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a d m i n is t ra ti on  of the s ystem and distribute the report to the members 

of the system.

* Sec. 20. AS 39.35.080 is amended to read:

Sec. 39.35.080. DUTIES O F  THE A L A S K A  STATE INVESTMENT C O R P O­

RATI O N  [COMMISSIONER OF REVENUE]. The A l as k a State Investment C o r p o­

ration [COMMISSIONER OF REVENUE] is the [TREASURER OF THE SYSTEM AND 

THE] fiduciary of the fund. The corporation [COMMISSIONER] has the 

same powers and duties established under this chapter in regard to the 

fund as are pro v id ed  in AS 74.25.035(d) and 14.25.180.

* Sec. 21. AS 39.45.020 is amended by adding a n e w  subsection to read:

(d) The Alask a  State Investment Corporation shall select the

v e n d o r  through wh ic h participants in the state deferred compensation 

p r o g r a m  are offered investment and benefit choices. The administrator 

of the state deferred c om pe nsation prog r am  may request the Alaska

State Investment Corpor at i on  to substitute for the administrator as 

fiduciary of the funds he ld  under the state deferred compensation 

program. If che corporation accepts respons i bi li ty  for investing the 

funds under AS 37.10.220(b), the co rporation shall comply wi th  AS 39.- 

45.030.

* Sec. 22. AS 39.50.200(b) is amen de d  b y  adding a n e w  pa ra gr ap h to

read:

(50) A l as ka  State Investment Corporation (AS 37.10.210).

* Sec. 23. AS 44.25.020 is amended to read:

Sec. 44.25.020. DUTIES OF DEPARTMENT. The Department of Revenue

shall

(1) enforce the tax laws of the state;

(2) collect, account for, have custody of, invest, and 

m anage all scate funds and all revenues of the state except revenues 

incidental to a p r o g r a m  of licensing and regulation carried on by
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j another state department and funds m a n a g e d  and invested by the Alaska

State Investment C o r p o r a t i o n ;

(3) register cattle brands;

, (4) supply ne cessary clerical and administrative services

5 for the Al co ho li c Beverage Control Board; and

,3 (5) invest and manage the balance o f the power development

fund in accordance wit h  AS 44.83.386.

* Sec. 24. TRANSITION. All litigation, hearings, investigations, and 

, other proceedings pending under a law amended or repealed by this Act, or

10 in connection wi th  functions transferred by this Act, continue in effect

,, and may be continued and completed notwi th st an di n g a transfer, amendment,

,2 or repeal p rovided for in this Act. Orders and regulations issued or

adopted under authority of a law amended or repealed by this Act remain in 

effect for the term issued, or until revoked, vacated, or otherwise mod- 

,5 ified under the provisions of this Act. All contracts, rights, liabilities

,5 and obligations created by or under a law amended or repealed by this Act,

I7 and in effect on the effective date of this Act, remain in effect notwith- ,

!3 standing this Act's taking effect. Records, equipment, and other property

,o of agencies of the state whose functions are transferred under this Act

•v, shall be transferred commensurate w i t h  the provisions of this Act.

,, * Sec. 25. (a) Notwithstanding AS 37.10.210(e), enacted by sec. 1 of |j
this Act, the initial terms of the voting members of the board of directors 

of the A l as ka  State Investment Corporation shall be as follows:

(1) one memb er  nominated by a state retirement board, one 

professional investor, and one public me mber shall serve terms of three 

y e a r s ;

(2) one member nominated by a state retirement board and one

professional investor shall serve terms of two years;i. O
(3) one member nominated by a state retirement board and one

CSHB 580(Fin) -20-



1

II
p u b l i c  member s h a l l  s e r v e  o n e -y e a r  terms2

i
3 :
4 '

(b) The board of directors of the Alaska State Investment C or poration 

m a y  h o l d  organizational meetings as soon as a q uo ru m of the board has been 

appointed to or selected for the board.

5 ; * Sec. 26. AS 37.10.210 and 37.10.230 - 37.10.399, enacted by sec. 1 of

6 this Act, and sec. 25 of this Act take effect immediately under AS 01.-

7 10.070(c).

* Sec. 27. Except as provided in sec. 26 of this Act, this A ct takes

9 effect Janu ar y  1, 1991.
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O F F ER ED  IN THE HOUSE B Y  REP. R I E G E RTO: CSHB 580 (
Page 2, lines 9 - 1 1 :

D e l et e "The g o v e r n o r  m a y  remove a m e m b e r  of the b o a r d  from office. A  

removal b y  the g o v e r n o r  mus t  be in w r i t i n g  a nd m u s t  state the r e a s o n  for 

the removal."

Insert "Members of the b o a r d  serve at the p leasure of the governor. A  

b oard mem b er 's  remov al  b y  the gove rn or  m u s t  be in wri t in g. "
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By Milton B. Barker, Deputy Commissioner Alaska Department of Revenue.
How well is your retirement fund being managed?
The quality of the fund's manage­

ment may make a significant difference 
in the legislated benefits which you will 
receive when you retire.

In this article, I would like to de­
scribe how the Public Employees' Re­
tirement Trust Fund is currently man­
aged as well as possible changes that 
might be made in that management 
structure in the future. The changes, 
which would req uire legislative action, 
would better realize and protect the 
interests of you, the beneficiaries. The 
changes would involve setting up a 
corporate form for the fund's manage­
ment, with a professional board to over­
see it.

Present Management
M a n a g e m e n t  R e s p o n s ib i l it ie s :

Currently, Alaska Statutes3935.080 
desigrate the Commissioner of Reve­
nue as the treasurer of the system and 
the fiduciary of ihe fund. As the sole 
fiduciary, the Commissioner is solely 
responsible and accountable for the 
investment of the fund.

The fiduciary for a trust fund, also 
known as a trustee, is subject to two 
principal duties under common law— a 
duty of prudence and a duty of loyalty. 
The duty of prudence requires the trus­
tee to exercise a degree of care jn irtanair- 
ing investments that would be used by a 
person of ordinary prudence in manag­
ing their own investments. The duty of 
loyalty requires the trustee to act only in 
the best interests of the beneficiaries.

Alaska law has reformulated these 
duties to higher and more demanding 
standards and made them specifically 
applicable to the Public Employees' 
Retirement Trust Fund. These statutory 
standards require the fiduciary to exer­
cise the standard of care required of a 
professional institutional investor man­
aging large investments under a trust 
relationship and to act only in the best 
financial interests of the beneficiaries.

L ia b i l i t y  o f  M a n a g e r s :
The importance of observing these 

fiduciary duties is underscored by 
Alaska Statutes holding the Commis­
sioner, or designee, personally liable for 
breaches. The Commissioner may dele­
gate investment responsibilities to State 
officers or employees or to independent 
firms, banks, or trust companies. Even 
so, the Commissioner remains poten­
tially liable for knowing participation 
in, or failure to remedy, breaches by 
designees who have been delegated 
investment power.
C u r f j n t  M a n a g e m e n t  
P r a c t ic e s :

As permitted by the statutes, the 
Commissioner has delegated investment 
responsibilities to both departmental 
staff and independent firms or financial 
institutions. State investment officers of 
the Treasury Division of the Depart­
ment of Revenue manage fixed income 
investments. These include corporate 
and government bonds, money market 
investments, and real estate mortgages, 
the latter through financial institutions 
and mortgage lending companies on 
contract as seller/servicers.

Domestic and international corpo­
rate stock investments are managed by 
investmentadviser firms undercontracts 
which grant them full discretion for 
investment decisions. Real estate equity 
investments are managed by real estate 
adviser firms through pools in which 
the Public Employees' RetirementTrust 
Fund has invested along with other tax- 
exempt funds.

Treasury investment officers are 
subject to certain professional accredita­
tion requirements and also must 
conform to "The 
Code of Ethics and 
Standards of Profes­
sional Conduct" of 
the Financial Analysts 
Federation as well as 
the Alaska Execu­
tive Branch Ethics 
Act.

Weaknesses of Present Management
Unfortunately, there are some seri­

ous drawbacks to the current manage­
ment arrangement.
L a c k  o f  O v e r s ig h t  b y  
P r o f e s s io n a l s :

There is no assurance that the 
Commissioner of Revenue will have a 
professional background or expertise in 
investments. Usually those appointed 
to this position do not. Commissioners 
during the last two decades have in­
cluded two lawyers, a former State leg­
islator, banking and corporate execu­
tives, and several Department of Reve­
nue personnel on an acting or interim 
basis.
L a c k  o f  M a n a g e m e n t  
C o n t in u it y :

Even if the Commissioner had pro­
fessional qualifications in investments, 
there is a lack of continuity in the office. 
At best, the position would normally 
him over every eight years, and fre­
quently every four. During the previous 
administration there were three differ­
ent commissioners in four years. This 
can play havoc with management of the 
fund. The resulting disruptions can be a 
serious handicap in the context of rap­
idly changing securities markets and 
investment opportunities.
L a c k  o f  V i s i b i l i t y  a n d  Cl a r it y  
o f  T r u s t  N a t u r e  o f  Th e  F u n d :

Finally, there is an ever present 
temptation for State officials and others 
to view the fund as a source of salvation 
for budgetary pressures. This will proba­
bly be so as long as the fund is embed­
ded in the State bureaucracy. Within the 
past year, the Senate's research arm — 
the Senate Advisory Council — was 
asked to research such questions as:

✓  W h a t  s t a t e s  h a v e  u n d e r f u n d e d  o r  

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

s y s t e m s ?

✓  I s  A l a s k a  s t a t u t o r i l y  p e r m i t t e d  t o  

u n d e r f u n d  r e t i r e m e n t  s y s t e m s ?



The temptation to view the fund as 
■ . State money overlooks the fact that
I employees and municipal employers are
' major sources o f contributions to the

fund. More importantly, as discussed in 
a previous article, the trust character o f 
the fund means that it can only be used 
in the interests o f fund beneficiaries —  
you, the employees.

A Better Way
To remedy these imperfections, the 

Department of Revenue has proposed 
the establishment by law of an inde­
pendent corporation to manage invest­
ment o f the Public Employees' Retire­
ment Trust Fund and other trust funds.A Trust Fund — N ot  a Budgetary Slush Fund:

An independent organization 
would provide greater visibility and 
clarity of the trust nature o f the fund. It 
would increase public awareness o f the 
requirement to manage the fund solely 
in the interests o f the beneficiaries.

An independent corporate structure 
also would provide a clear mission for 
management —  to act only with the 
beneficiary in mind. It would reduce the 
chances of investment policy being es­
tablished, the fund or its income being 
used, or contributions being adjusted, 
in ways that are not in the best financial 
interests o f the beneficiaries.Professional M anagement— Not P olitical Management:

The corporation's board would 
consist o f persons professionally quali­
fied and experienced as trust adminis­
trators and institutional investors— not 
people chosen for their political or pol­
icy views.

Oversight by knowledgeable people 
is absolutely essential to having true

r nW2-P's
PERS benefit recipients will be! 

I mailed a W-2P at the end of January. I 
! If you are receiving PERS bene-1 
| fits, you will need the W-2P to file your | 
. federal income tax return. It w ill show . 
your annual income from the PERS* 

I and income tax, if any, withheld dur-l 
l_ing_1989___________________________ |

accountability and achieving the best 
possible performance of the fund. Could 
an architect, engineer, social worker, 
dentist, or public relations executive 
even ask the right questions —  much 
less know if they were getting the right 
answers?Continuity— N ot a Revolving D oor:

Staggered terms o f office for board 
members, as well as the more formal 
procedures o f the corporate form of 
governance, would provide for the 
continuity in management and policy 
that is now missing.
Time for a Change —  Now

Alaska is now one of only six states 
that have sole fiduciaries in charge o f 
their retirement funds. This situation is 
basically a remnant from the days when 
the fund was much smaller. Today, the 
combined Public Employees' and Teach­
ers' trust funds would rank as the 37Li 
largest public pension fund, larger than 
all but 34 corporate pension funds, larger 
than the Harvard endowment, and larger 
than all foundations except the Ford 
Foundation.

It may be only a matter o f time be­
fore Alaska restructures its fund man­
agement to provide the continuity, ac­
countability, professionalism, and free­
dom from outside interference that a 
corporate form and professional board 
could provide.

R E M IN D E R  - D ir e c t B a n k  D e p o s its

PERS Board CandtidatesContinued from pagelH H i:

Are your PERS benefit 
checks mailed directly to 
your bank account? If so, 
notify the PERS right away 
when there is a change in 
the bank's address or y o u r1 
account number. This is especially im­
portant when a bank merges or closes 
down the branch office where you do 
business.

To change your address, just send 
the PERS a signed request with yoitr 
name, social security number, new ad­
dress and account number.

seeking. If a candidate does not receive 
the majority o f votes cast, a runoff elec­
tion will be held and new ballots will be 
mailed to PERS members within 10 
working days o f the date that the first 
election ballots are tallied.

