an unknown d u r a t i o n ,  i t  may v a r y  i n  s i z e  p e r p e t u a l l y ,  or  i t  may d e c l i n e  t o
17



z e r o  a t  some f u t u r e  d a t e  when a l l  I n s u r e d  M o r t ­gage Bonds a r e  r e t i r e d .2 .  P o l i c yFund i n v e s t m e n t s  have to  ha ve t h e  c h a r a c t e r ­i s t i c s  o f  s a f e t y  o f  p r i n c i p a l  from c r e d i t  r i s k s  b e c a u s e  th e  monies  a re  an i n s u r i n g  g u a r a n t e e  and o f  h i g h  m a r k e t a b i l i t y  b e c a u s e  money may be w i t h ­drawn a t  any t i m e .  These c h a r a c t e r i s t i c s  are  s e r v e d  under t h e  M o r t g a g e  I n s u r a n c e  Agreement o f  December 6 .  1975 between th e  S t a t e  and AHFC w hic h l i m i t e d  the i n v e s t m e n t s  t o  h i g h l y  m a r k e t ­a b l e  and low c r e d i t  r i s k  U . S .  T r e a s u r y  or money market  i n v e s t m e n t s  (s e e  A p p e n d ix  F ) . S u b j e c t  t o  t h a t  r e s t r i c t i o n ,  th e  Co m m iss io ne r  o f  Revenue d e l e g a t e d  i n v e s t m e n t  management o f  t h e  fund to th e  N a t i o n a l  Bank o f  A l a s k a  unde r th e  terms o f  a C u s t o d y  and In v e s t m e n t  Agre ement d a t e d  J u l y  30. 1976.F . R e t i r e m e n t  ( T r u s t )  FundsT h i s  c o m p r i s e s  th e P u b l i c  E m ployees  R e t i r e m e n t  Fund,  th e  T e a c h e r s  R e t i r e m e n t  Fund,  t h e  J u d i c i a l  R e t i r e ­ment Fund,  and th e  A l a s k a  N a t i o n a l  Guard and A l a s k a  N a v a l  M i l i t i a  R e t i r e m e n t  Fund,  w hic h a r e  s e p a r a t e l y  a c c o u n t e d  and i n v e s t e d .  T h e i r  n a t u r e s  a r e  s u f f i c i e n t l y  s i m i l a r  t o  g i v e  them th e  same g e n e r a l  i n v e s t m e n t  p o l i c y .  However, th e  two minor f u n d s ,  t h e  J u d i c i a l  and t h e  A l a s k a  N a t i o n a l  Guard and A l a s k a  N a v a l  M i l i t i a ,  a r e  to o  s m a l l  t o  d i r e c t l y  p a r t i c i p a t e  i n  e q u i t y  and c e c t a i n  f i x e d  amount i n v e s t m e n t s .  The T r e a s u r y  D i v i s i o n  has e s t a b l i s h e d  a p o o l e d  a c c o u n t  f o r  d o m e s t i c  common s t o c k  i n v e s t m e n t s  o f  a l l  th e  r e t i r e m e n t  and endowment f u n d s  to  make p a r t i c i p a t i o n  by t h e  minor fun d s  p r a c t i c a l .  In  th e f u t u r e ,  th e  D i v i s i o n  may e s t a b l i s h  a d d i t i o n a l  p o o l s  f o r  o t h e r  t y p e s  o f  i n v e s t m e n t s .1. N a t u r eThe r e t i r e m e n t  p l a n s  a r e  d e f i n e d  b e n e f i t  p l a n s  whose payment amounts f o r  e a c h  e n r o l l e d  employee a r e  d e t e r m i n e d  by t h e i r  l e n g t h  o f  employment and t h e i r  s a l a r y  l e v e l s .  They a r e  j o i n t  c o n t r i b u ­t o r y  p l a n s  under which both  th e  em ployee and th e  employer  a r e  r e q u i r e d  t o  make c o n t i n u i n g  c o n t r i ­b u t i o n s ,  w i t h  th e  e x c e p t i o n  o f  t h e  A l a s k a  N a t i o n a l  Guard and A l a s k a  N a v a l  M i l i t i a  p l a n  w h ic h  i s  fu n d e d  s o l e l y  by em p lo y er  c o n t r i b u -
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t i o n s .  A c c o r d i n g  to la w , th e  b e n e f i t s  p a y a b l e  under t h e  r e t i r e m e n t  p l a n s  a r e  c o n t r a c t u a l ,  d e f e r r e d  c o m p e n s a t io n  a r r a n g e m e n t s  whic h must be honored by th e  e m p l o y e r s ,  who a r e  C o n s t i t u t i o n a l l y  p r o h i b i t e d  from d i m i n i s h i n g  or i m p a i r i n g  t h e  a c c r u e d  b e n e f i t s .  The e m p lo y e r s  a r e  t h e  e f f e c t i v e  g u a r a n t o r s  o f  t h e  b e n e f i t s  and t h e y  assume a l l  o f  th e  f i n a n c i a l  r i s k s  c o n c e r n i n g  t h e  a d e q u a cy  o f  th e  c o n t r i b u t i o n s  and th e  r e t u r n s  on t h e  i n v e s t m e n t s .  Employees have a l e g a l  r i g h t  t o  b e n e f i t s  i m m e d i a t e l y  upon e n r o l l m e n t  i n  t h e  s y s t e m ,  a l t h o u g h  t h e i r  r i g h t  t o  th e  e m p l o y e r ' s  c o n t r i b u t i o n s  i s  d ep en d en t  on c e r t a i n  v e s t i n g  r e q u i r e m e n t s  s u c h  a s  a minimum term o f  employment and th e  s t a t u s  o f  t h a t  employment ( f u l l - t i m e ,  p a r t - t i m e ,  t e m p o r a r y ,  e t c . ) .  The p l a n s  a r e  c o n s i d e r e d  a s  b e i n g  p e r p e t u a l  i n  n a t u r e  b e c a u s e  t h e y  a p p l y  t o  both  c u r r e n t  and f u t u r e  em p loyee s  and t h e  e m p lo y e rs  have t h e  c h a r a c t e r i s t i c s  o f  p e r p e t u a l  e x i s t e n c e .The f u n d s '  i n v e s t e d  a s s e t s  a r e  impounded monies d e d i c a t e d  t o  the payment o f  f u t u r e  b e n e f i t s  and a r e  n o t  s u b j e c t  t o  r e v e r s i o n  t o  or u s e  by th e  c o n t r i b u t o r s ,  e x c e p t  when p a id  to  b e n e f i c i a r i e s  under t h e  terms o f  t h e  p l a n s .  They a r e  f i d u c i ­a r y  t r u s t s  whose monies  a r e  h e l d  and i n v e s t e d  o n l y  f o r  th e b e n e f i t  o f  c u r r e n t  and f u t u r e  r e t i r e e s .The i n v e s t m e n t s  r e p r e s e n t  t h e  a c c u m u l a t e d  e x c e s s  o f  c o n t r i b u t i o n s  and r e a l i z e d  income o ver  b e n e ­f i t s  p a i d  d u r i n g  the y e a r s  s i n c e  t h e  p l a n s '  i n c e p t i o n s .  The amount o f  a d d i t i o n a l  monies  c o n t r i b u t e d  e a ch  y e a r  by t h e  em p lo yee s  and e m p lo y e r s  a r e  d e t e r m in e d  by c o n s u l t i n g  a c t u a r i e s  and a r e  based on t h e  e x p e c t e d  f u t u r e  payments to  c u r r e n t  and f u t u r e  r e t i r e e s ,  the amounts o f  t h e  f u n d s ,  and th e  e x p e c t e d  f u t u r e  r e t u r n s  on i n v e s t m e n t s .  I n  o r d e r  t o  d e t e r m i n e  th e  amounts o f  t h e  f u n d s ,  t h e  a c t u a r i e s  a n n u a l l y  v a l u e  t h e  f u n d s '  i n v e s t m e n t s  by u t i l i z i n g  a t h r e e  y e a r  moving a v e r a g e  o f  t h e  r a t i o s  o f  t o t a l  a c t u a r i a l  v a l u e  t o  t o t a l  book v a l u e ,  where t o t a l  a c t u a r i a l  v a l u e  i s  composed o f  market  v a l u e s  f o r  e q u i t i e s  and book v a l u e s  f o r  f i x e d  amount o b l i g a t i o n s .  T h i s  m e t h o d o lo g y  d e c r e a s e s  th e  a n n u a l  v o l a t i l i t y  o f  b o t h  t h e  v a l u a t i o n s  and t h e  r e s u l t a n t  l e v e l s  o f  c o n t r i b u t i o n s .  The a c t u a r i a l  method b e i n g  u t i l i z e d - - p r o j e c t e d  u n i t  c r e d i t  method- r e q u i r e s  c o n t r i b u t i o n s  i n  th e  e a r l y  y e a r s  t h a t  e x c e e d  t h e  a c c r u a l  o f  b e n e f i t s .