SEAT A

Vote for no more than one
Susan B. Annis 
Bill Digan 
Wally Droz 
Franklin Terry Elder 
John C. Kairis 
Bill Mans 
Dennis J. Moen 
Mary A. Notar 
Lucy Odom 
Ronald A. Phillips 
Robin Quinn-Dowlivig 
Lew Reece 
John Seabrook 
Thomas E. Shanley 
Barbara J. Stocker 
John M. Walsh 
Bob Ward

SEAT B

Vote for no more than one 
Rupe Andrews 
Terrence Hayden 
Jonathan L. Holland 
Michael E. Hurst 
Mike Klawitter 
Fran’s P. Namsch 
Cindy Schlaffman 
Gene Smith 
Roxanne R. Stewart 
J. P. "Pat" Wellington

r ----------------------------------------------------------------------- " \j REMEMBER: Ballots must be j 
j received by the division's j 
j Juneau Office no later than | 
I 5:00 p.m. on February 13,1990. | 
V. 1______________J

t
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S B S  in d  d e fe rre d  c o m p e n sa tio n  

P e rm a n e n t F tm d

B O A R S  R E P L A C E S  

S I N G L E  P E R S O N  I N  C H A R G E  

O F  T R U S T  F U N D S

B O A R S  R E P L A C E S  S I N G L E  

P E R S O N  I N  C H A R G E  O F  

G E N E R A L F U N D

P R O F E S S I O N A L  I N V E S T O R S  

O N B O A R D

B E N E F I C I A R Y

R E P R E S E N T A T I V E S

O N B O A R D

. • . • I N V E S T M E N T  O F  P U B L I C  F U N D S  : I ■
> . ; • • • •  • ,

D e p a ttm e n t  o f  R e v e n u e
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fY r r tm t  w in n e r  r t f  R e v e n u e  

C o m m is s io n e r  o f  R e v e n u e  

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

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

D e p a ttm e n t  o f  A d m in is t r a t io n  

A l a s k a  P e rm a n e n t F u n d  C o r p .

• A l a s k a  S ta te  T r a s t  C o m p a n y  

■ A l a s k a  S ta te  T r u s t  C o m p a n y  

A l a s k a  S ta te  T r a s t  C o m p a n y  

A l a s k a  S ta te  T r a s t  C o m p a n y  

D e p a ttm e n t  o f  A d m in is t r a t io n  

A l a s k a  P e rm a n e n t F u n d  C o t p .

S t a t e  In v e s tm e n t  B o a rd  

S ta te  In v e s tm e n t  B o a rd  

S t a t e  In v e s tm e n t  B o a rd  

S t a t e  In v e s tm e n t  B o a rd  

S t a t e  In v e s tm e n t  B o a rd  

A l a s k a  P e rm a n e n t F u n d  C o r p .

A l a s k a  lV r m m e n t  P u n d  C o r p .  • 

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

A l a s k a  P g m a n e n t  F u n d  C o t p .  

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

D e p a ttm e n t  o f  A d m in is t r a t io n  

A l a s k a  P e rm a n e n t F u n d  C o r p .

N O Y E S

( S B S  &  d e fe rred  c o m p e n sa tio n  

a t C o m m is s io n e r  o f  

A d m in isu a t io n 'a  d is c r e t io n )

Y E S Y E S

e x c e p t  S B S ,  d e fe rre d  

c o m p e n sa tio n ,  &  U n i v e r s i t y  

o f  A l a s k a  T r a s t  F u n d

N O

• * v  •

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

d is c r e t io n

Y E S N O  •

N O

v O ' - ^ V v

Y E S

’• . . .  .
N O T  R E Q U I R E D . N O T  R E Q U I R E D

:- U -. ■ • * *1• r-v-'L*..  Y E S

T R U S T  &  G E N E R A L  F U N D  

I N V E S T M E N T S  S U B J E C T 1 T O :  

S ta te  P ro cu re m e n t C o d e  

E x e c u t iv e  B u d g e t  A a  

A d m in istra t iv e  P ro ced ure*  A c t  

P u b lic  M e e t in g s  L a w  

P u b lic  R e co rd *  L a w  

E x e c u t iv e  B ra n c h  E t h i c s  A a  

P e rso n n e l C o d e

D e le g a tio n *  e x c e p te d  

Y E S  

Y E S  

Y E S  

Y E S  

Y E S  

N O  e x c e p t  S B S &  

d e fe r r e d  c o m p e n s a t io n

N O

N O

N O

Y E S  w ith  e x ce p tio n *

Y E S  w ith  e x c e p tio n s  

N O  

N O

( S B S  &  d e fe rre d  c o m p e n s a t io n  

at C o m m is s i o n e r  o f  

A d m in is t ra t io n 's  d is c r e t io n )

D e le g a t io n s  e x c e p te d  

Y E S  

Y E S  

Y E S  

Y E S  

Y E S  

N O

D e le g a t io n s  e x c e p te d  

Y E S  

Y E S

1 Y E S  

Y E S  

Y E S  

N O  e x c e p t  S B S  &  

d e fe r r e d  c o m p e n s a t io n

A C C E S S  T O  F E D E R A L  N O  Y E S  N O  N O

R E S E R V E  S E R V I C E S

Y E S  N O  Y E S

( S B S  &  d e fe rred  c o m p e n sa tio n  e x c e p t  for S B S ,  d e fe rre d

a t C o m m is s io n e r  o f  A d m in is t r a t io n 's  rn m n erm t in n  U n i v e r s i t y

d is c r e t io n .  G e n e ra l F u n d  a t o f  A l a s k a  T r u s t  P o n d , <&

.C o m m is s io n e r  o f  R e v e n u e 's  g e n e ra l fu n d

d is c r e t io n )

S E P A R A T E  C O R P O R A T I O N  N O

F O R  T R U S T  &  G E N E R A L  

F U N D  I N V E S T M E N T S
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DATE: J a n u a r y  3, 1990

We r eq ue st ed  the Tre as u ry  Division in the Department of Revenue to 
provide us w i t h  an analysis of current DRB investment practices. 
This r e v i e w  is at tached and expresses some concerns over the lack 
of a basic investment plan. It also notes that as a result of the 
recent fall in the junk bond market, that al though Executive Life 
has held h i g h  ratings from Moody's, Best's, and Standard and Poor's 
insurance rating services, Moody's has pl aced the insurance 
company's claims-p a yi ng  rating on review.

Ch a ir ma n J almar Kerttula and Members
of the Legislative Budget and Audit Committee

FROM: R an dy  W e lk e r
Le gislative

System Investment M anagement

We r e c e nt l y inquired into the Depart me nt  of Administration, 
Di vision of Retirement and Benefits' (DRB) investment strategy for 
the supplemental benefits systems (SBS) funds. We no t ed  that 
present investment procedures include investing SBS funds 
excl us iv el y in guaranteed investment contracts (GICs) with 
insurance companies. Currently, the SBS investment portfolio 
consists of GICs w i t h  seven carriers amounting to approximately 
$540 million.

Apparently, this investment strategy was developed during the 
infancy of the SBS program b y  DRB and their actuary. No legal 
conditions or guidance for investing exist in law or regulation. 
For the m o s t  part, GIC's are not ba cked b y  federal insurance or 
other guarantees but are supported by the financial strength and 
quality of assets o f  the insurer.

In r ev iewing the details of the portfolio it was noted that 
Executive Life Insurance Company holds about 282 ($152 million) of 
totai SBS assets and that two companies ho ld  over 502 of total 
assets. Of some concern is E x ecutive Life's own investment
strategy. T h e y  are k nown in the investment community as a major 
purchaser of h i g h  yield fixed-income instruments also known as 
junk" bonds. A  November 14, 1989 article in the Wall Street 

Journal indicated that 442 of Executive Life's cash and invested 
assets w e r e  mad e up of jvnk bonds w hile the average insurance 
company holds only 42 to 52 o f  their assets in hig h  yield 
i n s t r u m e n t s .

RE: Supplemental



.
Members of the Legislative 

Budget and Audit Committee
January 3, 1990

A c c o rd i ng  to DRB, they have included in their FY 90 m a na ge me nt  plan 
an investigation of their current investment practices. W e  were 
told they have contracted w i t h  a consultant to r e v i e w  current SBS 
p r og ra m investing strategy.

We w o u l d  recommend that, on a short-term basis, DRB consider the 
diversification aspects of allowing too few insurance companies to 
ho ld  large amounts of SBS funds. Also, as pointed out in the 
Treasury Division's analysis, Executive Life should be mon it or ed  
in the event their financial condition should deteriorate. Future 
GIC purchases should involve mo re  scrutiny of the quality of the 
bidder's assets a n d  financial dealings in the investment markets.

On a long-term basis, we recommend that the Legi sl a tu re  and 
Executive Branch consider including the SBS and Deferred 
Compensation programs' investment activities w i t h  public employee 
r e ti re me nt  funds currently under the manag em en t of the Department 
of Revenue. As y ou recall in our June 19,1989 report to the 
Le gislative Budget and Audit Committee entitled, "A Special Report 
On The Department O f  Revenue, Tr ea s u r y  Division, Public Employees' 
A n d  Teachers' Retire m en t Funds," w e  re commended that legislation 
should be introduced to establish a "Board of Trustee" structure 
that w o u l d  play an active role in m anagement and investment 
oversight of the retirement funds. Statutory inclusion of the 
investment of SBS and Deferred Co mp ensation funds could be 
incorporated into this proposed legislation.

If you  hav e any questions or need additional information, please 
contact m e  at 465-3830.

A t ta ch me nt

D IV IS IO N  O f  LK O  IS L A T IV K  A U D IT



THE TRUST FUND
Realizing its Management Potential

by Milton B. Barker Deputy Commissioner Alaska Department of Revenue

How well is your retirement fund being managed? The quality of the fund’s management may make a significant difference in the legislated benefits which you will receive when you retire.
In this article, I would like to describe how the Public Employees’ Retirement Trust Fund is currently managed as well as possible changes that might be made in that management structure in the future. The changes, which would require legislative action, would better realize and protect the interests of you, the beneficiaries. The changes would involve setting up a corporate form for the fund’s management, with a professional board to oversee it.

PRESENT MANAGEMENT
Management Responsibilities
Currently, Alaska Statutes 39.35.080 designate the Commissioner of Revenue as the treasurer of the system and the fiduciary of the fund. As the sole fiduciary, the Commissioner is solely responsible and accountable for the investment of the fund.
The fiduciary for a trust fund, also known as a trustee, is subject to two principal duties under common law ~ a duty of prudence and a duty of loyalty. The duty of prudence requires the trustee to exercise a degree of care in managing investments that would be used by a person of ordinary prudence in managing their own investments. The duty of loyalty requires the trustee to act only in the best interests of the beneficiaries. Alaska law has reformulated these duties to higher and more demanding standards and made them specifically applicable to the Public Employees’ Retirement Trust Fund. These statutory standards require the fiduciary to exercise the standard of care required of a professional institutional investor managing large investments under a trust relationship and to act only in the best financial interests of the beneficiaries. • *Liability of Managers
The importance of observing these fiduciary duties is underscored by Alaska Statutes holding the Commissioner, or designee, personally liable for breaches. The Commissioner may delegate investment responsibilities to State officers or employees or to independent firms, banks, or trust companies. Even so, the Commissioner remains potentially liable for knowing participation in, or failure to remedy, breaches by designees who have been delegated investment power.
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Current Management Practices
As permitted by the statutes, the Commissioner has delegated investment responsibilities to both departmental staff and independent firms or financial institutions. State investment officers of the Treasury Division of the Department of Revenue manage fixed income investments. These include corporate and government bonds, money market investments, and real estate mortgages, the latter through financial institutions and mortgage lending companies on contract as seller/servicers. Domestic and international cotporate stock investments are managed by investment adviser firms under contracts which grant them full discretion for investment decisions. Real estate equity investments are managed by real estate adviser firms through pools in which the Public Employees’ Retirement Trust Fund has invested along with other tax-exempt funds.
Treasury investment officers are subject to certain professional accreditation requirements and also must conform to "The Code of Ethics and Standards of Professional Conduct" of the Financial Analysts Federation as well as the Alaska Executive Branch Ethics Act.

WEAKNESSES OF PRESENT MANAGEMENT
Unfortunately, there are some serious drawbacks to the current management arrangement.
Lack of Oversight bv Professionals
There is no assurance that the Commissioner of Revenue will have a professional background or expertise in investments. Usually those appointed to this position do not. Commissioners during the last two decades have included two lawyers, a former State legislator, banking and corporate executives, and several Department of Revenue personnel on an acting or interim basis.
Lack of Management Continuity
Even if the Commissioner had professional qualifications in investments, diere is a lack of continuity in the office. At best, the position would normally turn over every eight years, and frequently every four. During the previous administration there were tliree different commissioners in four years. This can play havoc with management of the fund. The resulting disruptions can be a serious handicap in the context of rapidly changing securities markets and investment opportunities.
Lack of Visibility and Clarity of Trust Nature of the Fund %
Finally, there is an everpresent temptation for State officials and others to view the fund as a source of salvation for budgetairy pressures. This will probably be so as long as the fund is embedded in the State bureaucracy.. Within the past year, the Senate’s research arm -- the Senate Advisory Council -  was asked to research such questions as:

1. What states have underfunded or withdrawn money from their retirement systems?
2. Is Alaska statutorily permitted to underfund retirement systems?



The temptation to view the fund as State money overlooks the fact that employees and municipal employers are major sources of contributions to the fund. More importantly, as discussed in a previous article, the trust character of the fund means that it can only be used in the interests of fund beneficiaries — you, the employees.
A BETTER WAY

To remedy these imperfections, the Department of Revenue has proposed the establishment by law of an independent cotporation to manage investment of the Public Employees’ Retirement Trust Fund and other trust funds.
A Trust Fund — Not a Budgetary Slush Fund
An independent organization would provide greater visibility and clarity of the trust nature of the fund. It would increase public awareness of the requirement to manage the fund solely in the interests of the beneficiaries. An independent corporate structure also would provide a clear mission for management -- to act only with the beneficiary in mind. It would reduce the chances of investment policy being established, the fund or its income being used, or contributions being adjusted, in ways that are not in the best financial interests of the beneficiaries.
Professional Management -  Not Political Management
The corporation’s board would consist of persons professionally qualified and experienced as trust administrators and institutional investors — not people chosen for their political or policy views. Oversight by knowledgeable people is absolutely essential to having true accountability and achieving the best possible performance of the fund. Could an architect, engineer, social worker, dentist, or public relations executive even ask the right questions -- much less know if they were getting the right answers?
Continuity -  Not a Revolving Door
Staggered terms of office for board members, as well as the more formal procedures of the corporate form of governance, would provide for the continuity in management and policy that is now missing.

TIME FOR CHANGE -  NOW
Alaska is now one of only six states that have sole fiduciaries in charge of their retirefnent funds. This situation is basically a remnant from the days when the fund was much smaller. Today, the combined Public Employees’ and Teachers’ trust funds would rank as the 37th largest public pension fund, larger than all but 34 corporate pension funds, larger than the Harvard endowment, and larger than all foundations except the Ford Foundation. It may be only a matter of time before Alaska restructures its fund management to provide the continuity, accountability, professionalism, and freedom from outside interference that a corporate form and professional board could provide.
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J o i n t  R e s o lu tio n  R egard in g  L e g i s la t io n  C r e a tin g  an A lask a  S t a t e  P u b lic  P en sion  T r u s t  Company
WHEREAS, th e  P u b lic  Em ployees' R e tire m e n t System  ("PERS") Board i s  a u th o riz e d  by AS 39.35.040(3) to  c o n s id e r  and adopt r e s o lu t io n s  re g a rd in g  r e v is io n s  o f  C h a p ter 39.35 o f  th e  A la sk a  S t a t u t e s ;WHEREAS, th e  T e a ch e rs' R etirem en t System  ("TRS") Board i s  a u th o riz e d  by AS 14.25 .035(e) to  c o n s id e r  and adopt r e s o lu t io n s  re g a rd in g  r e v is io n s  o f  C hapter 14.25 o f  th e  A la s k a  S t a t u t e s ;WHEREAS, th e  PERS and TRS Boards have review ed and co n sid e re d  a p ro p o sal to  e s t a b lis h  an A la sk a  S t a t e  P u b lic  P en sion  T r u s t Company (the " P u b lic  Pension T r u s t Com pany");WHEREAS, th e P u b lic  Pension T ru st Company would g iv e  v i s i b i l i t y  to  and s tre n g th e n  th e t r u s t  s t a t u s  o f  th e  PERS, TRS, and o th e r  pension t r u s t  fu n d s, p r o v id in g  a c o r p o r a te  s h ie ld  f o r  th e  management o f  pension t r u s t  fund a s s e t s  in  th e  i n t e r e s t s  o f  b e n e f ic ia r ie s  and p ro v id in g  a c le a r  m is s io n  to  management in  c a r r y in g  out f id u c ia r y  r e s p o n s i b i l i t i e s ;WHEREAS, th e  P u b lic  Pension T r u s t Company would in c r e a s e  a c c o u n t a b i l i t y , c o n t in u it y , and p u b lic  d is c lo s u r e  fo r  th e  in vestm en t management o f  th e  funds by:a) e s t a b lis h in g  a board o f  d ir e c t o r s  in  p la c e  o f  a s in g le  in d iv id u a l as f id u c i a r y ;b) in c o r p o r a tin g  r e p r e s e n ta t iv e s  o f  b e n e f i c ia r ie s  and p r o fe s s io n a l t r u s t  a d m in is tr a to r s  and in vestm en t managers on th e  com pany's b o ard ; andc) p r o v id in g  fo r  th e  e x e r c is e  o f  f id u c i a r y  powers through th e  forum o f  r e g u la r ly  sch e d u le d  p u b lic  m eetings r a th e r  th an  a d m in is t r a t iv e  a c t io n s ;WHEREAS, th e  P u b lic  Pension T ru st Company would f a c i l i t a t e  th e  prudent m axim izatio n  o f  pension  t r u s t  fund e a r n in g s  by p r o v id in g  management th e  n e ce ssa ry  a u t h o r it y  t o  compete f u l l y  w ith  o th e r  h ig h ly  p r o fe s s io n a l i n s t i t u t i o n a l  in v e s t o r s  in  th e  dynamic c a p i t a l  m arkets and econom ies o f  th e  w o rld ;WHEREAS, th e  P u b lic  Pension T r u s t Company would make p o s s ib le  d i r e c t  a c c e s s  to  v a r io u s  F e d e ra l R eserve System  s e r v i c e s ,  in c lu d in g  s a fe k e e p in g  and c le a r a n c e  o f  U .S .  T re a su ry  s e c u r i t i e s ,  w ire t r a n s fe r s , and w arran t redem ption  a c t i v i t i e s ,  w hich would s i g n i f i c a n t l y  in c r e a s e  th e  s e c u r i t y  o f  PERS and TRS in v estm en ts and th e  e f f i c i e n c y  o f  t h e i r  p r o c e s s in g , reduce c o s t s  fo r  in te rm e d ia ry  c u sto d ia n  bank s e r v i c e s ,  and in c r e a s e  PERS and TRS n e t e a r n in g s ; and
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w- ■I1’ -'.,:w f:..... .......WHEREAS, th e  improvement in  in vestm en t e a r n in g s  t h a t  can be exp ected  as a r e s u lt  o f  e s t a b lis h in g  a P u b lic  P ension T ru st Company would be o f  g r e a t  im portance to  PERS and TRS b e n e f ic ia r ie s  and em ployers as S t a t e  petroleum  revenues d e c lin e .BE IT  HEREBY RESOLVED by th e  PERS and TRS Boards t h a t  w h ile  th e PERS and th e TRS Boards have review ed d r a f t s  o r v e r s io n s  o f l e g i s l a t i o n  on th e  s u b je c t  o f  a t r u s t  company o r s im ila r  independent e n t i t y  but do n ot y e t  endorse any one p a r t ic u la r  d r a f t  or v e r s io n , th e  Boards su pp ort in t r o d u c t io n , p a s s a g e , and enactm ent in to  law o f  l e g i s l a t i o n  w hich would p ro v id e  f o r  th e  e s ta b lis h m e n t o f  a se p a ra te  S t a t e  c o r p o r a tio n  w hich would h a v e , as i t s  s o le  r e s p o n s i b i l i t y ,  th e in vestm en t management o f  S t a t e  p u b lic  pensio n  t r u s t  funds and which would be governed by a board o f  d ir e c t o r s  th a t  in c lu d e s  r e p r e s e n ta t iv e s  o f  t r u s t  b e n e f ic ia r ie s  and p r o fe s s io n a ls  in  th e  f ^ - l d  o f  in vestm en t management; andBE IT  FURTHER RESOLVED t h a t  th e  c o r p o r a tio n  sh o u ld  have th e n e ce ssa ry  independence and a u th o r ity  to  f u l l y  r e a l i z e  i t s  p o t e n t ia l  in  managing in v e stm e n ts , in c lu d in g  th e  a b i l i t y  to  determ ine i t s  b u d get, s t a f f  com pensation , and procurem ent p ro ce d u re s , and to  a c c e s s  F e d e ra l R eserve s e r v ic e s ;  andBE IT  FURTHER RESOLVED t h a t  th e  PERS and TRS Boards re q u e st an o p p o rtu n ity  to  appear or p a r t ic ip a t e  th rou gh  r e p r e s e n ta t iv e s  in  l e g i s l a t i v e  p ro ceed in gs co n cern in g  th e  P u b lic  P en sion  T ru st Company c o n c e p t.DATED t h i s  ^  /  day o f 1990.
PUBLIC EMPLOYEES' RETIREMENT BOARD

/?- />. avsd*C . R . '’S te v e 1' Ha f l i n g  Chairman
TEACHERS' RETIREMENT BOARD
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Senate Bill 509Bill Analysis forAn Act establishing the Alaska State Trust Company
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Section 030:

Section 040:

This Act places the investment management of the Public Employees’, Teachers*. Judicial, and Military Retirement Trust Funds, the University of Alaska Trust Fund, and the Public School Trust Fund, and the Alaska Children’s Trust Fund under an Alaska State Trust Company rather than the Commissioner of Revenue. It also would allow for the trust company to manage the state’s general fund investments under contract with the Commissioner of Revenue, as well as provide investment or cash management services to municipalises or public agencies.
Section 1 of the bill contains Legislate findings and policy.
Section 2 of the bill establishes the Alaska State Trust Company by adding a new Chapter 36 to Alaska Statutes. This new chapter contains the following sections:

Section 010: Creates the company within the Department of Revenue.Section 020: Establishes a seven member board of directors including twounaffiliated members who are professional trust administrators and two who are chief investment officers.Establishes duties of the board that include selection of key management personnel, approval of budgeted charges, approval of general investment policy, approval of trust agreements, and general oversight of operations, including reviewing custody arrangements, investment performance, financial reports, and audits.Establishes procedures for board meetings and actions, including public meetings at least quarterly, provisions for executive sessions, and a requirement for four affirmative votes including at least two of the unaffiliated members in order to take action.Provides for committees of the board, including the establishment of an audit, a budget, a personnel, and an investment committee.Provides for compensation for unaffiliated board members at competitive rates determined by an independent survey.Provides for company management personnel, including the establishment of a chief executive officer, chief investment officer and auditor hired under contract.Vests the exercise of company powers under section 090 generally with management and specifies management responsibilities. Establishes general corporate powers including the powers to manage trust or other funds of the State or its municipalities and agencies and to utilize various Federal Reserve System services.Prohibits commercial banking or private trust activity by the company, both to fulfill the legislative policy stated in section 1 and to qualify for Federal Reserve System services.Section 110: Provides for allocation of any net income first, to build an operatingaccount and second, to pay back trust or other funds charged.Section 120: Provides for management determination of the company’s budget andproportional charges to funds under management to pay budgeted expenses, with a ceiling on such charges.

Section
Section
Section

Section
Section

050:
060:
070:

080:
090:

Section 100:
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130: Absolves the State from liability with respect to the company except for use of Federal Reserve services. Denies governmental immunity to both the company and State with respect to Federal Reserve services. Permits indemnification by the company of its directors and employees unless actions were in bad fai.il, outside the scope of

Section

duties, or imprudent.Section 140: Requires insurance for both liability to others as well as loss to the company’s own assets or assets under management.Exempts the corporation from all taxes.Permits depository institutions to colhteralize company deposits. Requires an annual report and audit.Prohibits political activities by the company and requires reporting of improper attempts at outside influence to the Attorney General. Provides for public information with listed exceptions.Contains exemptions from

SectionSectionSectionSection

150:160:170:180:
SectionSection 190:200:

(A)(2)
(3)
(4)
(5)(6)

SectionSection 210:900:

Banks and Financial Institutions AS 6 State Procurement Code AS 36.30 Fiscal Procedures Act AS 37.05 Executive Budget Act AS 37.07Custodians of State Funds (Article 1 of Public Funds chapter'' AS 37.10.010-37.10.060Financial aid to corporations by state or political subdivision AS 37.10.085Miscellaneous Provisions (lapsing of appropriations) AS 37.25 Public Officers and Employees AS 39 Administrative Procedure Act provisions regarding regulations AS 44.62.040-44.62.300 Claims against the State AS 44.77 State as party to actions AS 44.80.010 Makes conflicting laws inapplicable.Definitions

(7)(8) (9)(10)
( I D

The succeeding sections of the bill amend existing statutes to substitute the trust company for the commissioner of revenue with respect to:
SectionSection
Section
SectionSectionSection
Section

reports to the Teachers Retirement Boardmanagement and investment of the Teachers Retirement TrustFundmanagement and investment of the University of Alaska Trust Fundmanagement and investment of the Judicial Retirement Trust Fund management and investment of the Military Retirement Trust Fund exemption from the Procurement Code for funds to be managed by the trust companygeneral invesdnent powers and duties



^  ■ . ■ $  i ■: m• ■ ■ •Section 10: determination of net income of the Public School Trust FundSection 11: membership on the Public School Fund Advisory BoardSection 12: investment of Public School Trust Fund net incomeSection 13-14: management and investment of the Public School Trust FundSection 15: determination of net income of the Alaska Children’s Trust FundSection 16: management and investment of the Alaska Children’s Trust FundSection 17: reimbursement for costs of the Alaska Children’s Trust FundSection 18: providing a summary of assets for the Public Employees’Retirement Trust Fund Section 19: management and investment of the Public Employees’ RetirementTrust FundSection 20: Transitional provisions including those for election of the first fourunaffiliated directors
Section 21 and 22 of the bill contain effective dates providing creation of the trust company one year in advance of the date it must assume responsibilities. The amendments to existing statutes incorporate a few other amendments all of which are technical with the exception of a slight broadening in Section 8 of exemptions from the Procurement Code relating to investment actions.
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■AUDIT DIVISION P.O. BOX WJUNEAU. ALASKA 99811-3300
THE LEGISLATURE

BUDGET AND AUDIT COMMITTEE

Members o f  the Legislative Budget 
and A ud it  Committee:

In accordance wi th  a Legislative Budget and Audit Committee 
special re. uest and the provisions of Title 24 of the Alaska 
Statutes, the attached report is submitted for your review.