Cash i n f l o w s  i n t o  th e  f u n d s  s u b s t a n t i a l l y  e x c e e d  t h e  c u r r e n t  amounts o f  b e n e f i t s  payments  and t h a t  c o n d i t i o n  i s  e x p e c t e d  t o  c o n t i n u e  f o r  many y e a r s  i n t o  t h e  f u t u r e .  The net  i n f l o w  i s  a t y p i c a l  s i t u a t i o n  f o r  r e t i r e m e n t  p l a n s  who have a r e l a t i v e l y  low p e r c e n t a g e  o f  r e t i r e d  members. T h i s  i s  i l l u s t r a t e d  by th e  f o l l o w i n g  s t a t i s t i c s  c o n c e r n i n g  th e  two m a jo r  p l a n s :P u b l i cEmployeesR e t i r e m e n tSyste m T e a c h e r s  R e t i r e m e n t  _ Sys tem
Mean o f  U . S .  P u b l i c  P e n s i o n , , , . Funds (2)A v e r a g e  Age o f  A c t i v e  Members 3 9 .2 1 4 0 .4 8 4 0 .9A v e r a g e  Y e a r s  o f  C r e d i t e d  S e r v i c e 5 .9 6 9 .81 1 1 .6% o f  T o t a l  Members R e t i r e d 14 .4% 19 .2% 29 . 3%% o f  A c t i v '  Members V e s t e d 44 . 6% 48.0% 47.7%P e r i o d  i n  Y e a r s  to  A m o r t i z e  UnfundedA c c r u e d  B e n e f i t s  25 25 3 0 .1% o f  P e n s io nO b l i g a t i o n  Funded 102.0% 93.2% 72.4%E x c e s s  o f  A c t u a r ­i a l  I n t e r e s t  R a t e  2.8% 13) 2 ; 8% (3) 1.8%A s s u m p t i o n  Over e s t i m a t e  e s t i m a t eS a l a r y  I n c r e a s e  A s s u m p tio n(1) " A c t u a r i a l  V a l u a t i o n  as  o f  J u n e  30,  1 9 8 6 ,"  W i l l i a m  M. M e r c e r - M e i d i n g e r . I n c .(2) " P u b l i c  P e n s i o n  Funds 1 9 8 7 ,"  G r e e n w ic h  R e s e a r c h  A s s o c i a t e s ,  G r e e n w i c h ,  C o n n e c t i c u t(3) 2.5% f o r  th e  f i r s t  f i v e  y e a r s  o f  an e m p l o y e e ' ss e r v i c e  and 3.5% per y e a r  t h e r e a f t e r .2 .  P o l i c yThe most i m p o r t a n t  c h a r a c t e r i s t i c  o f  the fun d s  f o r  i n v e s t m e n t  p o l i c y  p u r p o s e s  i s  t h e i r  p e r p e t u a l  n a t u r e  and t h e  l o n g  number o f  y e a r s  b e f o r e  t h e y  w i l l  e n c o u n t e r  any n e t  o u t f l o w s
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( p r o b a b l y  15 to  20 y e a r s ) .  The l o n g  t i m e  span accommodates i n v e s t m e n t s  w h ic h  s h o u l d  e n j o y  h i g h e r  r e t u r n s  o ver  t h e  l o n g - r u n ,  a l t h o u g h  t h e y  may be s lo w  to  m a t e r i a l i z e ,  or  be e r r a t i c  in  t h e  s h o r t - r u n .  and i t  a l l o w s  g r e a t e r  u s e  o f  i n v e s t m e n t s  w h ich  may have s u b s t a n t i a l  market  v a l u a t i o n  r i s k s .  T h i s  c h a r a c t e r i s t i c  expan ds t h e  u n i v e r s e  o f  i n v e s t m e n t  p o s s i b i l i t i e s  and i n c r e a s e s  t h e  p o t e n t i a l  f o r  a c h i e v i n g  h i g h e r  r e t u r n s  on t h e  i n v e s t m e n t s .The p r im a r y  o b j e c t i v e  o f  th e  i n v e s t m e n t  p o l i c y  i s  to  m ax im ize  t h e  r e t u r n s  on th e  f u n d s '  t o t a l  i n v e s t m e n t s  over  a l o n g  t im e span w i t h o u t  u n d e r t a k i n g  an u n r e a s o n a b l e  d e g r e e  o f  r i s k  o f  r e d u c i n g  t h e  p r i n c i p a l  o f  t h e  fun d s  or o f  r e a l i z i n g  t h e  lower r e t u r n s  which would n e c e s s i t a t e  r a i s i n g  t h e  c o n t r i b u t i o n  l e v e l s .  H i g h e r  i n v e s t m e n t  r e t u r n s  o v e r  th e  y e a r s  mean a l a r g e r  f u n d ,  and a l a r g e r  fund s i z e  r e l a t i v e  to a r e t i r e m e n t  s y s t e m ' s  l i a b i l i t y  f o r  f u t u r e  b e n e f i t  payments i s  t h e  b e n e f i c i a r i e s '  b e s t  s e c u r i t y  t h a t  t h e  p e n s i o n s  w i l l  be p a i d  when t h e y  a r e  d u e .  R e t u r n s  w h ich  a v e r a g e  h i g h e r  th a n  t h e  a c t u a r i a l l y  assumed r e t u r n s  ( c u r r e n t l y  9 p e r c e n t  f o r  t h e  two m a jo r  r e t i r e m e n t  p l a n s )  can  l e a d  t o  e i t h e r  i n c r e a s e s  i n  p e n s i o n  b e n e f i t s  or d e c r e a s e s  i n  th e  amounts o f  a n n u a l  c o n t r i b u t i o n s .  The t i m e  span over  w h ich  th e  o b j e c t i v e  s e e k s  to  m a x im iz e  r e t u r n s  i s  h i g h l y  v a r i a b l e  b u t  u s u a l l y  f a l l s  i n  th e  ran ge  o f  between t h r e e  t o  e i g h t  y e a r s .  The time span c a n n o t  be p r e c i s e  b e c a u s e  b o t h  th e  s e p a r a t e  i n v e s t m e n t  m a r k e t s  and t h e  economy e x p e r i e n c e  i n d e p e n d e n t  f l u c t u a t i o n s  i n  p r i c e  and p e r f o r m a n c e .  E conom ic  c y c l e s  u s u a l l y  ran g e  betw een t h r e e  t o  s i x  y e a r s ,  s t o c k  market  c y c l e s  from two t o  f o u r  y e a r s ,  i n t e r e s t  r a t e  c y c l e s  from t h r e e  t o  s e v e n  y e a r s ,  e x c h a n g e  r a t e  c y c l e s  from f o u r  t o  e i g h t  y e a r s ,  and r e a l  e s t a t e  c y c l e s  from f o u r  t o  t e n  y e a r s .  In v e s t m e n t  r i s k s  a r e  r e l a t e d  to  t h e  e n t i r e  p o r t f o l i o  o f  a f u n d ' s  i n v e s t m e n t s  r a t h e r  t h a n  to  t h e  c l a s s e s  o f  i n v e s t m e n t s  w h ich  a r e  components o f  th e  p o r t f o l i o .  A l l  i n v e s t m e n t s  b e a r  some d e g r e e  o f  r i s k  and t h e  r i s k s  v a r y  n o t  o n l y  w i t h  th e  c l a s s  o f  an i n v e s t m e n t  and t h e  s t a g e  o f  i t s  r e l a t e d  c y c l e  b u t  w i t h  t h e  a l t e r n a t i v e  i n v e s t ­ments w i t h i n  e a c h  c l a s s .  I n v e s t m e n t s  h a v i n g  h i g h e r  e x p e c t e d  f u t u r e  r e t u r n s  u s u a l l y  c o n t a i n  a g r e a t e r  r i s k  o f  d i s a p p o i n t m e n t  ( low e r  r e t u r n s )  th a n  t h o s e  e x p e c t e d  t o  have lower f u t u r e
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r e t u r n s .  The r e a s o n a b l e n e s s  o f  r i s k  f o r  a f u n d ' s  i n v e s t m e n t  p o r t f o l i o  i s  a judgment c o n c e r n i n g  th e  g r e a t e r  p r o b a b i l i t y  o f  a c h i e v i n g  th e  e x p e c t e d  h i g h e r  f u t u r e  r e t u r n s  th a n  t h e  p r o b a b i l i t y  o f  r e a l i z i n g  lower t h a n  a v e r a g e  f u t u r e  r e t u r n s .B e c a u s e  i n v e s t m e n t  m a r k e t s  a r e  c o n s t a n t l y  f l u c t u a t i n g ,  t h e  r a t i o  o f  p r c b a b l e  rewards  ( h i g h e r  r e t u r n s )  t o  p r o b a b l e  r i s k s  ( low er  r e t u r n s )  f o r  an i n v e s t m e n t ,  or  c l a s s  o f  i n v e s t ­m e n t s ,  or a fund i s  a l s o  c o n s t a n t l y  c h a n g i n g .In  o r d e r  t o  a c h i e v e  th e  p r im a r y  o b j e c t i v e  o f  th e  r e t i r e m e n t  f u n d s ,  t h e  f u n d s '  i n v e s t m e n t s  need t o  be c o n t i n u o u s l y  r e a l l o c a t e d  between c l a s s e s  o f  i n v e s t m e n t s  and among i n d i v i d u a l  i n v e s t m e n t s .  The r e a l l o c a t i n g  r e q u i r e s  c o n t i n u o u s  r e e v a l u ­a t i o n s  o f  th e p r o b a b l e  l e v e l s  o f  f u t u r e  m ark ets  as  compared to  th e  l e v e l s  o f  c u r r e n t  m a r k e t s .  C o n s e q u e n t l y ,  th e  i n v e s t m e n t  p o l i c y  i s  th e  r e s u l t  o f  a dynamic and c o n t i n u i n g  e v a l u a t i o n  p r o c e s s ,  r a t h e r  th a n  a s t a t i c  a l l o c a t i o n  o f  a s s e t s  which i g n o r e s  th e  c h a n g i n g  m a rk e t s  and f o c u s e s  on th e  p a s t  r a t h e r  t h a n  t h e  f u t u r e .The g e n e r a l  i n v e s t m e n t  p o l i c y  o f  th e  two major r e t i r e m e n t  f u n d s  c o n s i s t s  o f  r a n g e s  o f  a l l o c a ­t i o n s  by i n v e s t m e n t  c l a s s e s .  The r a n g e s  p r o v i d e  t h e  f l e x i b i l i t y  needed t o  c o n t i n u a l l y  a d a p t  the a l l o c a t i o n s  t o  c h a n g i n g  m a rk e t s  and e x p e c t a t i o n s .  The c u r r e n t  r a n g e  f o r  e q u i t y  i n v e s t m e n t s  runs from a low o f  25 p e r c e n t  o f  t h e  fu n d s  to  a h i g h  o f  50 p e r c e n t ,  and the c u r r e n t  l e v e l  i s  ab o u t  40 p e r c e n t .  The l o n g e r  term s t r a t e g y  o f  h o l d i n g  s u b s t a n t i a l  p e r c e n t a g e s  i n  e q u i t i e s  r e f l e c t s  th e  p r o b a b i l i t y  t h a t  e q u i t i e s  w i l l  c o n t i n u e  t o  e a r n  t h e  h i g h e s t  r e l a t i v e  r e t u r n s  on a l o n g  te rm  b a s i s ,  a c o n d i t i o n  w hic h has been t r u e  f o r  l o n g e r  term p e r i o d s  i n  th e p a s t .  L a r g e  p u b l i c  p e n s i o n  f u n d s  were r e c e n t l y  h o l d i n g  a b o u t  44 p e r c e n t  in  e q u i t i e s  and c o r p o r a t e  p e n s i o n  f u n d s  were h o l d i n g  a b o u t  60 p e r c e n t  in  e q u i t i e s  ( t h e  h i g h e r  r e t u r n s  which c o r p o r a t e  p e n s i o n  f u n d s  have h i s t o r i c a l l y  e a rned have been b a s i c a l l y  due t o  t h e i r  h i g h e r  p e r c e n t a g e s  o f  e q u i t i e s ) .  W i t h i n  th e  e q u i t y  a r e a ,  common s t o c k  i n v e s t ­ments may range from 21 p e r c e n t  t o  46 p e r c e n t  o f  th e  fu n d s  ( d o m e s t i c  commons a t  17 p e r c e n t  to 42 p e r c e n t  and i n t e r n a t i o n a l  commons a t  4 p e r c e n t  to  10 p e r c e n t ) .  A l l  common s t o c k  i n v e s t m e n t s  a r e  b e i n g  managed un der d i s c r e ­t i o n a r y  c o n t r a c t s  by e x t e r n a l  managers  who were
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c o m p e t i t i v e l y  s e l e c t e d  p r i m a r i l y  on t h e  b a s i s  o f  t h e i r  i n v e s t m e n t  p e r f o r m a n c e .  In  o r d e r  to  l i m i t  th e  r e s i d u a l  r i s k  e x p o s u r e  o f  t h e  r e t i r e m e n t  f u n d s ,  t h e  c o n t r a c t s  r e q u i r e  a d e q u a t e  d i v e r s i f i c a t i o n  o f  h o l d i n g s  and p r e v e n t  s u b s t a n t i a l  i n v e s t m e n t s  i n  s m a l l e r ,  l e s s  s e a s o n e d  b u s i n e s s  c o r p o r a t i o n s .R e a l  e s t a t e  e q u i t i e s  may r a n g e  from 4 p e r c e n t  to  10 p e r c e n t  o f  t h e  fund b u t  t h e  v a r i a n c e  i s  l e s s  s u s c e p t i b l e  t o  s h o r t - t e r m  c h a n g e s  b e c a u s e  o f  t h e  l o n g  l e a d  ti m e needed to  i n c r e a s e  r e a l  e s t a t e  e q u i t y  i n v e s t m e n t s  and t o  r e a l i z e  the r e t u r n s  on t h o s e  i n v e s t m e n t s .  R e a l  e s t a t e  e q u i t i e s  a r e  a l s o  managed by e x t e r n a l  m a n a ge r s .  A l t h o u g h  g o l d  b u l l i o n  i n v e s t m e n t s  a r e  s t a t u ­t o r i l y  p e r m i s s i b l e ,  t h e y  a r e  r a r e l y ,  i f  e v e r ,  c o n s i d e r e d  as  r e a s o n a b l e  i n v e s t m e n t s  by p r o f e s ­s i o n a l  m a n a g e r s .  The s u p p l y  and demand f a c t o r s  w h ic h  d e t e r m i n e  th e  p r i c e  o f  g o l d  a r e  h i g h l y  v a r i a b l e ,  e s s e n t i a l l y  s p e c u l a t i v e ,  and a r e  not u s u a l l y  s u s c e p t i b l e  to  r e a s o n a b l e  a n a l y s i s  or r e l i a b l e  f o r e c a s t i n g .  C o n s e q u e n t l y ,  t h e  market r i s k s  a r e  too g r e a t  f o r  g o l d  to  be c o n s i d e r e d  as  a component of  th e  c u r r e n t  p o l i c y .The c u r r e n t  ran g e  f o r  f i x e d  amount i n v e s t m e n t s  runs from a low o f  50 p e r c e n t  o f  t h e  f u n d s  to  a h i g h  o f  75 p e r c e n t  and i s  t h e  complement o f  th e  e q u i t y  i n v e s t m e n t  r a n g e .  The p e r c e n t  c u r r e n t l y  h e l d  i n  f i x e d  amount i n v e s t m e n t s  i s  a b o u t  60 p e r c e n t .  The h i g h e r  income y i e l d s  a v a i l a b l e  from f i x e d  i n v e s t m e n t s  has g i v e n  g r e a t e r  s t a b i l i t y  and c e r t a i n t y  to  t h e  p o r t f o l i o s '  a n n u a l  r e t u r n s  and has h e l p e d  a v o i d  u n n e c e s s a r y  v o l a t i l i t y  i n  th e  a n n u a l  c o n t r i b u t i o n  r a t e s .The c u r r e n t  income y i e l d  o f  1 0 .1 0  p e r c e n t  on th e  f i x e d  p o r t i o n  o f  t h e  two major  f u n d s  h e l p s  a s s u r e  t h a t  even i f  th e  e q u i t y  p e r c e n t a g e  i s  max im iz ed th e  o v e r a l l  p o r t f o l i o  income y i e l d s  w i l l  s t i l l  meet t h e  a c t u a r i a l  a s s u m p t i o n  f o r  t h o s e  fu n d s  o f  9 p e r c e n t  per annum. The h e a v i e r  r e l i a n c e  on f i x e d  i n v e s t m e n t s  a l s o  r e d u c e s  th e  o v e r a l l  r e t u r n  r i s k s  o f  th e  i n v e s t m e n t  p o r t f o l i o s  b e c a u s e  t h e  c r e d i t  r i s k s  a r e  s u b s t a n t i a l l y  l e s s  th a n  th e  r e s i d u a l  r i s k s  o f  t h e  e q u i t i e s .  W i t h i n  th e  f i x e d  amount a r e a ,  m o r tg a g e  i n v e s t m e n t s  may r a n g e  from a low o f  2 p e r c e n t  o f  t h e  fu n d s  t o  a h i g h  o f  10 p e r c e n t .  A l t h o u g h  the m o rtg age h o l d i n g s  u s u a l l y  a r e  th e h i g h e s t  income y i e l d i n g  segment  o f  t h e  f i x e d  i n v e s t m e n t s ,  th ey  a r e  e s s e n t i a l l y  u n m a r k e t a b l e  and t h e r e b y  l i m i t  th e a b i l i t y  t o  r e a l l o c a t e  th e
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p o r t f o l i o  h o l d i n g s  toward m a x i m i z i n g  f u t u r e  r e t u r n s .  The c u r r e n t  amount o f  8 p e r c e n t  in  m o r t g a g e s  i s  e x p e c t e d  to d e c l i n e  toward th e lower end o f  i t s  ran g e  over  t h e  n e x t  s e v e r a l  y e a r s .  The rem ain der  o f  th e  f i x e d  amount a r e a  c o n s i s t s  o f  f i x e d  income s e c u r i t i e s  whic h u s u a l l y  range from a low o f  40 p e r c e n t  o f  t h e  f u n d s  t o  a h i g h  of  73 p e r c e n t .  The s e c u r i t i e s  i n c l u d e  U . S .  T r e a s u r y  b o n d s ,  f o r e i g n  government b o n d s ,  c o r p o r a t e  b o n d s ,  and s h o r t - t e r m  money market  i s s u e s .  Bond i n v e s t m e n t  management i s  aimed a t  m a x i m i z i n g  income y i e l d s  o v e r  i n t e r e s t  r a t e  c y c l e s  by l e n g t h e n i n g  m a t u r i t i e s  a t  h i g h  i n t e r e s t  r a t e  peaks and s h o r t e n i n g  them a t  low i n t e r e s t  r a t e  t r o u g h s .  B e c a u s e  th e  c o r p o r a t e  bonds and money market  i s s u e s  may e n t a i l  s i g n i f i c a n t  c r e d i t  r i s k s ,  t h e y  a r e  d i v e r s i f i e d  to  red u ce  t h e  r i s k  o f  d e f a u l t  by any s i n g l e  i s s u e r .  The h i g h  m a r k e t a b i l i t y  o f  t h e  bonds f a c i l i t a t e s  l i m i t i n g  market  r i s k s  by c h a n g i n g  e i t h e r  th e  s e l e c t i o n s  or th e  m a t u r i t i e s .  A l t e r n a t i v e l y ,  t h e  market r i s k s  can  be o f f s e t  by h e d g i n g  th e  h o l d i n g s  t h r o u g h  t h e  f i n a n c i a l  f u t u r e s  m a r k e t s .P u b l i c  S c h o o l  (Endowment T r u s t )  FundThe P u b l i c  S c h o o l  Fund i s  an endowment t r u s t  f u n d ,s e p a r a t e l y  a c c o u n t e d  and i n v e s t e d .1 .  N a t u r eThe p r i n c i p a l  o f  endowment t r u s t  f u n d s ,  i n c l u d i n g  a l l  s u b s e q u e n t  p r i n c i p a l  c o n t r i b u t i o n s  and p r i n c i p a l  g a i n s ,  i s  r e t a i n e d  i n  p e r p e t u i t y  in  th e  f u n d s ,  b u t  th e ea rned income i s  u s ed  f o r  th e  p u r p o s e s  f o r  which th e  t r u s t s  were e s t a b ­l i s h e d .  The t o t a l  r e t e n t i o n  o f  p r i n c i p a l  i s  a f i r m l y  e s t a b l i s h e d  r e q u ir e m e n t  o f  f i d u c i a r y  law aimed a t  a s s u r i n g  p e r p e t u a l  income b e n e f i t s  by p r e v e n t i n g  d i m i n u t i o n  o f  th e  c o r p u s  o f  the t r u s t .  A d d i t i o n a l  p r i n c i p a l  c o n t r i b u t i o n s  t o  th e  P u b l i c  S c h o o l  Fund a r e  made from S t a t e  m i n e r a l  r e v e n u e s  as c o m p e n s a t io n  f o r  la n d  g r a n t  p r o p e r t i e s  e x p r o p r i a t e d  by the S t a t e .  The t o t a l  amount of  c o m p e n s a t io n  has  n o t  as  y e t  been d e t e r m i n e d ,  but i t  w i l l  be a l i m i t e d  amount and a t  some f u t u r e  d a t e  a d d i t i o n a l  c o n t r i b u t i o n s  w i l l  c e a s e .  Income from th e  P u b l i c  S c h o o l  Fund i s  used o n l y  f o r  f i n a n c i n g  p u b l i c  e d u c a t i o n  p ro g ra m s .  Income e a r n e d  on th e  p r i n c i p a l  o f  th e  fund i s  s e t  a s i d e  i n