A  SPECIAL REPORT O N  THE 
DEPARTMENT OF REVENUE 

TREASURY DIVISION 
PUBLIC EMPLOYEES' AND T E A C H E R S’

RETIREMENT FUNDS

Audit Control Number 

04-4345-89-S

The purpose of this audit is to examine the accounting and 
oversight of the Public Employees' and Teachers' Retirement 
Funds administered by the Department of Revenue, Treasury 
Division.

The audit was conducted in accordance w i t h  generally 
accepted governmental performance auditing standards. The 
audit approach is discussed in the Report Objectives, Scope, 
and M e t h o d o l o g y  section of this report. The audit results 
m a y  be found in the Findings and Recommendations section.

landy J5. Welker, CPA 
Legislative Auditor 
D ivision of Legislative Audit
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SCOPE, A N D  M E T H O D O L O G YRE PORT OBJECTIVES

In a ccordance w i t h  Title 24 of the Alaska Statutes and a 
special requ e st  of the Legislative Budget and Audit Co mmit­
tee, we rev ie we d the Public Employees' and Teachers' Reti re­
ment  Funds. The purpose was to r e v i e w  accounting procedures 
u s e d  for the retirement funds' foreign investment portfolio 
and to ascertain the extent of investment oversight the 
retirement funds are subject to.

The p o l ic y a n d  audit approach utilized by the Di vision of 
Legis la ti ve  A udit for special and performance reports can 
be st  be described as "audit by exception." This m et hodology 
focuses the audit effort on areas of an auditee's operation 
that hav e b e e n  identified b y  a pr eliminary survey as having 
a h i g h  degree of probability for needing improvements.

Therefore, b y  design, finite audit resources are used to 
identify where and h o w  improvement can be made, and little 
time is devoted to reviewing we ll-run operations or p r o­
grams. Consequently, this report highlights those areas 
nee di ng  improvement and does not emphasize those operations 
and programs that are properly functioning.

D is cu s s i o n  of the objectives, scope, and methodology of our 
r e vi ew  follows.

OBJECTIVES

In response to public allegations about m ismanagement of the 
retir em en t funds and "deceptive accounting practices," the 
L e gislative Budget and Audit Committee requested a review of 
certain manage me nt  practices of the Public Employees' and 
Teachers' Retirement Funds.

The first objective of our review was to determine the type 
of ma na ge m e n t  and investment oversight provided over the 
operations of the retirement funds.

The second objective was to ascertain the management and 
investment oversight styles applied to other similar funds.

Our third objective was to determine if proper accounting 
practices w e r e  applied to the funds' foreign investments.

Finally, we identified the various rates of returns earned 
by the retirement funds and the Permanent Fund, and we 
r e v ie we d  the cost of managing and investing those funds.

SCOPE A N D  M ET HODOLOGY

We m et w i t h  officials of the Department of Revenue, Treasury 
Division, including the deputy commissioner, chief inves t­
men t  officer, other investment officers, and the state
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M a n a g e­
ment; officials of the A l a s k a  Pe rm anent Fun d Corporation; 
c er tified public accountants u nd er  contract w i t h  the T r e a­
sury Division; and a m e mb er  of the b ro kerage community.

W e  also re vi ew ed  various reference materials and p u b l i c a­
tions; reports, and supporting documentation, prepared by 
the Senate A d v i s o r y  Council; fund performance evaluation 
reports pre pa r ed  for the retirement funds and the Alaska 
Permanent Fund; and, various literature pr o vi de d by other 
states on their retirement funds.

Additionally, we prepared and d is tributed a questionnaire to 
all other states inquiring about certain aspects of their 
public employees retirement funds.

We also engaged a consultant, who as a former employee of 
Merrill L y n c h  h a d  past experience in evaluating the p e r f o r­
mance of the Public E m p l o y e e s’ and T e a c h e r s’ Retirement 
systems, to assist us in interpreting the externally p r e­
pared performance reports on the retirement funds and the 
Permanent Fund.



ORGANIZATION AND FUNCTION

The Department of Revenue, Division of Treasury (Treasury) 
is responsible for, and has sole discretion over, the 
prudent investment and management of the Public Employees' 
Retirement Fund (PERS) and the Teachers' Retirement Fund 
( TRS).

Chapter 141, SLA  1988 amended PERS and TRS statutes by 
designating the funds as retirement trust funds and a p p o i n t­
ing the commissioner of Revenue as treasurer of the r e t i r e­
ment systems and fiduciary of the funds. Under the amending 
legislation, the commissioner of Revenue shall:

1. Consider the status of the funds' investments and the 
system's liabilities on both a current and a probable 
future basis.

2. Determine the appropriate investment objectives for the 
f u n d s .

3. Establish investment policies aimed at achieving the 
obj e c t i v e s .

4. Act only in regard to the best financial interests of 
the system's beneficiaries.

The amendments also repealed the "legal list" of investments 
the retirement funds were restricted to and placed upon the 
commissioner of Revenue, or his designee, the responsibility 
of fund fiduciary. Treasury also employes external i n v e s t­
ment managers wh o m anage a substantial portion of the 
retirement funds.

Additionally, there are two boards wh ic h oversee ’"he a d m i n­
istrative aspects of the retirement systems. The Public 
Employees' Retirement Board is composed of five members, 
three of w h o m  are members of the Department of A d m i n i s t r a­
tion personnel board and two who are members of the system 
and elected by the membership of the system. The Teachers' 
Retirement Board consists of five members appointed by the 
governor. Both boards are mostly administrative in nature, 
being responsible for governing the regulatory aspects of 
the retirement systems.

The Alaska Permanent Fund is managed by an executive d i r e c­
tor, who reports to a six-member board of trustees appointed 
by the governor.
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.
FUND COMPARISONS A N D  DISCUSSION: 

PUBLIC EMPLOYEESr  RETIREMENT FUND, TEACHERS 
RETIREMENT"' FUND” - ancf ALASKA FERM AN EN T1TO

BACKGROUND

There is' no validity to the statement that "a fund is a 
fund" as each fund has its own uniqu e characteristics. 
Alt ho ug h funds such as those set up as trusts and endowments 
m a y  have few obvious differences, there are deeper, less 
clearly defined differences such as fund objectives, p h i l o s­
ophy over fund management, and investment styles. A  slight 
difference in fund objectives and philci'Ophy may, and 
usua ll y does, result in different investment styles and, 
therefore, differing returns on investment. The v a r i e d  fund 
m anagement styles and investment philosophies create a 
danger in across-the-board rate of retu rn  comparisons and 
forming conclusions drawn from those comparisons. There are 
several ways of assessing investment results. It is not, 
for example, appropriate to compare the results of funds 
w i t h  very different objectives or constraints. Funds w i t h  
different types and mixes of investments are also difficult 
to compare directly. To properly assess investment results, 
comparisons must reflect similar objectives, constraints, 
o p p o r t u n i t i e s , and all things that go into the investment 
p r o c e s s .

The Al aska Permanent Fund, w h i l e  not legally defined as one, 
is in all probability a trust fund like the Public E m p l o y­
ees' (PERS) and Teachers' (TRS) Retirement Funds. The
A la sk a Permanent Fund Co r poration (PFC) holds the Permanent 
Fund out as a "Public Trust Investing for Alaska's Future," 
has a Board of Trustees, and is intent on earning revenue 
for beneficiaries w hile preserving principal. The obvious 
similarities between PERS/TRS and the Permanent Fu nd  end 
here - at considering both funds as trusts.

PFC has chosen a m o r e  cautious, less risky approach towards 
its investments. In an informational p a mphlet dated M a y  
1989, PFC stated:

The Fund invests its assets to earn income. To 
minimize the risk that Fund assets could be 
destroyed by bad investment decisions, the Fund is 
invested very conservatively. Indeed, the primary 
emphasis in all Fund decision-making is m a i n t a i n­
ing the safety of principal. The m a x i m i z i n g  r e­
turn on investment is the secondary consideration.

This contrasts to the Depart me nt  of Revenue, Division of 
Treasury (Treasury) investment p h il o so ph y of the PERS/TRS 
w h i c h  has been stated as:
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The most important characteristic of the funds for 
investment policy purposes is their perpetual 
n a tu re  and, in the case o f  the Public Employees' 
Retirement System, the long number of years before
it w i l l  encounter any net outriows {.proDaDiy ±3 to 
20 years). A  long time span accommodates i n v e s t­
ments w h i c h  should enjoy h ig he r returns over the 
long-run, although they m a y  be slow to m a t e r i a l­
ize, or be erratic in the short-run, and it allows 
greater use of investments w h i c h  m a y  have s u bs t an­
tial marke t  va l uation risks. This characteristic 
expands the universe of investment possibilities 
and increases the potential for achieving h ig he r  
returns on the investments.

The PERS/TRS has opted for m o r e  growth through a h i gh e r 
asset allocation to equities. To achieve that end, PERS/TRS 
follows an investment technique k n o w n  as active ma na g em en t 
versus a passive management investment style. Passive 
ma na ge me nt  is a term used to describe an investment strategy 
that attempts to follow a p re de fi n ed  market index, such as 
the Standard and Poor's (S&P) 500, and fashions the p o r t f o­
lio to m i r r o r  the results of that index. Passive m an ag em en t 
follows a process of rebalancing the portfolio to reflect 
the index, n o t  n ec essarily to enhance or maxi mi z e a return. 
A ctive management, on the other hand, involves portfolio 
m an ag em en t that is involved in the active investment process 
of b u y i n g  and selling in an attempt to enhance the p o r t f o­
lio's performance. The active management strategy can be 
characterized as continually m on it o ri ng  the m a r k e t  to 
determine wha t is the best selection of investment to 
produce the best returns w i t h i n  a predetermined set of risk 
p a r a m e t e r s .

PFC is legally limited in its investment diversification b y  
statute w h i c h  defines a specific "list" of permitted i n v e s t­
ments. The Treasury did have investment limitations, but 
the statutory restrictions w e r e  r epealed b y  Chapter 41, 
SLA 1988. This allows Treasury more investment flexibility. 
W i t h  this flexibility, Treasury can assume additional risk, 
and theoretically achieve higher returns for the PERS/TRS 
F u n d s .

A S S E T  A LL OC AT IO N

An informative way to examine the assumed risk is to analyze 
the asset allocations of the various funds. At M a r c h  31, 
1989, the various funds' holdings we re  (stated in percentage 
of portfolio at market v a l u e s ) :
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Real Es 
Other (2)

(1) includes domestic and foreign equity holdings of 
the PERS and TRS. PFC does n o t  yet invest in 
foreign m a r k e t s .

(2) includes mortgages, cash, and interest and d i v i­
dends receivable.

As can be seen, the PERS/TRS Funds h o l d  2.5-to-3 times more 
equity than does PFC. Conversely, PFC holds 1.5 times more 
fixed income investments than does the PERS/TRS Funds.

B y  their nature, equities have m o r e  risk than fixed income 
(debt) investments. As m e n t i on ed  earlier, theoretically the 
riskier the investment, the hi gher the potential rate of 
return.FUND PERFORMANCE
This section and the following section ("Other Rate of 
Re turn Data") present statistical data w h i c h  show various 
rates of r eturn earned not only b y  the PERS/TRS and P e r m a­
nent Fund but other interest-bearing investments. As noted 
above, and throughout the report, direct comparisons between 
these funds and other investments are n ot practical for
assessing h o w  one fund "performed or out performed" another 
fund. This is mainly due to the differences in purpose, 
goals, and philosophy of each particular fund. However, the 
presentations provided here are done so for the benefit of 
interested parties who can r e v i e w  the returns earned by the 
funds and relate those to other commonly k nown investments.

It has been alleged that T r easury m a n a g e d  PERS/TRS Funds are 
among the wo rs t performers w ithin the universe of funds used 
for performance measurement and comparison (see R ec om m e n d a­
tion No. 2). While the allegations themselves are s u bs ta n­
tially accurate in the context they wer e submitted, the
facts must be kept in perspective in light of the long-term 
natu r e of the retirement f u n d s . The allegations w er e made 
f ro m looking at just one, short ' period or time that the
PERS/TRS funds were e v a l u a t e d . One must Si careful about 
the period o? time us ed  for m e as ur em en t as investment 
results m e a s ur ed  over short periods of time are very m i s­
leading. The best results today m a y  be the worst tomorrow. 
W ha t matters is consistent, long-term results.

W i t h  the above thoughts in mind, the PERS, TRS, and PFC 
performance can be reviewed together w i t h  returns of other, 
although n o n - c o m p a r a b l e , commonly k n o w n  investments.
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that is w i d e l y  accepted for comparing investment results. 
It combines current yield plus changes in current market 
values for determining a portfolio's investment rate of 
return.

T o ta l rate of return (time-weighted) for PERS, TRS, and PFC 
is shown below:

TIME-WEIGHTED TOTAL RATES OF R E T U R N (%)

(unaudited)

PERS TRS P FC

3.79 3.76 5.3
7.46 7.85 6.5

13.80 13.37 11.8
15.02 14.62 (1)
(2) (2) 13.1

11.65 11.93 8.5
6.48 6.44 5.9

10.72 10.20 9.3
13.72 13.31 (1)
(2) (2) 12.9

Year ending 6/30/88 
Two years 
Three years 
Four years 
Five years

Year ending 12/31/88 
Two years 
Three years 
Four years 
Five years

(a) source: PERS/TRS information obtained from D e­
partment of Revenue, Treasury Division 
internally calculated time-weighted 
rates of return. PFC information 
obtained from externally evaluated SEI
Large Plan Report. Percentages p r e­
sented are annualized time-weighted 
rates of return.

(1) four-year data not available for PFC from SEI
external reports.

(2) five-year data not available for PERS/TRS for
years ending June 30 and December 31, 1988.

As can be seen, the PERS/TRS Funds time-weighted rate of 
return generally exceeds that of the PFC. This is probably 
a r eflection of the additional risk the retirement funds 
assume versus the more conservative a pproach taken by the 
PFC in its investments and asset allocation.

A n o th er  performance measurement w o u l d  be reviewing the
r etur n of segments of the PERS/TRS and PFC portfolios; for
example, reviewing PERS/TRS and PFC domestic equity i n ve s t­
ments to the S&P 500 or the fixed income investments to the 
Shearson Lehm an  Bond Index (S L -B ON DS ). Such an analysis 
w o u l d  show:
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PERS/TRS/PFC EQUITY AND FIXED INCOME T IME-WEIGHTED RETURNS
-------------------COMPARED' TO SPECIFTTTMARKET IN D ICES-----------------

ANNUALLY-COMPOUnDED"EATES OF RETURN 
F O R  YEARS ENDING D E C EM BE R  31, 1988 (a)

PERS
TRS
PFC
S&P 500

PERS
TRS
PFC
SL-BONDS

DOMESTIC EQUITIES

1 year 
18721“ 
18.21 
15.50 
16.80

2 years 
9 . 7 5  ~  

10.04 11.10 
10.90

rears~ W rears
T S ~

12.95
13.50
13.40

17.27(2)
17.80

years

15.00
15.30

FIXED INCOME

1 year
"'8.73 ' 
9.10 
7.20 
7.60

2 years 3 years 4 years 5 years
5.14 9.37 12.33 (1)
5.01 8.58 11.71 (1)
4.30 8.10 (2) 12.10
4.90 8.40 11.50 12.20

(a) source Dept, of Revenue, Division of Tr easury 
internally calculated time-weighted 
rates of return; PFC externally e v a l u a t­
ed SEI Large Pl a n Report; and, i n d ep en­
dent sources of m arket indices.

(1) five-year data not available for PERS/TRS.

(2) four-year data not 
external reports.

available for PFC on SEI

The above analysis shows that for the mos t part PERS/TRS and 
PFC achieved a competitive return on its domestic equity 
investments compared to the S&P 500 index. PERS/TRS fixed 
income investments outperformed the Sh earson L eh ma n  Bond 
Index in ea ch  of the four years compared above. PFC also 
achieved a competitive return on its fixed income holdings 
w h e n  compared to the bond index.

Another informative comparison is r ev iewing the annual (each 
year standing on its own, unli ke  the cumulative returns us ed  
in the previous comparisons) rate of retur n and h o w  that 
return fits into the universe of funds used for comparative 
p u r p o s e s .
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PERS/TRS/PFC 
A N N U A L  RATES OF RETURN A T  M A R K E T  VALUE S 

AND PERC E NT  RANKING IN COMPARATIVE UNIVERSE

1988

Equities

PERS -15.1 100 
TRS -15.1 100 
PFC - 9.6 28

% "Rank % "Rank % R an k % Rani

28.8 63 37.5 38 17.7 96 -5.4 23
28.8 63 37.5 38 18.5 90 -5.2 22
30.6 46 37.2 59 24.8 27 -6.4 55

Fixed Income

PERS
TRS
PFC

27.9 65 22.9 3 5.0 59 7.6 51
28.2 61 23.4 1 4.3 79 8.8 3
27.2 12 20.5 25 4.3 91 7.0 71

(a) source: PERS/TRS data from SEI report for 
quarter ending 6/30/88. PFC data from 
SEI large plan report for period ending 
6/30/88.

The rates of return above are based on the m a r k e t  value of 
the equity and fixed income portfolios and includes u n r e a l­
ized gains. PERS/TRS rankings are based on a comparison 
w i t h  a universe of approximately 30 large state retirement 
funds. PFC rankings are based on a universe comparison of 
63 funds. The ''rank" describes (using percentages) h o w  the 
fund performed in relation to the other funds of the u n i­
verse. For example, a ran k  of 100 indicates the fund h a d  
the lowest performance and 99% of the universe p e rf ormed 
better. Conversely, a rank of 1 indicates the fund p e r­
formed the best and 99% of the universe achieved lower 
returns. A  r a n k  of 55 indicates the fund p er formed ne ar  the 
m ed ia n (50%), and that 45% of the universe per fo r me d worse 
wh il e 54% achieved better returns.
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OT HE R RATE OF R ET UR N DATA

While not truly comparable, investment fund returns can be 
r eviewed against other fixed income returns.

PERS/TRS/PFC ANNUAL RE ALIZED (NOMINAL) RATES OF R E T UR N 
COMPARED' TO OTHER FIXED  "RATE"RETURN STiD

Realized Rate of

(unaudited)

R e t u r n (%) Fiked Rates of R e t u r n (%)
Y E A R PERS TRS PFC SBS(l) DCP (1) C D ( 1 )

1980 9.54 10.41 11.29 10.40 n / a 17.91
1981 10.73 11.02 16.00 10.75 n / a 15.91
1982 8.52 6.98 15.10 12.35 n / a 12.04
1983 11.09 11.32 12.76 12.55 n / a 8.96
1984 10.66 9.47 10.89 12.00 n / a 10.17
1985 9.96 9.84 11.61 11.80 n / a 7.97
1986 13.16 13.12 14.36 11.87 9.30 6.62
1987 13.98 13.94 13.37 11.54 9.08 6.74
1988 8.20 8.20 9.01 11.00 9.93 7.58

(a) source: Division of Legislative Finance; D e­
partment of Administration, Division 
of Retirement and Benefits.

(1) SBS - State Supplemental Benefit System 
DCP - State Deferred Co mp e nsation Plan 
CD - Certificates of Deposit

n /a - n o t  available

The comparisons above are not an accurate measu re me n t of 
determining h o w  PERS/TRS or PFC is p erforming in comparison 
to other funds or instruments. While it does demonstrate 
differing returns b y  different investing funds or instru­
ments, it does not indicate nor provide a basis for com­
paring h o w  similarly designed funds invested in similar 
securities are performing. Each of these funds or instru­
ments, w i t h  the exception of PERS/TRS, have different 
objectives and goals and, therefore, have varying investment 
strategies and policies.

Also, the schedule above presents a different picture than 
the prior example. Here, annual realized (nominal) rates of 
retu rn  are presented. Realized rates of return do not 
include changes in market value and, therefore, are no • 
usua ll y used for comparing performance. In this schedule, 
PFC outperforms PERS/TRS in all but one annual period 
presented. This compares to the previous time weighted 
p re sentation that shows PERS/TRS o utperforming P FC in all 
but one p eriod presented. This exemplifies how, depending 
on a desired outcome, rate of returns can be us ed  to mak e a 
point. Since PERS/TRS are pensions funds, their return
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analyses s hould be b a s e d  on a long-term view, not just how 
the funds pe rf o r m e d  in any one annual period.

I ■■■■ im dI
Another r e v i e w  of returns can be made betw ee n the retirement 
funds and other m a rk et  i n d i c e s . Like the a b o v e , the returns 
are not truly comparable. m a r k e t  indices reflect
returns for certain investme1 whereas the PERS/TRS and 
PFC Funds results reflect a .otal re turn on a bal an ce d  
portfolio of m a n y  types of investments. For example, the 
Standard and Poor's 500 (S&P 500) index reflects returns on 
equities only; the 91 day Trea su ry  Bill index (T-BILL) 
reflects s hort-term fixed income investments; and, the 
Shearson L e h m a n  b o n d  index (SL-BONDS) reflects returns on 
bond investments.

PERS/TRS/PFC TI ME-WEIGHTED TOTAL RATES O F  RETURN 
"COMPARED" T O  'MARKET- TNDTCe'S"'ANnUAllY- COMPOUNDED 

RATES OF R E T U R N (1)
AS OF DECEMBER 31, 1988 (a)

(unaudited)

1 Year 2 Years 3 Years 4 Years 5 Yea:
PERS H V 6  ' ' 6.5 10.7 “i t .'t '  (1)
TRS 11.9 6.4 10.2 13.3 (1)
PFC 8.5 5.9 9.3 (2) 12.9
S&P 500 16.8 10.9 13.4 17.8 15.3
T-BILL 6.7 6.0 6.0 6.5 7.1
SL-BONDS 7.6 4.9 8.4 11.5 12.2

(a) source: Department of Revenue, D ivision of
Treasury, and independent sources of
market indices. PFC data from 12/31/88 
Large Plan Report.

(1) five-year data n ot available for PERS/TRS.

(2) four-year data not available for PFC on SEI
external r e p o r t s .

The mi sl ea d i n g  n a t u r e  of drawing conclusions solely from 
this analysis m u s t  be emphasized. For example, for the
three years ending December 31, 1988 the S&P 500 h a d
achieved an annuali ze d  return of 13.4%; contrasted to PERS, 
TRS, and PFC returns of 10.7%, 10.2%, and 9.3% respectively. 
The S&P 500 is an index that m easures only equities traded 
on the exchanges. The PERS/TRS and PFC portfolios not only 
contain stocks but also bonds, other fixed income s e c u r i­
ties, and real estate. Additionally, PERS/TRS holds i n v e s t­
ments in foreign equities, whereas the S&P 500 reflects only 
domestic equity.

PERS/TRS and PFC m a y  have achieved a r et ur n on its equity 
portfolio competitive to that of the S&P 500. However, 
fluctuations in bond, other fixed income, an d real estate

S T A T E  O F  A L A S K A - 1 2 - d i v i s i o n  O F  L E G IS L A T IV E  A U D IT



investments m a y  have affected the overall total portfolio 
rate of return. Therein lies the danger of relying solely 
on a comparison of fund performance to an y one marke t index.

COST OF MA NAGING A ND INVESTING PERS/TRS AND PFC FUNDS

It has be en  alleged that the cost of administ er in g the 
PERS/TRS Funds are "out of control" compared to the PFC. In 
reviewing the cost of administering the retirement funds 
versus the Permanent Fund the facts m u s t  again be k e p t  in 
perspective and require closer scrutiny before drawing 
conclusions, similar to the closer analysis n e e d e d  w h e n  
comparing PERS/TRS and PFC rates of return.

The Department of Revenue, Treasury Division is responsible 
for, among other functions, the investment an d manage me nt  of 
the State of Alaska general investment fund; aHFC p l ed ge d 
fund; international airports construction fund; i n te r­
national airports revenue fund; state m o r t ga ge  insurance 
fund; public e m p l o y e e s’ retirement trust fund; teachers' 
retirement trust fund; judicial retirement trust fund; 
m i l i t a r y  retirement trust fund; public school trust fund; 
and the U niversity of Alaska trust fund. Also, the division 
is responsible for state cash management, debt management, 
and investment accounting.

By far the largest cost centers in the m an ag em en t  o f  the 
PERS/TRS Funds are personal services (salaries) and c o n t r a c­
tual fees.

It has be en  alleged that it takes b e tw ee n 25-to-27 positions 
to m a na ge  the PERS/TRS Funds as compared to the PFC r e q u i r­
ing 16 positions to m a na g e their portfolio.

The 25-to-27 positions referred to above represents the 
total staffing of the Treasury Division. These positions do 
m a n y  tasks, as discussed above. Not all of those positions 
have duties related to the PERS/TRS Funds. W e  examined the 
job descriptions of employees in the T r e a s ur y Divi si o n and 
ver if ie d those descriptions w i t h  some employees through 
personal interviews. We also identified salary and benefits 
costs for each of the Trea su r y D i v is io n employees and for 
the division in total.

We have calculated that Tr easury utilizes a full-time 
equivalent (FTE) staffing of 11.3 positions to manage, 
invest, and account for the PERS/TRS Funds in fiscal year 
1988 at a cost of $655,273. These positions are responsible 
for executive management, asset accounting, portfolio 
management, real estate i n v e s t m e n t ,  and cash m an a ge me nt  as 
it relates to the PERS/TRS Funds. This compares to the 
fiscal year 1988 PFC staffing of 16 positions at a cost of 
$863,000.
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Contractual fees comprise the largest cost of managing the 
PERS/TRS and PFC  Funds. These costs consist of payments 
ma d e for the services of professional mo ne y managers, 
external pe rformance analysis, external auditors, c o ns u l­
tants, and custody and safekeeping fees.

a U U i L U i S ,  LaVJLLO LLX

PERS/TRS fiscal year 1988 contractual payments amounted to 
$4,841,564 compared to PFC expenditures of $3,428,000. 
PERS/TRS incurs expenses that the PFC does not. PERS/TRS, 
b e in g two separate funds, has increased costs for services 
such as investment processing, external auditors, and the 
external perf or ma nc e analysis. The retirement funds also 
incur additional costs due to PERS/TRS higher asset a ll oc a­
tion to equities which, under an active investment strategy, 
necessitates additional trade costs and because PERS/TRS 
invests in foreign equities w h i c h  require higher fees than 
does a domestic equity. PFC does not invest in the foreign 
markets, has a smaller asset allocation to domestic equity, 
and utilizes an index equity portfolio resulting in reduced 
management f e e s . As the PFC moves into the foreign markets 
and reevaluates asset allocation, one would expect to see an 
increase in their manag em en t fees.