income s u b a c c o u n t s  and r e i n v e s t e c  £i d in g  a p p r o p r i a t i o n  by th e  l e g i s l a t u r e  a uf. s u b s eq u en t  e x p e n d i t u r e .  In  co n fo rm an ce w i t h  f i d u c i a r y  p r i n c i p l e s ,  th e  d i s t i n c t i o n  betw een p r i n c i p a l  and income i s  s t r i c t l y  m a i n t a i n e d  t h r o u g h  a c c r u a l  a c c o u n t i n g  w i t h  a m o r t i z a t i o n  o f  bond premiums and d i s c o u n t s  on a c o n s t a n t  y i e l d - t o -  m a t u r i t y  b a s i s  i n  o r d e r  t o  p r e v e n t  u n w a rra n t e d  c o n v e r s i o n s  o f  p r i n c i p a l  to  income or income to  p r i n c i p a l .2 .  P o l i c yThe most i m p o r t a n t  c h a r a c t e r i s t i c  o f  t h e  fund f o r  i n v e s t m e n t  p o l i c y  p u rp o se s  i s  i t s  p e r p e t u a l  n a t u r e  and t h e  r e s t r i c t i o n  t h a t  i t s  p r i n c i p a l  ca n  n e v e r  be e x p e n d e d .  As i n  th e  c a s e  o f  t h e  r e t i r e m e n t  f u n d s ,  t h i s  expands  th e  u n i v e r s e  o f  i n v e s t m e n t  p o s s i b i l i t i e s  and i n c r e a s e s  t h e  p o t e n t i a l  f o r  a c h i e v i n g  h i g h e r  r e t u r n s  on t h e  i n v e s t m e n t s  over  t h e  lon g  run.  The prim ary  o b j e c t i v e  o f  i n v e s t m e n t  p o l i c y  s h o u l d  be to c o n t i n u o u s l y  i n c r e a s e  th e  p r i n c i p a l  o f  t h e  fund w i t h o u t  s e v e r e l y  r e d u c i n g  the c u r r e n t  income f l o w  a v a i l a b l e  f o r  m e  p u r p o s e s  o f  th e  t r u s t .I t  i s  t h e  t y p i c a l  o b j e c t i v e  o f  o t h e r  endowment f u n d s  i n  t h e  n a t i o n .  The l a r g e r  c o r p u s  over  ti m e l e a d s  t o  l a r g e r  income f l o w s ,  w h ic h  in t u r n  p e r m i t  i n c r e a s e d  s u p p o r t  o f  t h e  a c t i v i t i e s  f o r  w h ich  t h e  endowment was e s t a b l i s h e d .  I f  th e  c o r p u s  were not  to  grow a f t e r  t h e  o r i g i n a l  c o n t r i b u t i o n s  c e a s e ,  th e  a n n u a l  d o l l a r  income f l o w s  would be l i m i t e d  t o  th e p r e v a i l i n g  ran ge  o f  i n t e r e s t  r a t e s  and would n o t  be a b l e  to  a s s i s t  i n  f i n a n c i n g  any e x p a n s i o n  o f  th e  a c t i v i t i e s  or any i n c r e a s i n g  c o s t s  o f  t h e  a c t i v i t i e s .  The need f o r  c o n t i n u i n g  growth o f  th e  p r i n c i p a l  o f  the fund i n  o r d e r  t o  i n c r e a s e  th e  a v a i l a b l e  income i s  e v i d e n t  from t h e  f a c t  t h a t  t h e  c u r r e n t  income from t h e  P u b l i c  S c h o o l  Fund c o n s t i t u t e s  o n l y  a b o u t  1 p e r c e n t  o f  th e  t o t a l  a n n u a l  a p p r o p r i a t i o n s  f o r  p u b l i c  s c h o o l  p r o g r a m s .A l t h o u g h  t h e  P u b l i c  S c h o o l  Fund can i n v e s t  as  b r o a d l y  as t h e  r e t i r e m e n t  f u n d s ,  u n t i l  r e c e n t  y e a r s  i t  has been to o  s m a l l  to  e f f e c t i v e l y  u s e  th e  e q u i t y  m a r k e t s  a t  r e a s o n a b l e  t r a n s a c t i o n  c o s t s  and t h e  C o m m iss io ne r  of  Revenue d i d  n o t  have t h e  n e c e s s a r y  d i s c r e t i o n a r y  a u t h o r i t y .W ith  t h e  d e l e g a t i o n  o f  t h e  a u t h o r i t y  from t h e  P u b l i c  S c h o o l  Fund A d v i s o r y  b o a r d ,  r e q u i r e d  by
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AS 3 7 . 1 4 . 1 7 0 ( a )  arid g r a n t e d  in  September 1986 ( s e e  A p p e n d ix  B ) ,  d o m e s t i c  common s t o c k  i n v e s t m e n t s  were i n i t i a t e d  f o r  t h e  f u n d .  C u r r e n t l y ,  t h e  fund h o l d s  a b o u t  30 p e r c e n t  of  i t s  a s s e t s  i n  common s t o c k s  and th e re m a in d e r  in  s t r a i g h t  c o r p o r a t e  or  f e d e r a l  government d e b t  i s s u e s .  The p e r c e n t a g e  h e l d  i n  e g u i t i e s  w i l l  r i s e  toward th e  r e t i r e m e n t  fund l e v e l s  as  o p p o r t u n i t i e s  d e v e l o p  i n  t h e  e g u i t y  m a r k e t s .The c o r p o r a t e  d e b t  i s  d i v e r s i f i e d  to  r e d u c e  t h e  e x p o s u r e  to c r e d i t  r i s k s  and t h e  deb t  m a t u r i t i e s  a r e  s t r u c t u r e d  t o  maxim iz e i n t e r e s t  income over  i n t e r e s t  r a t e  c y c l e s .  L i g u i d i t y  and m ark et  r i s k s  a r e  n o t  i m p o r t a n t  e l e m e n t s  o f  th e p o l i c y ,  e x c e p t  to  th e  e x t e n t  n e c e s s a r y  to  p r e s e r v e  th e  a b i l i t y  t o  r e a l l o c a t e  th e  i n v e s t m e n t s  w i t h i n  th e  f u n d s .  The f u n d ' s  i n v e s t m e n t  p o l i c y  has been to  m axim iz e t h e  r e a l i z e d  r e t u r n  on th e  i n v e s t m e n t s  o v e r  a 10 t o  20 y e a r  time s p a n .  R e d u c t i o n  o f  th e  p e r p e t u a l  l i f e  o f  th e  fund t o  a s h o r t e r  t i m e  h o r i z o n  i s  a p r a c t i c a l  n e c e s s i t y  o f  th e  i n v e s t m e n t  d e c i s i o n  p r o c e s s .Under t h e  d i s c r e t i o n a r y  a u t h o r i t y  d e l e g a t e d  to th e C o m m i s s i o n e r ,  t h e  i n v e s t m e n t  p o l i c y  w i l l  s h i f t  to  a p re d om ina n t  r e l i a n c e  upon e q u i t y  i s s u e s .  E d u c a t i o n a l  endowment fu n d s  i n  t h e  n a t i o n  t y p i c a l l y  h o l d  a b o u t  t w o - t h i r d s  o f  t h e i r  a s s e t s  i n  e q u i t i e s .  B e c a u s e  o f  th e  50 p e r c e n t  s t a t u t o r y  l i m i t a t i o n  on c o r p o r a t e  o b l i g a t i o n s  the p o l i c y  ra n g e  f o r  e q u i t i e s  i s  30 p e r c e n t  to 50 p e r c e n t .  The e q u i t i e s  c u r r e n t l y  a r e  c o n f i n e d  t o  d o m e s t i c  common s t o c k s ,  t h r o u g h  t h e  c o n s o l i d a t e d  i n v e s t m e n t  p o o l  whic h a l s o  i n c l u d e s  th e  r e t i r e m e n t  f u n d s '  d o m e s t i c  common s t o c k  i n v e s t m e n t s .  When t h e  fund grows l a r g e r ,  or when s u i t a b l e  p o o l e d  a c c o u n t s  a re  e s t a b l i s h e d  by the T r e a s u r y  D i v i s i o n ,  i t  may i n c l u d e  r e a l  e s t a t e  or i n t e r n a t i o n a l  e q u i t i e s  i n  i t s  p o r t f o l i o .  T h i s  p o l i c y  s e e k s  to  maximize th e  f u t u r e  income o f  t h e  fund by i n c r e a s i n g  t h e  p r i n c i p a l  o f  th e  t r u s t .  The g r e a t e r  p o t e n t i a l  e x p o s u r e  t o  r e s i d u a l  r i s k s  i s  a m e l i o r a t e d  t h r o u g h  a d e q u a t e  d i v e r s i f i c a t i o n .H . U n i v e r s i t y  o f  A l a s k a  (Endowment T r u s t )  FundT h i s  i s  a lan d  g r a n t  endowment t r u s t  c r e a t e d  by A c t s  o f  C o n g r e s s  d a t e d  J a n u a r y  21,  1929 and F e b r u a r y  28,  1891 and amended by s u b s e q u e n t  A c t s  d a t e d  September19.  1966 and March 4 .  1915 i n  w h ic h  l a n d s  were
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d o n a te d  to  th e U n i v e r s i t y  o£ A l a s k a  (as  b e n e f i c i a r y )  f o r  t h e  s u p p o r t  o f  t h e  A g r i c u l t u r a l  C o l l e g e  and th e  S c h o o l  o f  M i n e s .  The t r u s t  fund h o l d s  r e v e n u e s  from t h e  use  o f  th e g r a n t e d  l a n d s ,  p r o c e e d s  from th e  s a l e  o f  t h o s e  l a n d s ,  and any m o n e ta r y  g i f t s ,  b e q u e s t s ,  or endowments made to  t h e  U n i v e r s i t y  o f  A l a s k a  f o r  th e  same p u r p o s e s  as  th e l a n d  g r a n t .1 .  N a t u r eThe t r u s t  i s  a t y p i c a l  u n i v e r s i t y  endowment fund and has th e  same p e r p e t u a l  p r e s e r v a t i o n  of  p r i n c i p a l  n a t u r e  as t h e  P u b l i c  S c h o o l  Fu nd.The p r i n c i p a l  c o n t r i b u t i o n s  t o  th e  t r u s t  a r e  e r r a t i c  i n  t i m i n g  and amount,  and t h e y  do n o t  f l o w  from l e g i s l a t e d  a p p r o p r i a t i o n s .  Income i s  used by th e U n i v e r s i t y  f o r  t h e  A g r i c u l t u r a l  C o l l e g e  and th e  S c h o o l  o f  M i n e s .  As i n  the c a s e  o f  th e o t h e r  endowment t r u s t s ,  th e  d i s t i n c t i o n  between p r i n c i p a l  and income i s  s t r i c t l y  m a i n t a i n e d  t h r o u g h  a p p r o p r i a t e  a c c o u n t i n g  p r o c e d u r e s .2 .  P o l i c yThe i n v e s t m e n t  p o l i c y  f o r  t h i s  fund s h o u l d  be t h e  same a s  th e p o l i c y  f o r  t h e  o t h e r  endowment t r u s t  fund ( I V . G . 2) and f o r  t h e  same r e a s o n s .  U n f o r t u n a t e l y ,  s u c h  a p o l i c y  would not be l e g a l .  A l t h o u g h  th e  n a t u r e  and pu rp o se  o f  t h e  t r u s t  fund would most a p p r o p r i a t e l y  be s e r v e d  t h r o u g h  e q u i t y  i n v e s t m e n t s ,  AS 1 4 . 4 0 . 4 0 0 ( b )  r e s t r i c t s  t h e  f u n d ' s  i n v e s t m e n t s  t o  i n t e r e s t -  b e a r i n g  s e c u r i t i e s .  O p i n i o n  No.  13 (1963) o f  t h e  A t t o r n e y  G e n e r a l  s a y s  "The p ru d e n t  man r u l e  i s  th e  pro per r u l e  f o r  g u i d i n g  th e  Com m issio ner  o f  Revenue i n  t h e  i n v e s t m e n t  o f  t h e  U n i v e r s i t y ' s  f und"  and " I n  i n v e s t i n g  t h e  endowment fu n d s  o f  t h e  U n i v e r s i t y  o f  A l a s k a ,  th e  Co m m iss io ne r  o f  Revenue can o b t a i n  some g u i d a n c e  t h r o u g h  o b s e r v i n g  t h e  t y p e  o f  i n v e s t m e n t s  made t h r o u g h ­o u t  t h e  U n i t e d  S t a t e s  by t h o s e  r e s p o n s i b l e  f o r  t h e  i n v e s t m e n t  o f  u n i v e r s i t y  endowment f u n d s . "  S i n c e  th e  t i m e  o f  t h a t  o p i n i o n ,  th e  p r u d e n t  man r u l e  has  been u p g ra d e d  t o  th e  p r u d e n t  i n s t i ­t u t i o n a l  i n v e s t o r  r u l e  t h r o u g h  s u b s e q u e n t  s t a t u t e s  a f f e c t i n g  a l m o s t  a l l  f u n d s .  B e c a u s e  t h e  n a t u r e  or  pu rp o se  o f  t h e  t r u s t ,  th e  pru d en t  i n s t i t u t i o n a l  i n v e s t o r  r u l e ,  and t h e  i n v e s t m e n t  a l l o c a t i o n s  o f  o t h e r  u n i v e r s i t y  endowment fu n d s  a r e  i n  c o n f l i c t  w i t h  th e  s t a t u t o r y  l i m i t a t i o n ,  i t  i s  s t r o n g l y  recommended t h a t  AS 1 4 . 4 0 . 4 0 0 ( b )
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be r e p e a l e d  i n  Cavor ot a new r e q u i r e m e n t  l i m i t i n g  i n v e s t m e n t s  to  the p ru d e n t  i n s t i t u t i o n a l  i n v e s t o r  r u l e .W i t h i n  t h e  c o n s t r a i n t s  imposed by th e  i n t e r e s t -  b e a r i n g  s t a t u t o r y  l i m i t a t i o n ,  th e  f u n d ' s  i n v e s t ­ment p o l i c y  has been t o  m ax im iz e  th e  income f l o w  from th e i n v e s t m e n t s  o ver  one or more i n t e r e s t  r a t e  c y c l e s .  The fund now h o l d s  a l l  o f  i t s  a s s e t s  i n  s t r a i g h t  c o r p o r a t e  or f e d e r a l  government d e b t  i s s u e s .I f  t h e  i n t e r e s t - b e a t i n g  l i m i t a t i o n  was removed,  th e  new i n v e s t m e n t  p o l i c y  would move i n  th e  d i r e c t i o n  o f  h e a v i e r  r e l i a n c e  on e q u i t y  i n v e s t -  m e n t s - - a s  in  th e  o t h e r  endowment t r u s t - - i n  o r d e r  to  max imize t h e  f u t u r e  income o f  th e  fund by i n c r e a s i n g  th e p r i n c i p a l  of. t h e  t r u s t .
V I I .  A D M I N I S T R A T I O N  OF INVESTMENT P O L I C YAs n oted  un der th e  n a t u r e  o f  i n v e s t m e n t  p o l i c i e s  (V ,  p r e c e d i n g ) ,  t h e  s t r a t e g i c  p o l i c i e s  a r e  c o m p r e h e n s i v e  d e r i v e d  e v a l u a t i o n s  o f  a l l  o f  t h e  s i g n i f i c a n t  f a c t o r s  whic h may a f f e c t  i n v e s t m e n t  p r i c e s  and y i e l d s  over some f u t u r e  t im e p e r i o d .  Many o f  th e  f a c t o r s  i n v o l v e d  have been s p e c i f i e d  in  th e  f o r e g o i n g  p r e s e n t a t i o n .  The de v e lo p m e n t  and e x e c u t i o n  o f  dynamic i n v e s t m e n t  p o l i c i e s  aimed a t  a c h i e v i n g  th e i n v e s t m e n t  o b j e c t i v e s  i n  a c o n s t a n t l y  c h a n g i n g  m a r k e t p l a c e  r e q u i r e s  c o n t i n u i n g  r e - e v a l u a t i o n s  by t h e  p r o f e s s i o n a l  i n v e s t m e n t  a n a l y s t s  and managers who a r e  i n v e s t m e n t  o f f i c e r s  i n  t h e  T r e a s u r y  D i v i s i o n .A .  D evelopm en tD evelo p m en t  o f  s u i t a b l e  i n v e s t m e n t  p o l i c i e s  f o r  the v a r i o u s  f u n d s  i s  p r i m a r i l y  t h e  o n g o in g  r e s p o n s i b i l i t y  o f  t h e  p r o f e s s i o n a l  s t a f f  o f  the T r e a s u r y  D i v i s i o n .I t  r e q u i r e s  r e v i e w  o f  l a r g e  amounts o f  complex  d a t a  c o n c e r n i n g  p r o b a b l e  c a s h  i n f l o w s  and o u t f l o w s  from t h e  f u n d s ,  a c t u a r i a l  e x t e n s i o n s ,  d o m e s t i c  and i n t e r ­n a t i o n a l  economic  d e v e lo p m e n t s  and f i n a n c i a l  f l o w s ,  i n d u s t r y  and company f i n a n c i a l  s t u d i e s ,  f i n a n c i a l  m a rk e t  p r i c i n g s ,  and s t a t u t o r y ,  r e g u l a t o r y  and Lax law c h a n g e s .  The s t a f f  c o l l e c t s ,  o r g a n i z e s ,  a n a l y z e s ,  and e v a l u a t e s  the d a t a  i n  o rd e r  t o  f o r e c a s t  t h e  p r o b a b l e  f u t u r e  movements of  i n v e s t m e n t  p r i c e s .  The f o r e c a s t s  a r e  r e v i s e d  as  n e c e s s a r y  arid a r e  th e k e y s t o n e  u n d e r l y i n g  th e f o r m u l a t i o n  o f  i n v e s t m e n t  p o l i c y  f o r  th e  r e t i r e m e n t  and endowment t r u s t  f u n d s .  They can a l s o  be a f a c t o r  i n  th e p o l i c i e s  f o r  t h e  o t h e r  s h o r t e r - t e r m  f u n d s .
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B . E x e c u t i o nThe a u t h o r i t y  to  i n v e s t  t h e  S t a t e  M o r t g a g e  I n s u r a n c e  Fund was d e l e g a t e d  t o  th e  N a t i o n a l  Bank o f  A l a s k a  by a C u s t o d y  and I n v e s t m e n t  Agreem ent d a t e d  J u l y  30.  1976.  The a u t h o r i t y  t o  i n v e s t  a l l  o t h e r  f u n d s  has been d e l e g a t e d  t o  t h e  i n v e s t m e n t  o f f i c e r s  o f  th e T r e a s u r y  D i v i s i o n  o f  th e D e p a rtm e n t  o f  Revenue by t h e  w r i t t e n  d e l e g a t i o n s  c o n t a i n e d  i n  A p p e n d i c e s  K and L .  The e x c e p t i o n s  to  th e g e n e r a l  a u t h o r i z a t i o n  t o  th e  T r e a s u r y  D i v i s i o n  a r e  t h e  d e l e g a t i o n s  of  a u t h o r i t y  by c o n t r a c t  to  i n d e p e n d e n t  i n v e s t m e n t  management f i r m s  o f  s p e c i f i c  amounts f o r  i n v e s t m e n t  i n  d o m e s t i c  and i n t e r n a t i o n a l  common s t o c k s .  The c u r r e n t  c o n t r a c t s  were i n i t i a t e d  i n  th e  1984 f i s c a l  y e a r  t h r o u g h  th e  c o m p e t i t i v e  p r o c e d u r e s  r e q u i r e d  f o r  S t a t e  p r o f e s s i o n a l  s e r v i c e  c o n t r a c t s .1 .  E q u i t i e sThe amounts p l a c e d  w i t h  t h e  common s t o c k  manage­ment f i r m s  and t h e  t i m i n g  o f  t h o s e  p l a c e m e n t s  a r e  d e t e r m i n e d  by t h e  a p p l i c a b l e  i n v e s t m e n t  p o l i c i e s  w h ic h  l o o k  t o  b o t h  t h e  p r o b a b l e  l o n g -  and s h o r t - t e r m  b e n e f i t s  t o  t h e  f u n d s .  The amounts so p l a c e d  w i t h  t h e  management f i r m s  a r e  i n v e s t e d  a t  t h e i r  d i s c r e t i o n  b u t  w i t h i n  th e  l i m i t a t i o n s  imposed by t h e  c o n t r a c t s .  The amounts i n v e s t e d  i n  r e a l  e s t a t e  e q u i t y  p o o l s  and t h e  t i m i n g  o f  t h o s e  i n v e s t m e n t s  a r e  a l s o  d e t e r m i n e d  by t h e  a p p l i c a b l e  i n v e s t m e n t  p o l i c i e s .  The s e l e c t i o n  o f  t h e  p a r t i c u l a r  r e a l  e s t a t e  e q u i t y  p o o l s  i s  made by th e  R e a l  E s t a t e  Management S e c t i o n  o f  th e  T r e a s u r y  D i v i s i o n .2 .  F i x e d  Amount O b l i g a t i o n s  ( N o n - E q u i t i e s )A l l  f i x e d  amount i n v e s t m e n t s  a r e  s e l e c t e d ,  e x e c u t e d ,  and managed by t h e  T r e a s u r y  D i v i s i o n  i n  c o n fo r m a n c e  w i t h  t h e  a p p r o p r i a t e  i n v e s t m e n t  p o l i c i e s  and un der e s t a b l i s h e d  o p e r a t i n g  s t a n d a r d s  and p r o c e d u r e s .  R e a l  e s t a t e  m o r t g a g e s  a r e  t h e  r e s p o n s i b i l i t y  o f  th e  R e a l  E s t a t e  Management S e c t i o n  and a l l  s e c u r i t i e s  a r e  th e  r e s p o n s i b i l i t y  o f  t h e  P o r t f o l i o  Management S e c t i o n .  The o n l y  e x c e p t i o n s  t o  t h e s e  r e s p o n s i ­b i l i t i e s  a r e :a .  u n e x p e c t e d  d a i l y  c a s h  s u r p l u s e s  whic h may a r i s e  a t  th e  m a s t e r  c u s t o d i a n  bank and w h ich  a r e  i n v e s t e d  by i t  f o r  an o v e r n i g h t  p e r i o d  under  th e  te rm s o f  our c o n t r a c t  w i t h  t h e  bank;
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b .  p r i v a t e l y - p l a c e d  and u n m a r k e t a b le  A l a s k as e c u r i t i e s  p r e v i o u s l y  a c q u i r e d  under former S t a t e  l o a n  programs whic h a r e  b e i n g  h e ld  in t h e  G e n e r a l  I n v e s t m e n t  Fund u n t i l  they  ma t u r e .C . O p e r a t i n g  S t a n d a r d s and P o l i c i e sThe T r e a s u r y  D i v i s i o n  has e s t a b l i s h e d  a number o f  p o l i c i e s  and s t a n d a r d s  r e l a t i n g  to  th e s e l e c t i o n  and e x e c u t i o n  o f  i n v e s t m e n t  p u r c h a s e s  and s a l e s .1 .  P r i c i n gT r a n s a c t i o n  methods a r e  aimed a t  a c h i e v i n g  t h e  h i g h e s t  s a l e  p r i c e s  and l o w e s t  p u r c h a s e  p r i c e s ,  or  th e  p r e v a i l i n g  r a t e s  f o r  n o n - p r i c e d  s e c u r i t i e s .a .  A l l  U . S .  T r e a s u r y  and f e d e r a l  a g e n c y  i s s u e  t r a n s a c t i o n s  a r e  e x e c u t e d  i n  t h e  n a t i o n a l  m a r k e t s  u s i n g  c o m p e t i t i v e  a u c t i o n  p r o c e d u r e s  w i t h  l a r g e  U . S .  p r im a r y  d e a l e r s .b .  C o r p o r a t e  d e b t  i s s u e  t r a n s a c t i o n s  a r e  a l s o  e x e c u t e d  i n  th e n a t i o n a l  m a r k e t s  u s i n g  c o m p e t i t i v e  a u c t i o n  p r o c e d u r e s  w i t h  l a r g e ,  w e l l - e s t a b l i s h e d  b r o k e r - d e a l e r s ,  e x c e p t  when t h e  p r o c e d u r e  i s  i m p r a c t i c a l  b e c a u s e  t h e  s e c o n d a r y  market deb t  i s s u e  b e in g  p u r c h a s e d  i s  o n l y  a v a i l a b l e  from one d e a l e r .c .  Common s t o c k  t r a n s a c t i o n s  a re  e x e c u t e d  i n  n a t i o n a l  s t o c k  e x c h a n g e  a u c t i o n  m ark ets  or o v e r - t h e - c o u n t e r  m a rk e t s  by th e  e x t e r n a l  c o n t r a c t e d  m a n a g e r s .  The t r a d e s  may a l t e r ­n a t i v e l y  be e x e c u t e d  a t  t h e  d i s c r e t i o n  o f  t h e  managers  in  th e  b l o c k  t r a d e  market when s i z e  o f  th e  t r a n s a c t i o n ,  g r e a t e r  speed o f  e x e c u t i o n ,  b e t t e r  p r i c e s ,  or lower commis­s i o n  c o s t s  a r e  r e l e v a n t  f a c t o r s .d .  O t h e r  i n v e s t m e n t s  such as r e p u r c h a s e  •■’ t r e e -  m e n t s ,  c o m m e r c ia l  p a p e r ,  m a r k e t a b l e  bank p a p e r ,  f u t u r e s ,  f o r e i g n  e x c h a n g e ,  m o r t g a g e s ,  and s e c u r i t y  l e n d i n g  a r r a n g e m e n t s  a r e  e x e c u t e d  a t  p r e v a l e n t  n a t i o n a l  (or i n t e r ­n a t i o n a l )  c a t e s  or p r i c e s  t h r o u g h  e i t h e r  l i m i t e d  a u c t i o n  or n e g o t i a t i o n  p r o c e d u r e s .e .  F o r e i g n  i n v e s t m e n t s  u t i l i z e  a c o m b i n a t i o n  o f  the a f o r e m e n t i o n e d  p r o c e d u r e s  d e p e n d in g
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upon th e  s t r u c t u r e  o f  th e  C o r e i g n  m a r k e t ,  th e  s i z e  o f  th e  t r a n s a c t i o n ,  and the l i m i t a t i o n  on t r a d i n g  b e c a u s e  o£ time zone d i f f e r e n c e s .
2. D e l i v e r i e sIn  o r d e r  to  p r e v e n t  the r i s k  in s e t t l i n g  t r a d e s  o f  r e l e a s i n g  i n v e s t m e n t s  or c a s h  w i t h o u t  r e c e i v i n g  th e  o f f s e t t i n g  c a s h  or i n v e s t m e n t s ,  a l l  i n v e s t m e n t  t r a n s a c t i o n s  a r e  l i m i t e d  to  d e l i v e r y  a g a i n s t  s i m u l t a n e o u s  payment.  No payments a r e  made nor i n v e s t m e n t s  d e l i v e r e d  a g a i n s t  "due b i l l s "  ( I . O . U . ' s ) .3.  C r e d i t  S t a n d a r d sa .  S e c u r i t i e sThe p o t e n t i a l  c r e d i t  r i s k s  on a l l  deb t  s e c u r i t i e s  a r e  d e t e r m in e d  by th e  P o r t f o l i o  Management S e c t i o n  t h r o u g h  f i n a n c i a l  a n a l y s i s  o f  the i s s u e r .  The s t a n d a r d s  o f  s e l e c t i o n  f o r  a c c e p t a b l e  c r e d i t s  a r e  more demanding th an t h o s e  r e q u i r e d  by th e  r e l e v a n t  s t a t u t e s  and a r e  p r i m a r i l y  p r o f e s s i o n a l  judgmen ts  c o n c e r n i n g  the p r o b a b l e  a b i l i t y  o f  th e i s s u e r  to  a v o i d  d e f a u l t i n g  on th e  o b l i g a t i o n .  R e g u l a r  f i n a n c i a l  r e p o r t s  a r e  r e q u i r e d  of  a l l  i s s u e r s  in  whose o b l i g a t i o n s  we i n v e s t .The c r e d i t  s t a n d a r d s  a r e  f o r m u l a t e d ,  m o n i t o r e d ,  and r e v i s e d  as  n e c e s s a r y  by th e  a n a l y s t s  i n  th e P o r t f o l i o  Management S e c t i o n .b .  M o r t g a g e sI n  a d d i t i o n  to  s t a t u t o r y  and r e g u l a t o r y  r e q u i r e m e n t s ,  a l l  r e a l  e s t a t e  mortgage l o a n s  must meet the s t a n d a r d s  c o n t a i n e d  in A p p e n d ix  M. These s t a n d a r d s  a r e  d e v e lo p e d  and r e v i s e d  by th e  R e a l  E s t a t e  Management S e c t i o n .4 .  U n d e r l y i n g  Agreem entsC e r t a i n  t r a n s a c t i o n s  a t e  l i m i t e d  t o  and by the terms of  u n d e r l y i n g  and b i n d i n g  a g ree m en ts  e n t e r e d  i n t o  between th e T r e a s u r y  D i v i s i o n  and o t h e r  p a r t i e s .
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a .  R e p u r c h a s e  A greem entsR e p u r c h a s e  Ag reem e n ts  ( R e p o ' s )  a r e  o n ly  t r a n s a c t e d  w i t h  non-b ank p r im a r y  d e a l e r s  who have s i g n e d  our r e p u r c h a s e  a g r e e m e n t ,  whic h p r o t e c t s  e a c h  p a r t y ' s  r i g h t  t o  th e  c o l l a t e r a l  i n  t h e  e v e n t  t h e  o t h e r  p a r t y  d e f a u l t s  or goe s  b a n k r u p t .  The a g ree m en t  l i m i t s  a c c e p t a b l e  c o l l a t e r a l  t o  U . S .T r e a s u r y  o b l i g a t i o n s  and r e q u i r e s  a 102 p e r c e n t  r a t i o  o f  th e  c o l l a t e r a l ' s  market  v a l u e  t o  t h e  l o a n  amount.  The a g r e e m e n ts  a r e  r e v i s e d  as  n e c e s s a r y  by t h e  P o r t f o l i o  Management S e c t i o n .b .  L e n d i n g  A greem entsL e n d i n g  a g r e e m e n ts  s i m i l a r  in  p r o t e c t i v e  p r o v i s i o n s  t o  t h e  r e p u r c h a s e  a g r e e m e n ts  but c o v e r i n g  t h e  l e n d i n g  o f  owned d e b t  s e c u r i ­t i e s  a g a i n s t  a c c e p t a b l e  c o l l a t e r a l  and a t  t h e  p r e v a i l i n g  p e r c e n t a g e  r a t e  and marg in  may be e n t e r e d  i n t o  w i t h  b r o k e r - d e a l e r s .The a g r e e m e n ts  a r e  d e v e l o p e d  and r e v i s e d  by t h e  P o r t f o l i o  Management S e c t i o n .c .  M a s t e r  Demand N o te  A g reem e n tsL e n d i n g  a g r e e m e n ts  w i t h  m a j o r ,  p r i m e - r a t e d ,  n o n - b a n k ,  co m m e rcia l  paper  i s s u e r s  c o v e r i n g  d a y - t o - d a y  l o a n s  o f  v a r i a b l e  amounts of  money t o  t h e  c o r p o r a t e  i s s u e r  and e v i d e n c e d  by a n n o t a t i o n  t o  m a s te r  n o t e s  h e l d  by our c u s t o d i a n  b a n k .  R a t e s  on th e n o t e s  may v a r y  d a i l y  i n  r e s p o n s e  t o  m ark et  r a t e s .The a g re e m e n ts  a r e  d e v e l o p e d  and r e v i s e d  by t h e  P o r t f o l i o  Management S e c t i o n .d .  M o r t g a g e sM o r t g a g e  l o a n  s a l e s  and s e r v i c i n g  a g r e e m e n ts  a r e  r e q u i r e d  o f  a l l  s e l l e r s  from whom t h e  T r e a s u r y  D i v i s i o n  p u r c h a s e s  m o r t g a g e s .  The a g r e e m e n ts  a r e  r e v i s e d  as  n e c e s s a r y  by t h e  R e a l  E s t a t e  Management S e c t i o n .e .  R e a l  E s t a t e  E q u i t i e sA l l  i n v e s t m e n t s  i n  r e a l  e s t a t e  e q u i t y  p o o l s  r e q u i r e  u n d e r l y i n g  n e g o t i a t e d  a g r e e m e n ts  between th e  T r e a s u r y  D i v i s i o n  and t h e  s e l l e r  or  manager o f  t h e  p r o p e r t i e s .  T h ese  a g r e e -
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merits a r e  d e v e l o p e d  by th e  R e a l  E s t a t e  Management S e c t i o n  and r e v ie w e d  by th e A t t o r n e y  G e n e r a l .S .  C o n s o l i d a t e d  I n v e s t m e n t  F o o l sThe T r e a s u r y  D i v i s i o n  may e s t a b l i s h  p o o l s  f o r  i n v e s t m e n t  i n  p a r t i c u l a r  t y p e s  o f  a s s e t s  by th e  v a r i o u s  fu n d s  under management by t h e  D i v i s i o n .  The purpose of  c o n s o l i d a t e d  i n v e s t m e n t  p o o l s  i s  t o  s i m p l i f y  a d m i n i s t r a t i o n ,  r e d u c e  c o s t s ,  and p r o v i d e  a v e h i c l e  f o r  d i v e r s i f i e d  i n v e s t m e n t  in  t h e s e  t y p e s  o f  a s s e t s  by s m a l l e r  f u n d s .W it h o u t  such p o o l s ,  s m a l l  fu n d s  would be u n a b l e  to  i n v e s t  i n  c e r t a i n  t y p e s  o f  i n v e s t m e n t s  and would n o t  be a d e q u a t e l y  d i v e r s i f i e d .C u r r e n t l y ,  th e  T r e a s u r y  D i v i s i o n  m a i n t a i n s  a d o m e s t i c  common s t o c k  c o n s o l i d a t e d  i n v e s t m e n t  p o o l .  A l l  d o m e s t i c  common s t o c k  h o l d i n g s  of  t h e  p e n s i o n  and endowment t r u s t  fu n d s  a r e  r e p r e s e n t e d  by s h a r e s  i n  t h i s  p o o l .E ach s h a r e  i s  e n t i t l e d  t o  an e q u a l  p o r t i o n  o f  th e  p o o l ' s  p r i n c i p a l ,  r e a l i z e d  g a i n s  or l o s s e s ,  and in com e. The pool s h a r e s ,  and t h e r e f o r e  e a c h  f u n d ' s  t o t a l  h o l d i n g s ,  a r e  v a l u e d  a t  th e  mark et v a l u e  of  th e  p o o l ' s  p r i n c i p a l  a t  t h e  end o f  e a c h  month.  C o n t r i b u t i o n s  t o ,  or w i t h d r a w a l s  from , the pool ( i . e . ,  p u r c h a s e s  or s a l e s  o f  pool  s h a r e s )  by a fund may be made a t  t h e  end o f  e a c h  month a t  t h e  p o o l  s h a r e s '  market v a l u e .  R e a l i z e d  g a i n s  or l o s s e s  a r e  a c c o u n t e d  f o r  as a cha nge  in  t h e  book v a l u e  o f  e a c h  f u n d ' s  s h a r e s  bu t  a r e  not d i s t r i b u t e d  in  c a s h .  Income r e c e i v e d  i s  d i s t r i b u t e d  i n  c a s h  e a c h  month,  f i r s t ,  to  a c c r u e d  income a l l o c a t e d  to  any w i t h d r a w a l ,  and s e c o n d ,  in  p r o p o r t i o n  to  e a c h  f u n d ' s  re m a in in g  a c c r u e d  in c o m e .
1 1 1 .  A C C O U N T A B I L I T YA . Au d i t s  o f  Ac c o u n tsAn a n n u a l  f i n a n c i a l  a u d i t  i s  c o n d u c t e d  e a c h  f i s c a l  y ea r  by an i n d e p e n d e n t  C e r t i f i e d  P u b l i c  A c c o u n t i n g  f i r m  Cor the G e n e r a l  and S e g r e g a t e d  F u n d s ,  t h e  P u b l i c  Employees  R e t i r e m e n t  Fund,  and th e  T e a c h e r s  R e t i r e m e n t  Fund.  Tne s c o p e  o f  th e  a u d i t  i n c l u d e s  a re v ie w  o f  i n t e r n a l  c o n t r o l s  and o f  s e c u r i t i e s  c u s t o d y  and s a f e k e e p i n g  p r a c t i c e s  and p r o c e d u r e s .
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B . S a f e k e e p i n g  o f  A s s e t sM a r k e t a b l e  s e c u r i t i e s  a r e  h e l d  by c u s t o d i a l  banks under c o n t r a c t s  w i t h  t h e  T r e a s u r y  D i v i s i o n .  A s m a l l  amount o f  s e c u r i t i e s  or c a s h  may be h e l d  from time to  t im e a t  a f u t u r e s  b r o k e r  under th e  r e q u i r e m e n t s  and s u p e r v i s i o n  o f  th e  e x c h a n g e  on w h ic h  t h e  f u t u r e s  a r e  t r a d e d .  C a s h  h e l d  a t  c l e a r i n g  or c u s t o d i a l  banks i s  k e p t  a t  m in im a l  o p e r a t i n g  l e v e l s .  Non- m a r k e t a b l e  s e c u r i t i e s ,  m o r t g a g e s ,  and u n m a r k e t a b l e  p r i v a t e l y - p l a c e d  l o a n s  a r e  h e l d  i n  a v a u l t  in  th e  T r e a s u r y  D i v i s i o n .C .  R e p o r t i n g1.  I n v e s t m e n t  S t a t u s  and A c t i v i t yThe C o m p t r o l l e r  o f  the T r e a s u r y  D i v i s i o n  p r e p a r e s  s e p a r a t e  m o n th ly  f i n a n c i a l  r e p o r t s  f o r  th e  G e n e r a l  I n v e s t m e n t  F u nd ,  P u b l i c  Employees  R e t i r e m e n t  F u nd,  T e a c h e r s  R e t i r e m e n t  Fund,  P u b l i c  S c h o o l  F u nd,  and U n i v e r s i t y  o f  A l a s k a  F u nd.  The r e p o r t s  c o n s i s t  o f  a s s e t  s t a t e m e n t s ,  income s t a t e m e n t s  on t h e  a c c . u a l  b a s i s  o f  a c c o u n t i n g ,  and s o u r c e s  and u s e s  s t a t e m e n t s .2 .  P e r f o r m a n c e  R eview sUnder c o n t r a c t  w i t h  t h e  T r e a s u r y  D i v i s i o n  i n d e p e n d e n t  o r g a n i z a t i o n s  p e r fo r m  c o m p a r a t i v e  i n v e s t m e n t  p e r fo r m a n c e  r e v i e w s  o f  t h e  P u b l i c  E m ployees  R e t i r e m e n t  F u nd ,  t h e  T e a c h e r s  R e t i r e m e n t  F u n d ,  and t h e  P u b l i c  S c h o o l  F u n d .The r e v i e w s  c u r r e n t l y  c o v e r  t h e  p o r t i o n s  o f  ea ch fund whic h a r e  managed by o u t s i d e  f i r m s  unde r c o n t r a c t s  w i t h  t h e  T r e a s u r y  D i v i s i o n  and th e  p o r t i o n s  o f  e a c h  fund w h ich  a r e  managed by th e  T r e a s u r y  D i v i s i o n ,  e x c e p t i n g  m ortg ag e  h o l d i n g s .  The r e v i e w s  compare t h e  i n v e s t m e n t  p e r fo r m a n c e  a g a i n s t  m ark et  i n d i c e s  and f u n d s  o f  a s i m i l a r  n a t u r e  or a g a i n s t  o t h e r  m a n a g e r s .