The industry evaluates management and funds costs on s 
"basis point" system. A  "basis point" reflects the cost to 
m a na ge  $1,000. We pe rformed a "basis point" cost evaluation 
of the PERS/TRS and PFC Funds, as follows:

PERS/TRS

1.90 .88
.05 .15

14.02 3.48

.08 .67

16.05 5.18

Personal Services 
Travel 
Contractual 
Other (capital outlay, 

communications, rent, 
depreciation)

Total "Basis Point" 
cost per $1,0(T0~

As can be seen, the cost of PERS/TRS contractual is a p p r o x i­
mate l y  four times that of the PFC. This reflects the 
additional costs PERS/TRS incurs due to its higher 
allocation to domestic equities, investment in foreign 
equities, the increased costs for identical services since 
these are two separate funds, and the economies of scale 
inherent in a large fund such as the PFC.

W e  do not feel a simple analysis w i t h  an allegation that 
PERS/TRS costs three times more to manage than the PFC is 
justified. A  closer r eview shows valid reasons w h y  PERS/TRS 
Funds are more expensive to manage than the PFC fund.

S T A T E  O F  A L A S K A - 1 4 - □ IV IS IO N  O F  L E G IS L A 7  IV E  A U D IT



Recommendation N o . 1

A  Board of Trustees concept or structure should be e st ab­
lished that has broad powers a nd can exercise an active role 
in the manage me nt  and investment oversight of the PERS and 
TRS F u n d s .

At present, the PERS and TRS boards (nor any other body) 
have minimal, if any, investment a nd manage me nt  oversight 
responsibility over the n e a r l y  $3.5 b i l l io n of retirement 
fund assets invested and m a n a g e d  b y  Treasury. Wha t little 
investment oversight authority the boards m a y  ha ve  h a d  was 
eliminated b y  amending legislation in 1987/1988.

Currently the PERS and TRS boards are m o s t l y  administrative 
in nature, handling the administrative aspects of the 
retirement systems. The boards have no authority to direct 
or establish investment policy or guidance no r  do they have 
the ability to effectively object to a direction the funds 
m ay be headi ng  and enforce an alternative.

We believe the State and other governmental e m p l o y e r s , fund 
beneficiaries, and active participants w ou ld  be better 
served by a restructuring of the current PERS and TRS boards 
and the process of reporting to those boards.

We conducted a survey of all states' public employees' and 
t e a c h e r s ' retirement systems a nd discovered that A l as ka  PERS 
and TRS Funds investment m an ag em en t  oversight is severely 
lacking w h e n  compared to other larger, older, m o r e  e xp er i­
enced funds.

An overwhelming number of respondents to our survey ha ve  an 
investment oversight function that rests w i t h  an independent 
body apart from the investment activity itself. This 
oversight authority is ve sted in authoritative retirement 
boards, boards of trustees (ranging from 3 to 4 a nd up to 16 
m e m b e r s ) , investment committees and councils (usually a 
subcommittee of a board of t r u s t e e s ) , or a statewide inve s t­
ment commission or board. We believe a similar structure is 
w ar ranted for the PERS and TRS F u n d s .

The PERS and TRS statutes should be rewritten to allow, and 
the boards should be re s tr uctured to accept, a new, stronger 
investment management oversight responsibility. We r e c o m­
mend  that:

1. The current PERS and TRS boards be consolidated into 
one overall board of trustees. The board of trustees 
should be structured so that individuals w i t h  the 
n ecessary and appropriate expertise are appointed, as 
well as PERS and TRS beneficiaries and active p a r t i c i­
pants. Additionally, Treasury officials and, barring
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constitutional prohibitions, members of the legislature 
should b e  active participants on the beard.

2. Subcommittees of the b o a r d  of trustees could be e s t a b­
lished to handle the respective administrative duties 
of the PERS and TRS F u n d s .

3. The board of trustees should be v ested w i t h  the a u t h o r­
ity to employ outside investment advisors to r e v i e w  
investment policies and m a k e  r e c o m m e n d a t i o n s ; to 
establish investment policies; to engage the inde pe n­
dent certified public accountants for the f u n d s ' audits 
and have results reported directly to the board; to 
contract wit h external performance evaluators who w o u l d  
report directly to the board; and to r e v i ew  Trea s ur y 
investment and asset allocation decisions.

A  Board of Trustees w i t h  overlapping and staggering a p po in t­
ments will also provide continuity from one administration 
to another. Retirement funds such as the PERS and TRS are 
perpetual in nature. They are considered to exist forever. 
As such, a continuity in manage me nt  is required, one that 
can provide the historical perspective of past actions and 
effects. The nature of the political environment is quite 
opposite. Administrations come and go, as do the po l itical 
appointees that make the decisions that affect the r e t i r e­
ment funds. Presently, the commissioner of Revenue, an 
appointed position, is the fiduciary of the retirement 
funds. A  political appointment of two or four years pales 
in comparison to the longevity of the retirement f u n d s . A  
"changing of the guard" every two-to-four years does n o t  
provide the needed continuity in fund administration. A n  
independent board of trustees, w i t h  oversight authority, 
w o ul d provide the needed oversight and continuity over these 
f u n d s .

It has been argued that since the PERS and TRS Funds are 
designated as trusts and the commissioner of Reve nu e  is 
designated fiduciary of the funds, that the boards cannot 
and will not accept the fiduciary responsibility of m a n a gi n g 
the f u n d s .

In our discussions wit h PERS and TRS b oard chairpersons w e  
learned that the boards do w an t to assume more investment 
oversight responsibility over the funds but at pres en t do 
not have the statutory ability to do so.

It has also been stated that the boards w o u l d  not accept 
the liability associated w i t h  acting as a fund fiduciary. 
According to the Division of Risk Manage me nt  of the D e p a r t­
ment of Administration, the PERS and TRS boards are c u r r e n t­
ly covered b y  the Directors and Officials liability p r o t e c­
tion policy. This coverage, in the amount of $ jlOO m i l l i o n  
(with a $5 million self-insured c l a u s e ) , covers any b oard or
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commission that is created b y  law a nd that the poli cy  
coverage wo u ld  extend to an y actions taken b y  the boards or 
commissions that are w i t h i n  its official duties. At 
present, the commissioner of Revenue, as fiduciary, is 
similarly covered by this policy. Additionally, the d i r e c­
tor of R is k Manag em en t stated that if the funds incur a loss 
due to a br each of fiduciary duty, the Directors aud O f f i­
cers liability insurance po licy m a y  mak e funds whole, 
depending on the c i r c u m s t a n c e s , if the payments are a legal 
liability. Based on the above, it is our opinion that the 
insurance coverage presently available to the commissioner 
of Revenue is likewise available to the current PERS and TRS 
boards and w o u l d  be available to a duly created board of 
trustees acting in the capacity of fund fiduciary.

Therefore, we recommend that the administration and the 
legislature establish a b oa rd  of trustees concept or s t r u c­
ture to provide investment oversight on the Treasury i n v e s t­
men t  operations, particularly the PERS and TRS Funds. Some 
memb e rs  of the board of trustees should have the n e c e ss ar y  
professional skills. Other mem be r s should represent fund 
beneficiaries, active fund members, the Treasury, and, 
bar ri ng  constitutional prohibitions, the legislature. The 
b o a r d  of trustees should have the authority to contract for 
audits, external performance evaluations, and professional 
advice. Additionally, the bo a rd  of trustees should r e v i e w  
on an ongoing basis Treasury's implementation of investment 
p o l i c y  and asset allocations.

Recomm en da ti on  No. 2

The entire portfolio of the PERS and TRS Funds should be 
subjected to an external performance review. Also, the 
external performance reports should be presented directly to 
the boards and should be in a complete, understandable, and 
acceptable format according to industry patterns and 
c u s t o m s .

Presently, the PERS and TRS pe r formance evaluation analyses 
conducted b y  an independent evaluation service do not r e v ie w 
the entire retirement funds portfolios; are not in the usual 
and customary format; do not contain the usual and customary 
presentations; and do not compare the PERS and TRS Funds 
w i t h  an acceptably large enough universe of other funds.

We found it difficult to glean information on the PERS and 
TRS Funds operating results from the performance evaluation 
reports prepared by the external fund performance c o n t ra c­
tors. To assist us in u nderstanding those performance 
r e p o r t s , we contracted w i t h  the individual who h a d  analyzed 
PERS and TRS Fund performance in the past.

Our contractor h a d  similar difficulty in un derstanding the 
performance reports as presented. We subsequently d i s c o v­
ered that the difficulty in u nderstanding the reports and
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determining fund performance lied n o t  w i t h  the reader, but 
w i t h  the unconventional format that the PERS and TRS Funds 
results were presented.

A cc ording to representatives of SEI (Treasury's performance 
reporting contractor) the State's chief investment officer 
h ad instructed SEI to prepare the performance reports 
according to his own design. This format per our contractor 
causes confusion and difficulty in analyzing fund results. 
It is interesting that even SEI, the firm w ho pre pa re d the 
reports according to Treasury's c u st om  design, finds them 
difficult to understand. If people kn owledgeable in this 
area find the performance reports difficult to read and 
analyze, w e  w o nd e r how members of the PERS and TRS boards 
and interested beneficiaries and active participants can 
determine h o w  their funds are performing.

A noth er  area that our contractor found unique was the 
abbreviated form of the performance reports. The reports do 
n ot include a number of standard comparisons, analyses, and 
graphic presentations. These presentations assist in 
u nderstanding the fund performance and h o w  they compare to 
other funds. For example, the p er formance reports ha ve  no 
presentations of asset growth summaries; total pl an  rates 
of return; cumulative rates of re turn for m arket cycles 
(falling markets and rising markets); r e w ar d versus risk 
analysis; equity and bond purchases a nd sales turnover 
analysis; equity portfolio profiles (showing capitalization 
of investees, dividend yields, price/e ar ni ng  ratios, return 
on ne t  worth, earnings growth rates, m a r k e t / b o o k  ratios); 
d iversification and rate of return by industry sectors; and 
other graphic and numerical presentations. It is argued 
that this type of information is of little value in e s t a b­
lishing investment policy and asset allocation. However, 
all these analyses combined assist in formulating an 
informed judgement as to h o w  the retirement funds are 
p erform in g by interested parties other than those 
r es ponsible for investment policy and asset allocation. 
These analyses, and m a n y  others, are us ed  b y  the Permanent 
Fund Corporation Board of Trustees to r ev i ew  the performance 
of the Permanent Fund. These types of analyses are not 
report cards on a fund, but rather a pre se nt a ti on  of h o w  one 
particular fund is performing compared to other funds 
competing for a return on investment.

Other areas of the PERS and TRS p erformance reports id enti­
fied as lacking are that a total plan analysis is not 
performed on the entire portfolio and that the u niverse of 
funds us ed  for performance comparison is too limited.

The major benefit of an external performance evaluation i£ 
the identification of h o w  one particular fund is p erforming 
and h o w  it compares to other funds (known as the "fund 
universe"). To have a thorough evaluation/comparison, the
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entire p o r t f ol i o must be externally evaluated. Presently, 
the PERS and TRS portfolio does not have an externally

fenerated total plan rate of r e tu r n analysis because the 
unds' r e a l  estate investments and foreign investments are 
n ot taken into consideration. M o st  respondents to our 

survey indicate their entire portfolios are externally 
evaluated. M o s t  of those funds also h a v e  investments in 
equities, fixed income, some foreign investments, real 
estate, mortgages, leveraged buyouts, and venture capital.

The PERS and TRS Funds are compared to a fund universe
consi st in g of only 28 other funds. This contrasts to the 
Permanent Fund's evaluation w h i c h  compares itself to a 
b a l an ce d  fund population (where the funds have at least 5%
invested in equities and 5% in bonda) of 910 funds and a
L a rg e Pl an  R eport of 63 funds. W e  believe the PERS and TRS 
Funds comparison is too restrictive and should be enlarged. 
C o mparing fund performance to a larger fund universe w ou ld  
provide a better indication of h o w  the PERS and TRS R e t i r e­
ment  Funds are performing compared to other f u n d s .

W e  re co mm en d  that the entire PERS and TRS Funds be
e x te rn al ly  evaluated thereby generating a total plan rate of 
return; that the evaluations be pe r fo rm ed  and reported in 
the standard informative forjiats w it h all appropriate 
graphic and numerical presentations; that these reports 
should b e  pr e sented directly to the boards; and that the 
PERS and TRS Funds be compared against an acceptable fund 
universe.

The boards and/or Treasury should provide as m u c h  informa­
tion as possible to the beneficiaries, active members, 
executive and Legislative branches, and the public that is 
clear a nd direct. By doing so, it w o u l d  enhance public 
accountability.

R e c o m m e n d a t i o n  No. 3

The De pa rt me nt  of Revenue, T r easury Division (Treasury) 
should follo w generally accepted accounting principles in 
its a cc ou n ti ng  of investments for the Public E m p l o y e e s 1 
R et ir em en t S ys te m (PERS) and the T e a c h e r s 1 Retirement System 
(TRS) F u n d s .

T r e a s u r y  does no t  account for PERS and TRS foreign equity 
investments in accordance w i t h  industry generally accepted 
a cc ou nt in g principles.

The te rm  "generally accepted accounting principles" (GAAP) 
as us ed  in reporting results of operations on the financial 
statements refers to a body of theory and practice developed 
b y  the accounting profession in association with industry 
a n d  other organizations that m a y  be impacted by the adoption 
of standards which include no t only accounting principles 
and p r ac tices but also the methods of applying them. GAAP
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is a technical accounting term e nc om passing a common set of 
accounting concepts, standards, and procedures ne ce ssary in 
order to render financial statements comparable between 
enterprises and between accounting periods. Wit ho u t a dh er­
ence to GAAP, users of financial statements w o u l d  have no 
u nifo rm  standard for judging the p re s en t a t i o n  of financial 
position, results of operations, and changes in financial

en
ence to _
u nifo rm  st,_______ _______
position, results of operai 
position in those financial  ____

no

A  user of financial statements expects those statements to 
present fairly, clearly, and completely the economic facts 
of the existence and operation of an e nterprise on a consis­
tent and comparable basis. A  departure fr o m GAAP results in 
financial statements that m a y  not m e e t  the user's criteria 
and will generally result in a qualified auditor's opinion 
disclosing the departure and wha t effect that departure has 
on the financial statements. T r e a su ry  realizes the impor­
tance of an unqua li fi ed  audit opinion. Treasury, in A p p e n­
dix J of its General Investment Policies, requires an 
applicant for commercial real estate loans to submit audited 
financial statements that contain u n q u a l i f i e d  audit opin­
ions. The presentation of PERS and TRS financial statements 
b y  Treasury are departures from GAAP.

Treasury does not properly account for and report investment 
transactions occurring in the PERS and TRS foreign invest­
ment portfolio. Treasury did properly account for and 
report on its foreign portfolio activities through fiscal 
year 1987; however, in fiscal year 1988, a departure from 
GAAP was made, w i t h  which w e  do not agree is appropriate or 
justifiable.

An important element of a financial statement, and a frame­
work of m od er n accounting, is the p r es entation of the 
historical cost of assets, including investments.

Treasury forwards funds to its Lo n do n - b a s e d  foreign m a n a g­
ers. These managers then invest in foreign equities. The 
amount of the funds transferred to the foreign managers is 
recorded as the cost of the PERS and TRS investment in 
foreign equities. W h e n  the foreign equities are subse q ue nt­
ly sold b y  the foreign managers, the amount received from 
the sale, w h i c h  m a y  include a gain on the sale, is usually 
reinvested in foreign equities. Con tr ar y to GAAP, the 
reinvestment of proceeds from the sale of the equities are 
not recorded in the accounting records and the cost basis of 
the foreign portfolio is n ot adjusted to p roperly reflect 
the n e w  cost basis of the retirement funds' investments. 
This accounting treatment was implemented over the initial 
written objections of the state comptroller. The sale, 
gain, and reinvestment of funds shou ld  be accrued and 
recorded in the accounting records at the date of the 
transaction in accordance w i t h  ge ne ra ll y accepted accounting 
p r i n c i p l e s .
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This irregular accounting treatment causes a material 
u nderstatement of the cost basis that PERS and TRS has 
invested in foreign equity holdings. The under s ta te d cost 
as presented in the PERS and TRS financial statements is 
m islea di ng  to the average reader who is not aware of the 
non-GAAP accounting treatment accorded these transactions by 
Treasury.

In their June 30, 1988 balance sheet, T r e a su ry  shows the
cost and m a r k e t  value of PERS and TRS foreign portfolio as 
f o l l o w s :

Cost

PERS
TRS

$77,847,000
51,756,000

M arket Value

$138,421,000
91,246,000

At first glance, a reader of the financial statements w ou ld  
think that PERS and TRS h a d  generated a $60,574,000 and 
$39,490,000 (respectively) market gain.

However, had GAAP been applied to the accounting of the 
foreign portfolio, cost and market Value w o ul d have been 
presented as follows;

Cost

PERS
TRS

$134,626,000
88,711,000

M arket Value

$138,421,000
91,246,000

Under GAAP, foreign portfolio market gains for the PERS and 
TRS Funds w ou ld  have been $3,795,000 and $2,535,000, r e s p e c­
tively. As reflected in the financial statements, PERS and 
TRS ma rket gains are overstated by approximately 1,500 
percent.

The Treasury Division, chief investment officer has stated 
that this accounting treatment is necessary because of 
"investment accounting principles," "fiduciary law," and 
"the IRS code." None of those references, even if they do 
address this issue, override GAAP and Alaska state law in 
these circumstances.

A l a s k a  Statute 37.05.150 states, in part, "The accounting 
system must be in accordance wit h accepted principles of 
governmental (fund) accounting . . . ." Generally accepted 
governmental accounting principles are embodied in the 
Governmental Accounting, Auditing, and Financial Reporting 
publication p repared by the Government Finance Officers 
Association. In this handbook of governmental accounting, 
the jurisdiction of the Governmental A ccounting Standards 
Board (GASB) is defined as "The GASB will establish s t a n­
dards for activities and transactions of state and local 
governmental entities . . . ." The han db oo k  further defines
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the hie ra rc hy  of GAAP for financial statements issued b y  
state and local governmental units. This h ie ra rc h y is:

1. Pronouncements of the GASB are to be followed for 
accounting and reporting b y  state and local g o v e r n m e n­
tal units.

2. In the absence of a GASB pronouncement regarding 
accounting treatment, pronouncements of the Financial 
Accounting Standards B oa rd  (FASB) are to be followed.

3. Pronouncements of bodies composed of expert accountants 
that follow a due process procedure. This category 
includes audit and accounting guides and statements of 
position issued by the A m e ri ca n Institute of Certified 
Public Accountants.

4. Practices or pronouncements that are w id el y r ecognized 
as being generally a ccepted because they represent 
prevalent practice in a particular industry or the 
knowledgeable application of pronouncements to specific 
c i r c u m s t a n c e s .

Since GASB is silent regarding the treatment of foreign 
investments, pronouncements of the FASB m u s t  be followed. 
In this case, generally a ccepted accounting principles 
established by the FASB, and its prede ce s so r the Accoun t in g 
Principles Board, should be followed b y  the Tr ea s u r y  D i v i­
sion.

We recommend that Tr easury account for and report on the 
PERS and TRS Funds, including its foreign portfolio 
activity, in accordance wit h ge nerally accepted accounting 
p r i n c i p l e s .
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Randy S. W e lker, CPA  
Legislative Auditor 
D iv is ion  o f  Legislative Audit 
P. O . B o x  W
Juneau, A laska 99811 -3300  

D ear M r. W elker:
L E G iS L A T iV EA U D IT

I  have reviewed the D iv is ion  o f  Legislative Audit’ s prelim inary report entitled "A  Special 
Report on the Department o f  Revenue Treasury D iv ision Public Em ployees’ and Teachers’ 
Retirement Funds".

A t you r request, I  o ffe r  the fo llow ing comments:
1. W ith regard to the discussion o f  realized returns on page eleven, I  w ould like  to

point out:

a. The Financial Analysts Federation has endorsed the enclosed 
"Performance Presentation Standards". These standards are the first and 
on ly  such standards in the industry fo r  guidance on how to calculate and 
report investment performance. Section V .B . specifies that the use o f  total 
return, including income and capital appreciation, is mandatory in the 
presentation o f  investment performance data. Realized rates-of-retum , as 
pointed out in you r report, do not include unrealized capital appreciation.

b. Realized returns are relevant fo r  a fund which has net cash flow  
requirements during the period being measured; in the case o f retirement 
funds, a net cash flow  from  investments is not estimated by the funds’ 
actuary to be required generally before FY  2005 . See the enclosed "PERS 
and TRS  Financial Projections", February 2 1 ,1 9 8 9 , M ercer Meidinger 
Hansen. Sensitivity analyses in the projections indicate there may be some 
chance that a sm all portion o f  T R S  investment earnings (no more than 
one-tenth) w ill be needed as cash to cover benefit payments after F Y  1991;

c. The timing o f  actual realization o f  unrealized gains is at a fund manager’ s 
discretion and may be affected by a fund ’s cash flow  requirements. Thus, 
realized returns may reflect not on ly  investment po licy , as shaped by cash 
flow  requirements, and a portion o f  investment returns, but also asset 
liquidation decisions prompted by cash flow  needs.

04.D12LH
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4.

On page 12, as your report points out, there are d ifficu lties in comparing total 
fund returns to market indices fo r  individual classes o f  investments. The most 
appropriate comparison would be to an average o f  the relevant indices weighted 
by the asset allocations o f  a fund. This would be sim ila r to the approach 
prescribed by the Financial Analysts Federation in  section V .I.6 .a . o f  their 
"Performance Presentation Standards" (enclosed) fo r  comparing results o f  
balanced accounts managed by investment advisors.

I  am in basic agreement with Recommendation N o. 1. There are obviously many 
issues to be considered in trying to develop the best possible structure fo r 
governance o f  PERS and TR S  investment management. The Department o f  
Revenue w ou ld be happy to work with Legislative members o r bodies in 
developing legislation to re fo rm  the structure.
T o  address these same concerns, the Department has developed a proposa l to 
create an independent trust company. TTie proposed structure w ould provide fo r  
the investment management o f  other State retirement and endowment trust 
funds, as w e ll as PERS  and TRS . It  also would greatly improve State cash 
management procedures by a llow ing direct access to certain Federal Reserve 
System services, rather than through an intermediary custodian bank.

The Department’s proposal has been endorsed by resolutions o f  the PE R S  and 
T R S  boards and has been reviewed by the State’ s fiduciary counsel, W illk ie , Farr 
&  Gallagher.

There is one issue addressed in you r report to which I  should respond. The 
discussion o f  liab ility  fo r fiduciary acts on page 17 does not take account o f  AS 
3 7 .1 0 .0 7 1 (d ) and (e ) which make fiduciaries persona lly  liab le and extends state 
indemnification o f  their liab ility on ly insofar as their actions are prudent, even 
though insurance would cover a ll fiduciary acts whether prudent o r not. T  .ese 
statutory provisions were adopted to assure the most carefu l adherence by 
fiduciaries to the dictates o f  prudence. I  do not concur w ith the suggestion that 
board members be allowed to avail themselves o f  the State’s insurance coverage 
o f  liab ility  fo r  fiduciary acts when those acts fa il to meet the statutory standard o f  
professional prudence contained in AS 37 .10 .071 (c ).
I  am in agreement with portions o f  Recommendation N o. 2. M y specific 
comments are:
a. I  agree that performance reports should cover the total fund and include 

cumulative rates-of-retum , a reward versus risk analysis, and relevant 
graphics. The Department has awarded a new contract fo r  outside 
performance measurement services that includes such inform ation. The 
fii^t reports under the new contract w ill be available fo llow ing  the end o f  
the first quarter o f  fisca l year 1990.
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b. I  do not fee l that other detailed analyses, mostly o f  individual manager 
portfo lios , recommended in you r report are usefu l either in establishing 
investment po licy  and asset allocations o r evaluating manager o r fund 
performance. Performance measurement data needs to be confined to 
comparative in form ation that focuses on  the bottom line — rates-of-retum  
— and the critical po licy  variables -- asset allocation, bond maturity, and 
bond quality — that contribute to it. The worst thing to do, i f  trying to 
ensure accountability, is to inundate fiduciaries with so much data that they 
can’ t see the forest fo r  the trees o r  have time to adequately review  the 
more critical information.

c. I f  there are particu lar problems w ith the format o f  the report, the audit 
should identify them and I  w ou ld  be happy to consider changes. As part o f  
the new performance measurement contract the Department w ill obtain 
any specific suggestions the contractor has fo r revising the format. 
However, the Department w ill not relieve the contractor o f the obligation 
o f  supplying the reports in the form at specified by the Department i f  
revisions to the form at decrease the report’ s in te llig ib ility o r appear to be 
fo r  the convenience o f  the contractor. There is no industry standard fo r  
most o f  the presentations in these reports, the on ly  possible exception being 
certain basic in formation set out in Tables I  and H  o f  the enclosed 
"Performance Presentation Standards" which no firm  has yet adopted. 
Various performance measurement firm s have various formats. Each has 
its own "standard" form at and is reluctant to provide custom reports as 
required by the Department due to the extra time and expense involved.

d. I  agree that comparing performance to a larger universe is desirable, 
p rovided that, as you r report stresses in several other places, the 
comparisons are meaningful. Under the circumstances it is not clear that 
the contractor can provide any larger universe that w ould be meaningful. 
The contractor, SE I Corporation , had the largest universes specified by the 
Department o f  the two firm s responding to the R F P  fo r  these services. As 
part o f  the new contract, the Department w ill obtain the advice o f  the 
contractor on whether the universes can be m eaningfu lly expanded.