APPEND IX A

S t a t e  o f  A l a s k a  Memorandum o f  U n d e r s t a n d i n g  between D e p a rtm e n t  o f  Revenue andD e p a r tm e n t  o f  A d m i n i s t r a t i o n
WHEREAS. A t t o r n e y  G e n e r a l ' s  o p i n i o n s ,  f i l e  n o s .  3 6 6-1 0 3 -8 5  and 3 6 6 - 1 7 1 - 8 5 ,  a u t h o r i z e  th e c r e d i t i n g  o f  i n v e s t m e n t  income t o  t r u s t  fu n d s  or a c c o u n t s  managed by t h e  S t a t e ,  th e  f i s h  and game f u n d ,  and t h e  power d e v e lo p m e n t  r e v o l v i n g  l o a n  fund ( h e r e i n a f t e r .  " F u n d s " ) ;  andWHEREAS, t h e s e  Funds a r e  commingled f o r  i n v e s t m e n t  p u r p o s e s  w i t h  t h e  S t a t e  g e n e r a l  fund and o t h e r  f u n d s  i n  t h e  G e n e r a l  I n v e s t m e n t  Fund; andWHEREAS, th e  D e p a r tm e n t  o f  Revenue and t h e  D ep a rtm en t  of  A d m i n i s t r a t i o n  d e s i r e  t o  f o r m a l i z e  t h e i r  a g r e e m e n t  as t oa .  t h e i r  r e s p e c t i v e  r e s p o n s i b i l i t i e s  f o r  c r e d i t i n g  i n v e s t m e n t  income o f  t h e  G e n e r a l  I n v e s t m e n t  Fund to  t h e s e  Fu n d s ;  andb.  the v a l u a t i o n  o f  a s s e t s  o f  t h e s e  Funds i n  th e  e v e n t  o f  t h e i r  t r a n s f e r  from t h e  G e n e r a l  I n v e s t m e n t  Fund;NOW, THEREFORE, BE IT  RESOLVED BY t h e  D e p a rtm e n t  o f  Revenue and th e  D epartm ent o f  A d m i n i s t r a t i o n  t h a t :1.  The D e p a r tm e n t  o f  R e v e n u e ,  T r e a s u r y  D i v i s i o n  w i l l  d e t e r m i n e  m o n th ly  t h e  f i g u r e s  f o r :(a) th e  book v a l u e  a t  th e  end o f  th e  month o f  the m a r k e t a b l e  s e c u r i t i e s  p o r t f o l i o  o f  t h e  G e n e r a l  I n v e s t m e n t  Fund;  and(b) th e  income d u r i n g  th e  month on t h e  m a r k e t a b l e  s e c u r i t i e s  p o r t f o l i o  o f  t h e  G e n e r a l  In v e s t m e n t  F u nd,  i n c l u d i n g  r e a l i z e d  and a c c r u e d  in com e, a m o r t i z a t i o n  o f  premiums,  and a c c r e t i o n  o f  d i s c o u n t s  but e x c l u d i n g  u n r e a l i z e d  g a i n s  or l o s s e s  a t t r i b u t a b l e  t o  c h a n g e s  in  m a r k e t  v a l u e s  o f  s e c u r i t i e s .2.  The D e p a rtm e n t  o f  R e v e n u e ,  T r e a s u r y  D i v i s i o n  w i l l  c a l c u l a t e  the amount o f  m onthly  i n v e s t m e n t  income t o  be
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c r e d i t e d  t o  e a c h  Fund and th e  end o f  month b a l a n c e  f o r  e a c h  Fund by :( a )  c a l c u l a t i n g  th e  pro r a t a  s h a r e  o f  e a c h  Fund by d i v i d i n g( i )  th e  p r e l i m i n a r y  b a l a n c e  o f  t h e  Fund a t  th e  end o f  t h e  month by( i i )  th e  G e n e r a l  I n v e s t m e n t  Fund b a l a n c e  f o r  t h a t  month as r e p o r t e d  unde r l . ( a )  o f  t h i s  ag re e m e n t  l e s s  the income d u r i n g  th e  month on t h e  G e n e r a l  I n v e s t m e n t  Fund as  r e p o r t e d  under l . ( b )  o f  t h i s  a g r e e m e n t :t h e  p r e l i m i n a r y  b a l a n c e  s h a l l  be t h e  b a l a n c e  as o f  t h e  end o f  t h e  month as r e c o r d e d  on th e  S t a t e ' s  au tom a ted  a c c o u n t i n g  s ys te m  (AKSAS) on th e  t e n t h  b u s i n e s s  da y  f o l l o w i n g  t h e  end o f  t h e  month,  e x c l u d i n g  t h e  c r e d i t  c a l c u l a t e d  in  t h i s  a g r e e m e n t ;(b) c a l c u l a t i n g  th e  c r e d i t  t o  e a c h  Fund f o r  th e  month by m u l t i p l y i n g  e a c h  F u n d ' s  pro r a t a  s h a r e  as  c a l c u l a t e d  i n  2 . (a) o f  t h i s  a g r e e m e n t  by th e  G e n e r a l  I n v e s t m e n t  Fund m a r k e t a b l e  s e c u r i t i e s  p o r t f o l i o  income as r e p o r t e d  un der l . ( b )  o f  t h i s  a g r e e m e n t ;  and( c )  c a l c u l a t i n g  th e  b a l a n c e  o f  e a c h  Fund a t  th e  end o f  e a c h  month by a d d i n g  th e  c r e d i t  c a l c u l a t e d  i n2 . ( b )  o f  t h i s  a g r e e m e n t  t o  t h e  p r e l i m i n a r y  b a l a n c e  a t  end o f  t h e  month.The D e p a rtm e n t  o f  R e v e n u e ,  T r e a s u r y  D i v i s i o n  w i l l  p r o v i d e  d o c u m e n t a t i o n  showing th e  amounts and c a l c u l a t i o n s  d e t e r m in e d  unde r 1 and 2 o f  t h i s  ag ree m ent  to  a g e n c i e s  d e s i r i n g  t o  v e r i f y  th e  c a l c u l a t i o n s  as  l i s t e d  i n  A t t a c h m e n t  A .The D epa rtm ent  o f  A d m i n i s t r a t i o n ,  D i v i s i o n  o f  F i n a n c e  a t  th e end o f  e a c h  f i s c a l  y e a r  w i l l  r e c o r d  i n  th e  S t a t e ' s  a n n u a l  f i n a n c i a l  r e p o r t ,  AKSAS,  and any o t h e r  books or  a c c o u n t s  o f  r e c o r d :(a)  t h e  t o t a l  i n v e s t m e n t  income c r e d i t e d  to  ea ch Fund (and d e b i t e d  to  t h e  g e n e r a l  f u n d ) ,  whic h s h a l l  be t h e  t o t a l  o f  t h e  c r e d i t s  c a l c u l a t e d  f o r  ea ch month d u r i n g  th e  f i s c a l  y e a r ;  and(b) t h e  b a l a n c e  o f  e a c h  Fund a t  t h e  end o f  t h e  f i s c a l  y e a r .
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4.  The D epa rtm ent  o f  A d m i n i s t r a t i o n ,  D i v i s i o n  o f  F i n a n c e  may d e l e g a t e  i t s  r e s p o n s i b i l i t i e s  under t h i s  ag re e m e n t  to  a S t a t e  a g e n c y . -  The D i v i s i o n  o f  F i n a n c e  may r e c o r d ,  or p e r m it  a d e l e g a t e d  a g e n c y  t o  r e c o r d ,  c r e d i t s ,  d e b i t s ,  and b a l a n c e s  a t  a more f r e g u e n t  i n t e r v a l  than a n n u a l l y .5 .  In  t h e  e v e n t  any a s s e t s  o f  any Fund a r e  t r a n s f e r r e d  from th e  g e n e r a l  fund to a n o t h e r  S t a t e  fund or i n  l i q u i d a t i o n  or p a r t i a l  l i q u i d a t i o n  o f  t h e  F u nd,  the amount o f  c a s h  t r a n s f e r r e d  s h a l l  be t h e  market  v a l u e  o f  t h e  a s s e t s .  The market  v a l u e  o f  th e  a s s e t s  t r a n s f e r r e d  s h a l l  be d e t e r m in e d  by m u l t i p l y i n g  t h e  market  v a l u e  o f  t h e  m a r k e t a b l e  s e c u r i t i e s  p o r t f o l i o  o f  th e  G e n e r a l  In v e s t m e n t  Fund by t h e  r a t i o  o f  t h e  Fund b a l a n c e  or p o r t i o n  o f  Fund b a l a n c e  b e i n g  t r a n s f e r r e d ,  t o  t h e  G e n e r a l  In v e s t m e n t  Fund b a l a n c e  a s  r e p o r t e d  un der l . ( a )  o f  t h i s  a g r e e m e n t .  B a l a n c e s  used i n  t h i s  c a l c u l a t i o n  s h a l l  be a s  o f  th e  end o f  th e  month i n  whic h th e  t r a n s f e r  i s  made and s h a l l  i n c l u d e  a l l  c r e d i t s  t o  th e  Funds due un der t h i s  a gree m en t  as o f  t h e  d a t e  o f  t r a n s f e r .6 .  The fu n d s  l i s t e d  on A t t a c h m e n t  A a r e  s u b j e c t  to t h i s  a g r e e m e n t .  O t h e r  fu n d s  may become s u b j e c t  to  t h i s  agreem ent upon th e  a p p r o v a l  o f  t h e  A t t o r n e y  G e n e r a l .  Funds whic h a re  c l e a r l y  t r u s t  fu n d s  or c l e a r l y  c o n t a i n  a s t a t u t o r y  d e d i c a t i o n  o f  i n v e s t m e n t  income w i l l  become s u b j e c t  to t h i s  agree m ent  a u t o m a t i c a l l y .T h i s  ag ree m en t  t a k e s  e f f e c t  J u l y  1,  1986.
D e p a rtm e n t  o f  A d m i n i s t r a t i o n  D ep a rtm en t  o f  RevenueE l e a n o r  L .  Andrews,  Com m is sio ne r  Mary A .  N o r d a l e ,  C om m is sio ne r
__________ /s/ E l e a n o r  Andrews__________  /s/ Ma r y  A. N o r d a l e( S i g n a t u r e )  ( S i g n a t u r e )  “_______________ J u l y  30, 1986  A u g u s t  8. 1986( D a t e )  (D a te )
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A t t a c h m e n t  A

Funds and Accounts With Dedicated F.amlngs 
Revised as o f  January 29 ,  1988

S t a t u t o r y Agency V e r i f y i n g Frequency o f Agency Respons i b le Frequency o
Fund o r  Account C i t a t i o n C re d i t  C a l c u l a t i o n V e r i f i c a t i o n f o r  AKSAS Ent ry Reco rda t i on

Student  Loan Fund AS 1 4 . 4 2 . 2 1 0 Alaska Student Loan Corp. Annua l l y Adminlst  r a t i on ( F i nance ) Annua 1 l y
Alaska Clean Water  Fund ( e x c l u s i v e  o f  non- AS 4 6 . 0 3 . 0 3 2 Admin i s t r a t i o n  ( F i nance ) Annua l l y Admin i s t r a t i on ( F i nance ) Annua l l y

matching f u n d s ) ( e f f e c t l v e  J u l y  1,  1 9 87 )
( F i nance ) Annua l l yF i sh  and Came Fund AS 1 6 . 0 5 . 1 1 0 Adm in i s t r a t i on  ( F i nance ) Annua l l y Admin i s t ra t ion

Power Development Revo lv ing Loan Fund AS 4 4 . 3 3 . 6 0 0 Adm in i s t r a t i on  ( F i nance ) Annua l l y Admin i s t ra t ion ( F i nance ) Annua l l y
Mental  Hea l t h T ru s t  Income Account Ch. 132 SLA 1986 Admin i s t r a t i on  ( F i nance ) Annua l l y Admin i s t ra t ion ( F i nance ) Annua l l y

and AS 3 7 . 1 4 . 0 1 1 ( a )
Permanent Fund Div idend Trus t  Accounts AS 4 3 . 2 3 . 1 0 5 ( e ) Revenue ( F i s c a l ) Q ua r t e r l y Admin i s t ra t ion ( F i nance ) Annua l l y
M i sce l l aneous  T ru s t  Account (Depar tment  o f  Law) Revenue ( F i s c a l ) Monthly Admlnls t  r a t i on ( F i nance ) Annua l l y
Un l i censed Vesse l  Pe r sonne l  Annui ty Adminlst  r a t  Ion Semi -annua l l y Adminlst  ra t  Ion ( F i nance ) Annua l l y

Ret i rement  Fund (Re t i remen t  6 B e n e f i t s )
Warner  Trust  Fund Community S Regiona l  A f f a i r s Qua r t e r l y Admin i s t ra t ion ( F i nance ) Annua l l y
Exxon ’ T rua t  Fund Community & Regi ona l  A f f a i r s Qua r t e r l y Adminlst  r a t i o n ( F i nance ) Annual l y
R a l l b e l t  Energy Fund * / AS 3 7 . 0 5 . 1 5 3 Admin i s t r a t i on  (F i nance ) Annual l y Admin i s t r a t i on ( F i nance ) Annua l l y
Budget Reserve Fund 2 / AS 3 7 . 0 5 . 1 5 6 ( d ) Admin i s t r a t i on  ( F inance ) Annua l l y Admin i s t r a t i on ( F i nance ) Annua l l y

1/ Income I s  on l y  to be c a l c u l a t e d  ( s t e p  2 . ( c )  o f  t he agreement I s  t o  bo om i t t ed )  un l e s s  the l e g i s l a t u r e  a pp r o p r i a t e s  the Income t o the f und,  In which 
case I t  w i l l  be c r e d i t e d .  As a r e s u l t  I n t e r e s t  w i l l  he compounded an nu a l l y  at  be s t .



APPEND IX B

P u b l i c  S c h o o l  Fund A d v i s o r y  Board R e s o l u t i o n  No.  ______P r o v i d i n g  f o r  th e  A u t h o r i z a t i o n  o f  th e  C om m iss ione r  o f  Revenue t o  I n v e s t  th e  P u b l i c  S c h o o l  Fund i n  th e  Manner S p e c i f i e d  i n  AS 3 9 . 3 5 . 1 1 0 .
WHEREAS. AS 3 7 . 1 4 . 1 7 0  a u t h o r i z e s  t h e  C o m m is s io n e r  o f  R e v e n u e ,  w i t h  t h e  a p p r o v a l  o f  th e P u b l i c  S c h o o l  Fund A d v i s o r y  B o a r d ,  to  i n v e s t  th e  p r i n c i p a l  o f  t h e  P u b l i c  S c h o o l  Fund i n  t h e  manner s p e c i f i e d  i n  AS 3 9 . 3 5 . 1 1 0  f o r  t h e  P u b l i c  E m ployees  R e t i r e m e n t  F u n d ;WHEREAS, th e  D epartm ent o f  Revenue has p r o v i d e d  t o  t h e  Board o f  E d u c a t i o n  i t s  G e n e r a l  I n v e s t m e n t  P o l i c i e s  d a t e d  J a n u a r y  1986 w h ic h  s e t s  f o r t h  th e  a u t h o r i t y ,  o b j e c t i v e s ,  and i n v e s t m e n t  p o l i c i e s  f o r  each  fund w h ich  i s  i n v e s t e d  by th e  C o m m is s io n e r  o f  R e v e n u e ;NOW. THEREFORE, BE IT  RESOLVED t h a t  t h e  P u b l i c  S c h o o l  Fund A d v i s o r y  Board he re b y  c o n c u r s  w i t h  th e  o b j e c t i v e s  and i n v e s t m e n t  p o l i c i e s  p roposed f o r  t h e  P u b l i c  S c h o o l  Fund by th e  D e pa rtm ent  o f  Revenue i n  i t s  G e n e r a l  I n v e s t m e n t  P o l i c i e s ; andBE IT FURTHER RESOLVED t h a t  t h e  P u b l i c  S c h o o l  Fund A d v i s o r y  Board h e r e b y  a u t h o r i z e s  t h e  C o m m iss io n e r  o f  Reven ue t o  i n v e s t  th e  P u b l i c  S c h o o l  Fund i n  th e  manner s p e c i f i e d  i n  AS 3 9 . 3 5 . 1 1 0 .

BY: /s/ E r n e s t i n e  G r i f f i nC h a ir m a n ,  P u b l i c  S c h o o l  Fund A d v i s o r y  Board DATE: Septe m ber 26,  1986_______
ATTEST: /s/ M a r s h a l l  L .  L in dC o m m i s s i o n e r .  D epartm en t o f  E d u c a t i o n
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APPEND IX C

S t a t e  o f  A l a s k a  O f f i c e  o f  t h e  G overn or  D e l e g a t i o n  o f  I n v e s t m e n t  A u t h o r i t y  U n i v e r s i t y  o f  A l a s k a  Fund
WHEREAS, AS 1 4 . 4 0 . 4 0 0  r e q u i r e s  th e  U n i v e r s i t y  o f  A l a s k a  T r u s t  Fund t o  be i n v e s t e d  i n  i n t e r e s t - b e a r i n g  s e c u r i t i e s  as  ap pro ved  by t h e  G o v e r n o r ;WHEREAS, th e  1963 O p i n i o n  No.  13 o f  th e  A t t o r n e y  G e n e r a l  h o l d s  t h a t  t h e  p ru d e n t-m a n  r u l e  i s  t h e  p ro p e r  r u l e  f o r  g u i d i n g  th e  i n v e s t m e n t  o f  th e  Fund; andWHEREAS, AS 4 4 . 2 5 . 0 2 0 ( 2 )  r e q u i r e s  t h e  D ep a rtm en t  o f  Revenue to  i n v e s t  a l l  S t a t e  f u n d s ,I .  B I L L  SHEFFIELD. GOVERNOR OF THE STATE OF ALASKA, do he re b y  d e l e g a t e  th e  a u t h o r i t y  v e s t e d  i n  me by t h e  A l a s k a  S t a t u t e s  to  a p p r o v e  i n v e s t m e n t s  o f  t h e  U n i v e r s i t y  o f  A l a s k a  T r u s t  Fund i n  i n t e r e s t - b e a r i n g  s e c u r i t i e s  to  t h e  C o m m is s io n e r  o f  Revenue s u b j e c t  to a d h e r e n c e  by th e  C o m m iss io ne r  to  t h e  f o l l o w i n g  s t a n d a r d  o f  p r u d e n c e :I n  making i n v e s t m e n t s ,  t h e  C o m m is s io n e r  o f  Revenue or th e  d e l e g a t e  o f  t h e  C o m m is s io n e r  s h a l l  e x e r c i s e  t h e  judgment and c a r e  under t h e  c i r c u m ­s t a n c e s  t h e n  p r e v a i l i n g  w h ich  an i n s t i t u t i o n a l  i n v e s t o r  o f  o r d i n a r y  p r u d e n c e ,  d i s c r e t i o n ,  and i n t e l l i g e n c e  e x e r c i s e s  i n  t h e  management o f  l a r g e  i n v e s t m e n t s  e n t r u s t e d  t o  i t  not  i n  r e g a r d  t o  s p e c u l a t i o n  but i n  r e g a r d  t o  t h e  permanent d i s p o s i t i o n  o f  f u n d s ,  c o n s i d e r i n g  p r o b a b l e  s a f e t y  o f  c a p i t a l  a s  w e l l  as  p r o b a b l e  in co m e.T h i s  d e l e g a t i o n  i s  e f f e c t i v e  J u l y  1 ,  1985 and s h a l l  c o n t i n u e  in  f o r c e  u n t i l  amended or revo ke d  i n  w r i t i n g  by me or  my s u c c e s s o r .S i g n e d : /s/  B i l l  S h e f f i e l d  B i l l  S h e f f i e l d  G o v e r n o r



APPEND IX D

The G e n e r a l  I n v e s t m e n t  Fund P e r m i s s i b l e  In v e s t m e n t  I n s t r u m e n t s  (AS 3 7 . 1 0 . 0 7 0 )
I n v e s t m e n t s  l i m i t e d  t o :1.  o b l i g a t i o n s  o f ,  or  o b l i g a t i o n s  i n s u r e d  or  g u a r a n t e e d  b y ,  th e  U n i t e d  S t a t e s  or a g e n c i e s  or i n s t r u m e n t a l i t i e s  o f  th e  U n i t e d  S t a t e s ;2 .  o b l i g a t i o n s  s e c u r e d  by r e s e r v e s  p a i d  i n  by t h e  U n i t e d  S t a t e s  or a g e n c i e s  or i n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s  or o b l i g a t i o n s  o f  c o r p o r a t i o n s  i n  w h ich  th e  U n i t e d  S t a t e s  i s  a s h a r e h o l d e r  or member;3 .  c e r t i f i c a t e s  o f  d e p o s i t  i s s u e d  by U n i t e d  S t a t e s  d o m e s t i c  banks  which a r e  members o f  th e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  f o r  w h ich  a g e n e r a l l y  r e c o q n i z e d  s e c o n d a r y  market e x i s t s  or  w h ic h  a r e  s e c u r e d  f u l l y  a t  a l l  t i m e s  as  t o  th e  payment o f  p r i n c i p a l  and i n t e r e s t  i n  a c c o r d a n c e  w i t h  A l a s k a  law;4 .  c o r p o r a t e  d e b t  s e c u r i t i e s  w i t h  a minimum r a t i n g  o f  "BAA" or th e  e q u i v a l e n t  by a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  o r g a n i z a t i o n  and t h e  p r e f e r r e d  and common s t o c k s  o f  co m p a nie s  which have p a i d  d i v i d e n d s  c o n t i n u o u s l y  f o r  th e  l a s t  t h r e e  y e a r s ;5 .  c o m m e r c ia l  pa per  b e a r i n g  t h e  h i g h e s t  r a t i n g  o f  a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  o r g a n i z a t i o n ;6.  s e c u r i t i e s  o f  f o r e i g n  g o v e r n m e n t s ,  f o r e i g n  g o v e r n m e n ta l  a g e n c i e s ,  and f o r e i g n  c o r p o r a t i o n s  t h e  p r i n c i p a l ,  i n t e r e s t ,  or  d i v i d e n d s  o f  w hic h a r e  p a y a b l e  i n  e i t h e r  U n i t e d  S t a t e s  d o l l a r s  or f o r e i g n  c u r r e n c i e s ;7 .  b a n k e r s  a c c e p t a n c e s  drawn on and a c c e p t e d  by banks w i t h  a combined c a p i t a l  and s u r p l u s  a g g r e g a t i n g  a t  l e a s t  $ 2 0 0 , 0 0 0 , 0 0 0 ;8.  s h a r e s  o f  f e d e r a l l y  c h a r t e r e d  s a v i n g s  and l o a n  a s s o c i ­a t i o n s  i n  A l a s k a  whic h a re  f u l l y  s e c u r e d  a t  a l l  t i m e s  as  to  t h e  payment o f  p r i n c i p a l  and i n t e r e s t  i n  a c c o r d a n c e  w i t h  A l a s k a  law;9.  s a v i n g s  c e r t i f i c a t e s  i s s u e d  by s t a t e - c h a r t e r e d  s a v i n g s  and l o a n  a s s o c i a t i o n s  i n  A l a s k a  w h ic h  a r e  f u l l y  s e c u r e d  a t  a l l  t i m e s  as  to  th e  payment o f  p r i n c i p a l
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and i n t e r e s t  in  a c c o r d a n c e  w i t h  A l a s k a  law;10.  d e p o s i t s  w i t h  mutual  s a v i n g s  banks i n  A l a s k a  w h ic h  a re  f u l l y  s e c u r e d  a t  a l l  t i m e s  as t o  t h e  payment o f  p r i n c i p a l  and i n t e r e s t  i n  a c c o r d a n c e  w i t h  A l a s k a  law;11.  f i x e d - t e r m  c e r t i f i c a t e s  o f  i n d e b t e d n e s s  o f  f e d e r a l l y  i n s u r e d  c r e d i t  u n i o n s  i n  A l a s k a  w h ic h  a r e  f u l l y  s e c u r e d  a t  a l l  t i m e s  to  t h e  payment o f  p r i n c i p a l  and i n t e r e s t  in  a c c o r d a n c e  w i t h  A l a s k a  law;12.  f o r e i g n  t i m e  d e p o s i t s  o f  both  U n i t e d  S t a t e s - o w n e d  and f o r e i g n - o w n e d  banks and t r u s t  co m p a n ie s  d en o m in ated  in  e i t h e r  U n i t e d  S t a t e s  d o l l a r s  or  f o r e i g n  c u r r e n c i e s ;13.  m o r t g a g e s  o f  th e  A l a s k a  R u r a l  R e h a b i l i t a t i o n  C o r p o ­r a t i o n  w h ic h  s e c u r e  a g r i c u l t u r a l  l o a n s ,  a g r i c u l t u r a l  b u s i n e s s  l o a n s ,  and a g r i c u l t u r a l  p r o c e s s i n g  l o a n s ;14.  f u t u r e s  c o n t r a c t s  f o r  th e  s a l e  o f  i n v e s t m e n t s  o n l y  f o r  t h e  pu rp o se  o f  h e d g i n g  an e x i s t i n g  e q u i v a l e n t  o w ners hip  p o s i t i o n  i n  i n v e s t m e n t s  o f  th e  t y p e s  d e s c r i b e d  a b o v e .



APPEND IX E

AHFC P l e d g e d  Fund P e r m i s s i b l e  In v e s t m e n t  I n s t r u m e n t s  ( S e c t i o n  508 o f  AHFC G e n e r a l  H o u s i n g  M o r t g a g e  Bond R e s o l u t i o n )
I n v e s t m e n t s  l i m i t e d  t o :1 .  d i r e c t  o b l i g a t i o n s  o f  or o b l i g a t i o n s  g u a r a n t e e d  by th e  U n i t e d  S t a t e s  o f  A m e r i c a ;2 .  d e p o s i t s  i n  i n t e r e s t - b e a r i n g  t i m e  d e p o s i t s  or c e r t i f i ­c a t e s  o f  d e p o s i t  s e c u r e d  by o b l i g a t i o n s  o f ,  or u n c o n ­d i t i o n a l l y  g u a r a n t e e d  b y ,  th e  U n i t e d  S t a t e s  o f  Am erica  or by o b l i g a t i o n s  d e s c r i b e d  i n  1 or 3 h e r e o f ;3 .  b o n d s ,  d e b e n t u r e s ,  n o t e s ,  or p a r t i c i p a t i o n  c e r t i f i c a t e s  i s s u e d  by any o f  the f o l l o w i n g  F e d e r a l  a g e n c i e s :  Bank f o r  C o o p e r a t i v e s ,  F e d e r a l  I n t e r m e d i a t e  C r e d i t  B a n k s .  F e d e r a l  Home Loan Banks S y s t e m .  F e d e r a l  Land B a n k s .  E x p o r t - I m p o r t  B a nk,  T e n n e s s e e  V a l l e y  A u t h o r i t y ,  G o v e r n ­ment N a t i o n a l  M o r t g a g e  A s s o c i a t i o n ,  and Farm ers  Home A d m i n i s t r a t i o n ;4 .  P u b l i c  H o u s in g  Bonds i s s u e d  by P u b l i c  H o u s i n g  A u t h o r i ­t i e s  and f u l l y  s e c u r e d  as  to  t h e  pay ' t  o f  bo th p r i n c i p a l  and i n t e r e s t  by a p l e d g e  o i  an n u a l  c o n t r i ­b u t i o n s  under  an a n n u a l  c o n t r i b u t i o n  c o n t r a c t  or c o n t r a c t s  w i t h  t h e  U n i t e d  S t a t e s  o f  A m e r i c a ,  or Temporary N o t e s  i s s u e d  by P u b l i c  H o u s in g  A u t h o r i t i e s  or P r e l i m i n a r y  Loan N o t e s  i s s u e d  by L o c a l  P u b l i c  A g e n c i e s ,  i n  e a c h  c a s e ,  f u l l y  s e c u r e d  as  t o  t h e  payment o f  b o t h  p r i n c i p a l  and i n t e r e s t  by a r e g u i s i t i o n  or  payment a g r e e m e n t  w i t h  th e  U n i t e d  S t a t e s  o f  A m e r i c a ;5 .  d i r e c t  and g e n e r a l  o b l i g a t i o n s  of  or  o b l i g a t i o n s  g u a r a n t e e d  by t h e  S t a t e  t o  th e  payment o f  t h e  p r i n c i p a l  o f  and i n t e r e s t  on w h ic h  th e  f u l l  f a i t h  and c r e d i t  o f  th e  S t a t e  i s  p l e d g e d ;6 .  d e p o s i t s  in  i n t e r e s t - b e a r i n g  t i m e  d e p o s i t  or c e r t i f i ­c a t e s  o f  d e p o s i t  s e c u r e d  by o b l i g a t i o n s  o f  or  g u a r a n ­t e e d  by th e  S t a t e ;7 .  b a n k e r s  a c c e p t a n c e s  drawn on and a c c e p t e d  by banks w i t h  a combined c a p i t a l  and s u r p l u s  o f  a t  l e a s t  $ 2 0 0 , 0 0 0 , 0 0 0 ;
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8.  c o r p o r a t e  o b l i g a t i o n s  o f  prime or e q u i v a l e n t  q u a l i t y  as  r a t e d  by a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  a g e n c y ;  and9.  bank c e r t i f i c a t e s  o f  d e p o s i t  w h ich  a r e  s e c u r e d  as to  payment o f  p r i n c i p a l  and i n t e r e s t  in  a c c o r d a n c e  w i t h  A l a s k a  la w .
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APPEND IX F

I n t e r n a t i o n a l  A i r p o r t s  Funds P e r m i s s i b l e  I n v e s t m e n t  I n s t r u m e n t s  ( S t a t e  Bond Com m it tee  R e s o l u t i o n  No. 68-4)
I n s t r u m e n t s  f o r  th e  C o n s t r u c t i o n  F u nd,  th e  Revenue T r u s t  Fu nd,  and th e  R e p a i r  and R e p la c e m e n t  R e s e r v e  A c c o u n t  a r e  l i m i t e d  t o :1 .  t im e or demand d e p o s i t s  i n  any bank or t r u s t  company a u t h o r i z e d  t o  a c c e p t  d e p o s i t s  o f  p u b l i c  fu n d s  and s e c u r e d  a t  a l l  t i m e s  by s u c h  o b l i g a t i o n s  as  a r e  r e q u i r e d  by law and t o  t h e  f u l l e s t  e x t e n t  r e q u i r e d  by law;2 .  d i r e c t  o b l i g a t i o n s  o f  th e  U n i t e d  S t a t e s  o f  A m e r i c a ,  o b l i g a t i o n s  t h e  p r i n c i p a l  o f  and i n t e r e s t  on whic h a r e  g u a r a n t e e d  by t h e  U n i t e d  S t a t e s  o f  A m e r i c a ;3 .  o b l i g a t i o n s  i s s u e d  by f e d e r a l  lan d  banks or f e d e r a l  i n t e r m e d i a t e  c r e d i t  banks e s t a b l i s h e d  under t h e  F e d e r a l  Farm Loan A c t ,  as amended;4 .  bonds or d e b e n t u r e s  o f  th e  F e d e r a l  Home Loan Bank Board or o f  any f e d e r a l  home l o a n  bank e s t a b l i s h e d  under t h e  F e d e r a l  Home Loan Bank A c t ;5 .  o b l i g a t i o n s  o f  t h e  F e d e r a l  N a t i o n a l  M o rt g a g e  A s s o c i ­a t i o n  e s t a b l i s h e d  un der t h e  N a t i o n a l  H o u s in g  A c t ,  as amended; and6.  d e b e n t u r e s  and c o n s o l i d a t e d  d e b e n t u r e s  i s s u e d  by t h e  C e n t r a l  Bank f o r  C o o p e r a t i v e s  or  banks f o r  c o o p e r a t i v e s  e s t a b l i s h e d  under  th e Farm C r e d i t  A c t  o f  1933,  as amended.
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APPEND IX G

S t a t e  M o r t g a g e  I n s u r a n c e  Fund P e r m i s s i b l e  I n v e s t m e n t  I n s t r u m e n t s  (AS 1 8 . 5 6 . 0 9 5 ( b )  and AS 3 7 . 1 0 . 0 7 0 ( a ) )
A l t h o u g h  th e  p e r m i s s i b l e  i n s t r u m e n t s  i n c l u d e  a l l  o f  t h o s e  s p e c i f i e d  f o r  t h e  G e n e r a l  Fund (A p p en d ix  E ) , th e  M o r t g a g e  I n s u r a n c e  Agreement d a t e d  December 6, 1975 between t h e  S t a t e  and AHFC has f u r t h e r  l i m i t e d  i n v e s t m e n t s  t o :1 .  d i r e c t  o b l i g a t i o n s  o f ,  or  o b l i g a t i o n s  i n s u r e d  or g u a r a n t e e d  b y ,  th e  U n i t e d  S t a t e s  o f  Am erica  or a g e n c i e s  or i n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s ;2 .  b a n k e r s  a c c e p t a n c e s  drawn on and a c c e p t e d  by banks  and c e r t i f i c a t e s  o f  d e p o s i t  o f  b a n k s ,  w i t h  a combined c a p i t a l  and s u r p l u s  a g g r e g a t i n g  a t  l e a s t  $ 2 0 0 , 0 0 0 , 0 0 0 ;  or3 .  i n t e r e s t  b e a r i n g  t im e d e p o s i t s  or c e r t i f i c a t e s  o f  d e p o s i t  o f  a bank or t r u s t  company c o n t i n u o u s l y  s e c u r e d  and c o l l a t e r a l i z e d  by o b l i g a t i o n s  o f  th e  ty p e  d e s c r i b e d  i n  p a r a g r a p h  1 or by o b l i g a t i o n s  o f  t h e  S t a t e  h a v i n g  a market v a l u e  a t  l e a s t  e q u a l  a t  a l l  t i m e s  to  t h e  amount o f  s u ch  d e p o s i t  or c e r t i f i c a t e ,  t o  t h e  e x t e n t  such d e p o s i t  or c e r t i f i c a t e  i s  not  i n s u r e d  by t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t i o n  or th e  F e d e r a l  S a v i n g s  and Loan I n s u r a n c e  C o r p o r a t i o n ,  or any s u c c e s s o r s  t h e r e t o .
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P u b l i c  E m ployees  R e t i r e m e n t  Fund T e a c h e r s  R e t i r e m e n t  Fund J u d i c i a l  R e t i r e m e n t  Fund A l a s k a  N a t i o n a l  Guard and A l a s k a  N a v a l  M i l i t i a  R e t i r e m e n t  FundP u b l i c  S c h o o l  Fund P e r m i s s i b l e  I n v e s t m e n t  I n s t r u m e n t s  (AS 39 . 3 5 . 1 1 0 1 AS 1 4 . 2 5 . 1 8 0 ,  AS 3 7 . 1 4 . 1 7 0 .AS 2 2 . 2 5 . 0 4 8 ( c ) .  AS 2 6 . 0 5 . 2 2 8 ( c ) )1 .  s h a r e s  o f  f e d e r a l l y  c h a r t e r e d  s a v i n g s  and l o a n  a s s o c i ­a t i o n s  i n  A l a s k a ,  t o  t h e  e x t e n t  t h a t  t h e  i n v e s t m e n t  i s  i n s u r e d  by th e f e d e r a l  g overnm en t o r  by an a g e n c y  o f  th e  f e d e r a l  g ov e rn m e n t ;2 .  d e p o s i t s  w i t h  mutual  s a v i n g s  banks  i n  A l a s k a ,  t o  t h e  e x t e n t  t h a t  th e  i n v e s t m e n t  i s  i n s u r e d  by th e  f e d e r a l  government or  an a g e n c y  o f  th e  f e d e r a l  g o v e r n m e n t;3 .  d e p o s i t s  w i t h  s t a t e  and n a t i o n a l  banks  i n  A l a s k a  t o  th e  e x t e n t  t h a t  t h e  i n v e s t m e n t  i s  i n s u r e d  by th e  f e d e r a l  government or an a g e n c y  o f  t h e  f e d e r a l  g o v e r n ­ment ;4 .  th e  g u a r a n t e e d  p o r t i o n  o f  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  l o a n s ;5 .  f i r s t  l i e n  r e a l  e s t a t e  m o r t g a g e s  g u a r a n t e e d  by t h e  f e d e r a l  V e t e r a n s  A d m i n i s t r a t i o n ;6 .  n o t e s  s e c u r e d  by m o r tg a g e s  of  c o m m e r c ia l  or r e s i d e n t i a l  b u i l d i n g s  i f  th e  m o r t g a g e s  a r e  i n s u r e d  by a p r i v a t e  m o rtg a g e  i n s u r a n c e  c o r p o r a t i o n  w h ic h  i s  a u t h o r i z e d  to do b u s i n e s s  i n  A l a s k a  and has combined c a p i t a l ,  s u r p l u s ,  and r e s e r v e s  a g g r e g a t i n g  a t  l e a s t  $ 2 0 , 0 0 0 , 0 0 0 ;  how ever,a .  no m o rtg a g e  i n s u r a n c e  i s  n e c e s s a r y  f o r  c o m m e rcia l  l o a n s  h a v i n g  l o a n - t o - v a l u e  r a t i o s  o f  l e s s  th an  50 p e r c e n t  and t h e  minimum c o v e r a g e  o f  o t h e r  commer­c i a l  l o a n s  s h a l l  be 10 p e r c e n t  f o r  t h o s e  h a v i n g  a l o a n - t o - v a l u e  r a t i o  o f  50-60 p e r c e n t  and 15 p e r c e n t  f o r  t h o s e  h a v i n g  a l o a n - t o - v a l u e  r a t i o  g r e a t e r  than 60 p e r c e n t  but no more th an  75 p e r c e n t ,  andb.  no m o rtg ag e  i n s u r a n c e  i s  n e c e s s a r y  f o r  r e s i d e n t i a l  l o a n s  h a v i n g  a l o a n - t o - v a l u e  r a t i o  o f  l e s s  th a n  70 p e r c e n t  and t h e  minimum c o v e r a g e  o f  o t h e r  r e s i d e n ­t i a l  l o a n s  s h a l l  be 10 p e r c e n t  f o r  t h o s e  h a v i n g  a
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l o a n - t o - v a l u e  r a t i o  g r e a t e r  th a n  70 p e r c e n t  bu t  l e s s  th a n  90 p e r c e n t  and 20 p e r c e n t  f o r  t h o s e  h a v in g  a l o a n - t o - v a l u e  r a t i o  o f  90 p e r c e n t ;7 .  c o n v e n t i o n a l  r e s i d e n t i a l  m o r t g a g e s  i f  t h e  o r i g i n a t i n g  f i n a n c i a l  i n s t i t u t i o n  r e t a i n s  a t  l e a s t  25 p e r c e n t  o f  t h e  m ortg ag e  f o r  a minimum o f  two y e a r s ;8 .  n o t e s  s e c u r e d  by m o r t g a g e s  o f  c o m m e r c ia l  b u i l d i n g s  i ft h e  o r i g i n a t i n g  f i n a n c i a l  i n s t i t u t i o n  r e t a i n s  a t  l e a s t  25 p e r c e n t  o f  t h e  m o r tg a g e  u n t i l  m a t u r i t y ;9 .  FHA g u a r a n t e e d  p o r t i o n  o f  b u s i n e s s  and i n d u s t r i a l  l o a n s  made under th e  R u r a l  D evelopm en t  A c t  o f  1972;10.  b a n k e r s '  a c c e p t a n c e s  w h ic h  a r e  e l i g i b l e  f o r  d i s c o u n ta t  th e F e d e r a l  R e s e r v e  Bank and c e r t i f i c a t e s  o f  d e p o s i t  i s s u e d  by U n i t e d  S t a t e s  d o m e s t i c  banks  whic h a r e  members o f  t h e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o ­r a t i o n  i f  a g e n e r a l l y  r e c o g n i z e d  s e c o n d a r y  market  e x i s t s  f o r  t h e  c e r t i f i c a t e s  o f  d e p o s i t ;1 1 .  o b l i g a t i o n s  o f ,  or  o b l i g a t i o n s  i n s u r e d  by or g u a r a n t e e d  b y ,  t h e  U n i t e d  S t a t e s  or a g e n c i e s  or i n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s ;12.  o b l i g a t i o n s  s e c u r e d  by r e s e r v e s  p a i d  i n  by t h e  U n i t e d  S t a t e s  or a g e n c i e s  or i n s t r u m e n t a l i t i e s  o f  t h e  U n i t e d  S t a t e s  or o b l i g a t i o n s  o f  c o r p o r a t i o n s  ir.  w h ic h  t h e  U n i t e d  S t a t e s  i s  a s h a r e h o l d e r  or member;13.  c o r p o r a t e  d e b t  s e c u r i t i e s  w i t h  a minimum r a t i n g  o f  "A" or  an e q u i v a l e n t  r a t i n g  by a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  o r g a n i z a t i o n ;14.  p r e f e r r e d  and common s t o c k  o f  c o m p a nie s  w h ich  have p a i d  d i v i d e n d s  i n  e a c h  o f  th e  t h r e e  y e a r s  i m m e d i a t e l y  p r e c e d i n g  t h e  i n v e s t m e n t ;  S t o c k s  e l i g i b l e  f o r  p u r c h a s e  a r e  r e s t r i c t e d  t o  s t o c k s  w h i c h ,  e x c e p t  f o r  bank s t o c k s  and i n s u r a n c e  s t o c k s ,  a r e  l i s t e d  upon an e x c h a n g e  r e g i s t e r e d  w i t h  t h e  F e d e r a l  S e c u r i t i e s  and E x c h a n g e  C om m is sio n;15.  co m m e rcia l  paper  b e a r i n g  t h e  h i g h e s t  r a t i n g  o f  a n a t i o n a l l y  r e c o g n i z e d  r a t i n g  o r g a n i z a t i o n ;16.  s e c u r i t i e s  o f  f o r e i g n  g o v e r n m e n t s ,  f o r e i g n  g o v e r n m e n t a l  a g e n c i e s ,  and f o r e i g n  c o r p o r a t i o n s  t h e  p r i n c i p a l ,  i n t e r e s t ,  or  d i v i d e n d s  on w h ic h  a r e  p a y a b l e  i n  e i t h e r  U n i t e d  S t a t e s  d o l l a r s  or f o r e i g n  c u r r e n c i e s ;
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17.  f o r e i g n  ti m e d e p o s i t s  o f  bo th U n i t e d  S t a t e s - o w n e d  and f o r e i g n - o w n e d  banks  and t r u s t  co m p a nie s  den o m in ated  i n  e i t h e r  U n i t e d  S t a . t e s  d o l l a r s  or  f o r e i g n  c u r r e n c i e s ;18.  g o l d  b u l l i o n  c e r t i f i e d  as  to  f i n e n e s s  o f  a t  l e a s t  99 1/2 p e r c e n t ;19.  f u t u r e s  c o n t r a c t s  f o r  th e  s a l e  o f  i n v e s t m e n t s  o n l y  f o r  t h e  pu rpose  o f  h e d g i n g  an e x i s t i n g  e q u i v a l e n t  o w n e r s h ip  p o s i t i o n  in  i n v e s t m e n t s  o f  th e  t y p e s  d e s c r i b e d  a b o v e ;  and20.  a t r u s t  w h ich  i s  q u a l i f i e d  under  S e c .  401(a ) o f  t h e  I n t e r n a l  Revenue Code (26 U . S . C .  S e c .  4 0 1 ( a ) ) . a n d  exempt from t a x a t i o n  un der  S e c .  501(a )  o f  t h e  I n t e r n a l  Revenue Code (26 U . S . C .  S e c .  5 0 1 ( a ) )  and w h ic h  i s  m a i n t a i n e d  a s  a medium f o r  p o o l i n g  a p o r t i o n  o f  t h e  fu n d s  o f  p e n s i o n  and p r o f i t - s h a r i n g  t r u s t s  f o r  d i v e r s i ­f y i n g  i n v e s t m e n t s  i n  r e a l  e s t a t e  and i n t e r e s t s  i n  r e a l  e s t a t e .



APPEND IX IS t a t e  o f  A l a s k a  D e p a rtm e n t  o f  Revenue T r e a s u r y  D i v i s i o n
The T r e a s u r y  D i v i s i o n  o f  th e  D e p a rtm e n t  o f  Revenue i s  r e s p o n s i ­b l e  f o r  managing  l a r g e  amounts o f  i n v e s t m e n t s  and c a s h  f o r  e i t h e r  th e  S t a t e  o f  A l a s k a  or th e  b e n e f i c i a r i e s  o f  f i d u c i a r y  t r u s t s .  The r e s p o n s i b i l i t y  c a n n o t  be f a i t h f u l l y  d i s c h a r g e d  i t  t h e  i n t e g r i t y  o f  th e  f u n c t i o n  i s  i m p a i r e d  t h r o u g h  f i n a n c i a l  c o n f l i c t s  o f  i n t e r e s t s  or u n n e c e s s a r y  d i s s e m i n a t i o n  o f  p r i v i ­l e g e d  i n f o r m a t i o n  by t h e  p e r s o n n e l  o f  t h e  T r e a s u r y  D i v i s i o n .  I v o l u n t a r i l y  a g r e e  t o  a d h e r e  t o  th e  f o l l o w i n g  b e h a v i o r a l  s t a n d a r d s  as  a c o n d i t i o n  o f  employment and w i t h  th e  u n d e r s t a n d ­i n g  t h a t  any v i o l a t i o n s  may c o n s t i t u t e  g rou n d s  both  f o r  d i s m i s s a l  and f o r  any o t h e r  p e n a l t i e s  p r o v i d e d  by law:1 .  I w i l l  not e n g a g e  i n ,  nor recommend or s u g g e s t  t h a t  o t h e r s  en g a g e  i n ,  p e r s o n a l  i n v e s t m e n t  t r a n s a c t i o n s  w h ich  have an a d v e r s e  e f f e c t  upon th e  T r e a s u r y  D i v i s i o n ' s  i n v e s t m e n t  t r a n s a c t i o n s .2 .  I may i n  t h e  c o u r s e  o f  my employment o b t a i n  p r i v i l e g e d  i n f o r m a t i o n  c o n c e r n i n g  r e c e n t ,  c o n te m p ora n e o u s  or impending T r e a s u r y  D i v i s i o n  i n v e s t m e n t  t r a n s a c t i o n s ,  or  i n v e s t m e n t  a d v i c e  or c o u n s e l  f u r n i s h e d  t o  th e  T r e a s u r y  D i v i s i o n ,  or t a x  p a y m e n ts ,  b u t  I w i l l  n o t  p r o v i d e  t h a t  i n f o r m a t i o n  to o t h e r s  who do n o t  ha ve  a f u n c t i o n a l  need or a l e g a l  r i g h t  t o  know i t ,  nor w i l l  I u t i l i z e  th e  i n f o r m a t i o n  as  a b a s i s  f o r  making p e r s o n a l  i n v e s t m e n t s  or f o r  recommending or s u g g e s t i n g  t o  o t h e r  p a r t i e s  t h a t  t h e y  make i n v e s t m e n t s  whose r e t u r n s  a r e  p a r t l y  or  w h o l l y  d e p e n d e n t  upon s i m i l a r  or  c o n t r a r y  i n v e s t m e n t  t r a n s a c t i o n s  u n d e r t a k e n  or  to  be u n d e r t a k e n  by t h e  T r e a s u r y  D i v i s i o n .  I u n d e r s t a n d  t h a t  t h i s  r e s t r i c t i o n  does  n o t  a p p l y  i f  che i n f o r m a t i o n  has been d i s s e m i n a t e d  to  th e  p u b l i c .3 .  I w i l l  not a c c e p t  from p a r t i e s  d o i n g  b u s i n e s s  w i t h  th e  T r e a s u r y  D i v i s i o n  any p e r s o n a l  g i f t s  or v a l u a b l e  c o n s i d e r ­a t i o n s  as  a reward or  in d u ce m en t  f o r  any T r e a s u r y  b u s i n e s s  done w i t h  them. The o c c a s i o n a l  u n s o l i c i t e d  d i s t r i b u t i o n  by f i n a n c i a l  i n s t i t u t i o n s  o f  t o k e n  g i f t s  t o  t h e i r  s u b s t a n t i a l  c u s t o m e r s ,  and m e a l s  or r e f r e s h m e n t s  f u r n i s h e d  w h i l e  b u s i n e s s  i s  b e i n g  t r a n s a c t e d ,  may be a c c e p t e d ,  s u b j e c t  to t h e  r e p o r t i n g  r e q u i r e m e n t s  o f  AS 3 9 . 5 2 . 1 3 0 ( b )  i f  th e g i f t  o r  c o n s i d e r a t i o n  e x c e e d s  $50 and t h e  r e c i p i e n t  may t a k e  o f l i c i a l  a c t i o n  t h a t  a f f e c t s  t h e  g i v e r .Ackn ow ledged by:  ___________________________________________________________S i g n a t u r e

M a n d a t o r y  A g r e e m e n t  F o r  A l l  T r e a s u r y  P e r s o n n e l
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APPENDIX J

I

T H E  C O D E  O F  E T H I C S  A N D
T H E S T A N D A R D S  O F  P R O F E S S I O N A L  C O N D U C T

Adopted  by T h e  Federa t ion  of  Financial  Analysts and T h e  Inst i tute of  
Char te red  Financial  Analysts.  Revised April  29, 1984.

THE FAF RESOLUTIONWHEREAS, the profession or financial analysis and investment management has evolved because of the increasing public need for competent, objective, and trust­worthy advice with regard to investments and financial management; andWHEREAS, those engaged in this pro­fession have joined together in an organiza­tion known as The Financial Analysts Federation; andWHEREAS, despite a wide diversity of interest among analysts employed by brok­ers and securities dealers, investment advisers, banks, insurance companies, in­vestment companies and trusts, pension trusts, and other institutional investors and investment entities, there are nevertheless certain fundamental standards of conduct which should be common to all engaged in the profession of financial analysis and in­vestment management and accepted and maintained by them; andWHEREAS; the members of The Finan­cial Analysis Federation adopted a Code of Ethics and Standards on May 20, 1962, which have been amended from time to time; andWHEREAS, The Financial Analysts Federation provides for individual mem­bership in it, requires that all of its member societies adopt its Code of Ethics and Stan­dards of Professional Conduct, and requires that all individual members comply with them;-

THE ICFA RESOLUTIONWHEREAS, the profession of financial anaiysis and investment management has evolved because of the increasing public need for competent, objective, and trust­worthy advice with regard to investments and financial management; andWHEREAS, The Institute of Chartered Financial Analysts was organized to estab­lish educational standards in the field of financial analysis, to conduct examinations of financial analysis and to award the pro­fessional designation of Chartered Finan­cial Analyst, among other objectives; andWHEREAS, despite a wide diversity of interest among analysts employed by brok­ers and security dealers, investment advisers, banks, insurance companies, in­vestment companies and trusts, pension trusts, and other institutional investors and investment entities, there are nevertheless certain fundamental standards of conduct which should be common to all engaged in the profession of financial analvsis and in­vestment management and accepted and maintained by them; andWHEREAS, The Institute of Chartered Financial Analysts adopted a Code of Ethics and Standards on March 1-4, 1964, which have been amended from time to lime;NOW. THEREFORE. The Institute or Chartered Financial Analysis hereby adopts the following Code of Ethics and Standards of Professional Conduct:
T h r  F i n a m i o l  A n a l ) i l i  F i d n a t i e n / T h i  / n i l i l u l t  o f  C h m n r d  F m a n n a l  A n c l i m
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2 C o d r  a n d  S t a n d a r d s

NOW, THEREFORE, ihe following are (he Code of Ethics and Standards of Profes­sional Conduct of The Financial Analysis Federation:
Members o /T h t  F inancia l Analysts Federa­

tion oh  obligated to conduct their professional 
activities in accordance w ith  Ihe fo llow ing Code 
o f  Ethics and Standards o f  Professional 
Conduct. Disciplinary sanctions may be imposed 
fo r violations o f  the Code or Standards.

Members o f The Institute o f  Chartered 
F inancia l Analysis are obligated to conduct 
their professional activities in accordance with  
the fo llow ing Code o f  Ethics and Standards o f  
Professional Cor.ducL Disciplinary sanctions 
may be imposed fo r  violations o f the Code or 
Standards.

THE CODE OF ETHICS
A financial ana lys t /C bar te red Financ ia l  Analys t  should c ond uc t  h im­

s e l f  with integrity and d igni ty and a c t  in an ethical  m anne r  in his deal­
ings with the publ ic,  clients, customers,  employers,  employees,  and fellov/ 
analysts.

A financial ana ly s t /Ch ar te red  Financial  Analyst  should conduct  h im ­
self and should encourage  others to pract ice f inancial  analysis in a profes­
sional and  ethical  m ann e r  th a t  will reflect credit  on himself and  his 
profession.

A financial ana lys t /Char te red  Financial  Analyst  should act with 
competence  and should strive to ma in ta in  a n d  improve his competence 
a n d  that  of  others in the profession.

A financial ana lys t /Char te red  Financial  Analys t  should use proper 
care and exercise in dependent  professional  j u d g m e n t .

THE STANDARDS OF PROFESSIONAL CONDUCT
I .  O b l i g a t i o n  to  I n f o r m  E m p l o y e r  o f  C o d e  a n d  S t a n d a r d s .

T h e  financial analys t /Char te red  Financial  Analyst  shall inform his 
employer  th rough his direct  supervisor,  that  he is obl igated to comply 
with the Code o f  Ethics and S t an d a rd s  of  Professional  Conduct ,  and  is 
subject  to disciplinary sanct ions for violat ions thereof. He  shall del iver a 
copy of the Code  and S t an da rds  to his employer  if the employer  does not 
have a copy.

Masculine pronouns, used throughout the Code and Standards, as well as throughout the Handbook, to simplify sentence structure, shall apply to all persons, regardless of sex.
T h e  h n a n r i i l l  A n a i l  i l l  F ede ra t i on /The  /m i n u t e  o f  C ha r  treed F i n a n c i a l  A no I  l i f t



C o d e  a n d  S t a n d a r d s 3

I I .  C o m p l i a n c e  w i t h  G o v e r n i n g  L a w s  a n d  R e g u l a t i o n s  a n d  t h e  
C o d e  a n d  S t a n d a r d s .A. Required Knowledge and Compliance.

T h e  financial ana lys t /Char te red  Financial  Analyst  shall maintain 
knowledge of  and shall comply with all appl icable laws, rules, and  regula­
tions of  any government ,  governmenta l  agency,  and regulatory organiza­
tion govern ing his professional,  f inancial,  or  business activities, as well as 
with these S ta nda rds  of  Professional Co n d u c t  and  the accompanying 
Code  of  Ethics.B. Prohibition Agslnit Assisting Legal and Ethical Violations.

T h e  financial ana lys t /Charte red Financial  Analyst  shall not  knowingly 
part icipate in, or assist, any acts in violation of  any  appl icable law, rule, 
o r  regulation of  any  government ,  governmenta l  agency,  or  regulatory or­
ganizat ion govern ing his professional,  financial,  o r  business activities, 
nor  any  act which  would violate any provision of these S tandards  of  Pro­
fessional C o n d u c t  or the  accompanying Code  of Ethics.C. Prohibition Against Use of Material Non-Public Information.

T h e  financial ana lys t /Charte red Financial  Analyst  shall  comply wi th  
all laws and regulat ions relating to the use of  material  non-public 
information,  ( l)  If the analyst  acquires such information as a result  of  a 
special or  confidential  relat ionship with the issuer, he shall not  co m m u n i ­
cate the information (other than wi thin the relationship),  o r  take invest­
men t  action on the basis of  such information,  if it violates that  
relationship.  (2) If the  analyst  is not  in a special or confident ial  relat ion­
ship with the issuer, he shall no t  communica te  or  act  on  material  no n ­
publ ic information if he knows or should know tha t  such information 
was disclosed to him in breach of a duty.  If  such a breach exists, the a n a ­
lyst shall make reasonable efforts to achieve public dissemination of  such 
information.D. Responilbllitiei of Supervisor).

A financial ana lys t /Char te red  Financial Analyst  with supervisory re­
sponsibility shull exercise reasonable supervision over those subordina te  
employees subject  to his control,  to prevent  any violation by such persons 
of applicable statutes,  regulations,  or provisions of the C od e  of Ethics or 
Standards  of  Professional C onduc t .  In so doing the financial analyst /  
Charte red  Financial  Analyst  is entit led to rely upon  reasonable 
procedures establ ished by his employer.

. The  F i n a n c i a l  A n a ly i t t  F ede ra t i on /The  / m inu te  o f  Cha rte red F i n a n c i a l  A n a l y i t i