The PERS  and TRS  funds are compared to two universes consisting o f  
pension funds over $500  m illion  — one State pension funds, the other 
corporate. These universes were established to provide more meaningful 
comparisons than a universe including many small pension plans. Sm a ll 
plans fo r  the most part operate under more restrictive constraints, have less 
diversification into the various asset classes represented in PERS  and TRS , 
and are less like ly  to have professional management. A s pointed out on 
page 5 o f  you r report, sim ilarity in objectives, constraints, opportunities, 
and resources are critical to achieving va lid  comparisons.
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Not unexpectedly, larger plans genera lly seem to have superior investment 
returns as indicated by the enclosed "E X H IB IT  7" prepared by SE I. The 
segregation o f  corporate and state plans is usefu l because their significant 
difference in asset allocations to equities, which results in significantly 
higher returns fo r corporate plans, focuses attention on  this critical po licy  
variable.

5. The Department w ill comply w ith Recommendation 3 , beginning w ith its audited 
financial statements fo r  fisca l year 1989 . However, I  w ould like  to make three 
comments:

a. The statements on page 19 and 2 0  that Treasury does not account fo r  
fore ign equity investments p roperly  o r in accordance w ith generally 
accepted accounting principles are overly  broad. Treasury does account fo r  
foreign equity investments in accordance with genera lly accepted 
accounting princip les, with the exception o f  its treatment o f  historical cost 
and the point o f  realization o f  fo re ign gains o r losses. T reasu ry ’s statement 
o f  market value and total investment income fo r  foreign equities is in 
accordance with generally accepted accounting principles. A s stated by 
Ernst &. W hinney in their annual audit o f  Treasury investments, the 
"differences w ould have no effect on tota l investment income".

b. The departure from  G A A P and its effects are fu lly  disclosed in T reasury ’ s 
financial statements. Y ou r report should acknowledge this. The statement 
on page 20 that "A  departure from  G A A P ...w ill generally resu lt in a 
qualified auditor’ s opin ion disclosing the departure and what effect that 
departure has on the financial statements." m ay leave the reader w ith the 
impression that Treasury did not make this disclosure.

c. The departure from  G A A P was based on consideration o f  a number o f  
issues. These issues were fu lly  discussed by Treasury sta ff and its 
independent auditors. The decision was personally reviewed by me. The 
issues are summarized in the enclosed memo o f  November 1 ,1 9 8 8 . The 
report’ s fa ilu re to address the issues contained in the memo, which was 
provided to Legislative Audit, and its fa ilu re  to acknowledge the 
Department’ s review o f  the issue may leave the reader with the impression 
that the departure was made arbitrarily o r capriciously. In  fact, the issues 
invo lved are very "close" as to what is the best accounting treatment. This 
is reflected in the fact that FA SB -52 , which is the accounting princip le at 
issue here, was high ly controversial and was adopted by the Financial 
Accounting Standards Board  on ly  by a 4 -3  vote.

HM /M BB/ph
ends.
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/. The FAF has endorsed the following standards for investment management per- standards also apply to other organizationsformance presentation. Up to now, this all- important subject has been given insufficient attention; as a result, investment advisers (despite registration with the SEC) have been left to follow their own standards, which have been varied, uneven, and, in some instances, outright irresponsible and dishonest. If the investing public is to be treated fairly, and if the investment management industry is to represent the highest ethical and moral stan­dards, a fair and understandable policy should be followed. The standards recommended ear­lier have been endorsed by the FAF Board of Directors after consideration of comments from its membership (which includes invest­ment advisers, brokers, consultants, academi­cians and other interested parties).II. The overall philosophy underlying thesestandards is the need for full disclosure of in­vestment performance data to clients and client prospects. Certain statistics and pres­entation data have been delineated as require­ments; but the main theme is that investment managers may present any reasonable statis­tics provided that their derivation, and par­ticularly any exclusions therefrom, are high­lighted and made abundantly clear.III. Parties affected by these standards.These standards are directed to " invest- ment managers,'' which obviously includes all registered investment advisers, but the

una iiia ivm um s, s u u i as:A. Stock brokers acting as “portfolio managers"for clients, particubrly those who charge separate (from normal com­missions) fees for their management services.B. Mutual funds, where certain regu­latory presentation practices can be de­ceptive (but which exist wider different jurisdictions).
* C. Consultants, where it is recom­mended that similar standards be set by a separate FAF Committee.IV. While clients and client prospects are encouraged to make extensive qualitative judg­ments of investment managers, these FAF guidelines concentrate on the quantitative- on a complete, accurate and fair presentation of investment performance data.V. Performance Calculation.A. Time-weighted performance cal­culation is the mandatory methodol­ogy, since it represents the only prac­tical method for comparing manager re­sults over time.B. Total return, including income and capital appreciation, is also manda­tory.
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V. Performance Calculation (Continued) Computational Standards.
C  To allow for the most efficient judgment of manager efficiency and client investment returns, results should be presented before fees so long as the manager's fee schedule is included with performance presentation.
D. Managers and new clients should agree in advance on the starting date for performance calculation.

1. This starting date should be part of the Management Agree­ment and calculations should conform to such agreed-to date.
2. Since the precise starting date for managed finds is not always definite (due to legal problems, delay of receipt of funds, etc.), it is recommended that a specified period (i.e., 30 days after funds have become avaihblefor invest­ment) be set as inception for per­formance calculation. Again, the time period will vary from man­ager to manager, dependent on manager style or client prefer­ence; but agreement in advance between manager and new client eliminates potential confusion and sets a consistent standard.

1. Portfolios should be valued at least quarterly. Monthly valu­ation (and linking) is the pre­ferred frequency where practical.
2. A time-weighted return for­mula which minimizes the effect of contributions and withdraw­als must be utilized. Daily ac­counting for contributions and withdrawals is the preferred method.
3. When a contribution (or with­drawal) is significant (eg., over 10%) in relation to the latest cal­culation of market value, a port­folio is best revalued on the date of the contribution (or withdrawal) in order to reduce possible distor­tion.
4. Investment income should be included on a full accrual basis (as opposed to cash basis).F. Performance results for any one asset class (such as equities) should in­clude cash equivalents and any other securities (e.g., convertible securities in an equity portfolio) held by the man­ager in place of that asset.
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*•.' * * .• . ' : ' V /-JlfV'.V- .. .  ■ -  ................ . ............. ...............
V. Performance Calculation, Paragraph F. vesting within that asset c(Continued) class (e.g., small-to-me- dium capitalization equi­2. If managers present perform­ ties), this should also beance results for any particular stated.asset class excluding cash or othersecurities used by the manager in b. Examples of such ex­place of the asset class, perform­ clusions might include: 1ance with cash and the other secu­rities should likewise be presented Special category invest­• along with a statement tlmt re­ ments, such as assets notsults so presented conform to FAF carrying full discretionarystandards. power vnthin a manager's business in which other ac­ IG. Compound annualized perform­ counts are normally dis­ance returns should be presented for all cretionary.periods covered in presentation. Client assets not beingH. Exclusions from account perform­ charged a fee, within a man­ (ance calculations and presentation should ager's business which is Vbe clearly stated. normally fee-based. As indicated throughout Sect­1. Complete information on in­ ion Vlll, the performanceclusions and exclusions of data of all fee-based accountsshould be presented, as per at­ should be accounted for intached Tables I and 11. manager measurement and presentation.a. Managers should pro­vide the percentages of their 1. Balanced accounts.inclusions and exclusionsto prospects. Thus, if the 1. Balanced accounts, with bothpresented data constitutes equity and fixed income assets, \ •85% of the asset class (e.g., should be separated into tzvo dis­equities) managed, with tinct equity andfixed income cate­157o excluded, this should gories. Each such category shouldbe so stated. If the pre­ be assigned its own cash balancessented data constitutes 50%> so that the performance of eachof a particular type of in- e
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V. Performance Calculation, Paragraph 1. b. Fixed income, includingNumber 1. (Continued) cash or substitute seairitiesdesignated for potential in­investment class will include re­ vestment in fixed income.turns specifically reflecting theuse of cash equivalents and other c. Total account.substitutions. While managersmay be able to supply sufficient 4. 3.a. and 3.b. results should berisk and volatility information on compared against their respec­each investment class to allow • tive, comparable indexes, as ifclients to make a reasonable judg­ they were separate equity andment of results as if cash had been fixed income accounts.included, the information content■from the separation of balanced 5. While separating the parts ofportfolios into distinct asset "pots" a balanced account as recom­(each with its own cash equiva­ mended provides valuable in­lent or substitute holdings) is too sights into the capabilities ofvaluable to leave to manager choice. managers in each distinct assetclass, the most significant per­2. Assuming that the balanced formance criterion is still the com­account manager’s assignment bined, total account results.from the client is to periodicallychange the asset mix, managers 6. Results for the total accountaltering the ratios between equi­ are best compared against equityties and fixed income should make andfixed income proportions thatbookkeeping transfers of cash from reflect client objectives/guide­one category to the other. Ac­ lines; these proportions shouldcounting for such transfers should, be agreed to in advance by clientof course, be based on the specific and manager.cash transfer dates. •a. Comparative perform­3. Performance results from bal­ ance should then be calcu­anced accounts should, therefore, lated by apportioning the re­include the followii ig: turns from each of the in­dexes chosen to represent eacha. Equities, including cash asset class to the agrced-toor substitute seairities des­ignated for potential invest­ment in equities.
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B. Comparisons with specific meas­ures (e.g., real returns adjusted for in­flation, riskless returns from T-Bills, etc.) may be used so long as FAF stan­dards on other factors, as presented herein, are followed.VII. Treatment of convertible securities.A. Convertible securities should nor­mally be included in equity perform­ance, unless jnanager and client agree in advance to their inclusion in fixed income. If convertibles are subsequently shifted from equity segments to fixed income, or vice versa, clients should be notified at the time of such shifting.VIII. Formation and presentation of com­posite performance results by managers.A. All managers should construct and present accurate composites of in­vestment performance. Rules for such composites include:
1. Managers should compile and present such results for as Jong a period of time as accurate ac­counting can be accomplished, no less than 10 years if possible and up to 20 if practical.
2. Management organizations in business for less than 20 years should include results from the very first full calendar year since their inception.

V. Performance Calculation, Paragraph I. Number 6. (Continued)percentage bogey for that as­set class. Assume, therefore, that client and manager have agreed to a balanced account risk posture of 60% equities and 40% fixed income. The comparative indexes used for equities (assume the S&P500) should be weighted at 60%, while the appropriate fixcd- income indexes (assume the Shearson/Lehman Corporate/ Govt. Index) should be weighted at 40%, producing a number against which the total account performance return should be compared.J. In addition to actual results, per­formance for accounts utilizing lever­age should be calculated and presented as if they had been made for all-cash (no leverage).VI. Indexes used for performance compari­sons.A. Managers should explain in ad­vance any indexes used for performance comparisons to clients and prospects. These indexes should parallel the risk or investment styles the client account is expected to track.



• •VIII. Formation and presentation of compositeperformance results by managers, Paragraph A.(Continued)
3. Each and every year of such results should be presented to pro­spective clients, uxxless specific requests are for different periods.
4. Results presented to cliexit pros­pects should be shown both for in­dividual years and cumulative pe­riods, as indicated in attacned Table L
5. All cliexxt accounts should be included for whatever period such accounts were under managemetit; pcrtioxxs of periods under man­agement (i.e., maixagers choosing inclusion of portions) is prohib­ited.
6. Cliexits' accounts no longer under management should be included in composite(s). So- called "survivor" performance results are to be avoided.
7. Changes in a xnaxxager firm's organization should not lead to an altering of composite results. Results achieved by an organiza­tion are the organization's repon- sibility; changes in personnel do not constitute a justifiable reason to alter composite performaxxce re­sults.

8. Maixagers are encouraged to construct separate composites where valid reasons exist for doing so. A differentiation between taxable versus nontaxable ac­counts; fully discretionary ver­sus not-fully-discretionary; and other categories which entail varied investment styles, con­trols, or risks constitute valid reasons for separate composites. /4s indicated in Paragraph 9.d. below, however, managers should list all of their composites, with performance figures and other pertinent information on each, whenever performance results are presented. Any and all exclu­sions from any presentation of performance results should be clearly stated.
9. Composite performance cal­culation and presentation should be weighted by account sizes. A median of unweighted results may also be presented, but this should be accompanied by results weighted by account size, along with the statement that the latter is the recommended procedure as set by the FAF.
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VIII. Formation and presentation of composite discretion over changes from oneperformance results by managers, Paragraph A, asset to another. If the client hasNumber 9. (Continued) set balanced limits from which the manager should not deviate,Managers should also clearly the segregated assets (with theirdelineate the following: respective cash positions) should be included only with their likea. The number of client re­ asset composite. (Example: Clientlationships included in each gives Mamger $6 million for bond(and all) composite(s); management and $4 million forb. The total size of the com­ stock management, with nochanges in mix to be made by Manager. The $6 million shouldposite for the beginning(January 1) and end of each be added to the Manager's bondyear; composite and $4 million addedc The weighted average to Manager's stock composite—nothing to be included in Man­size of accounts constitut­ ager's balanced account compos­ing the composite. ite.)d. As indicated above, in­formation on all excluded 12. Since performance resultsassets from any composite will be reported to clients alongpresentation should be zvith either actual or average feepresented. information (See Section V., Para­graph C.), composite figures10. Fixed income and equity should likewise contain sufficientportions of balanced accounts information to enable clients andshould be included in their re­ prospects to compute performancespective equity and fixed income on both a pre- and post-fee basis.composites, provided they con­form to Section V., Paragraph I. 13. Managers should indicateabove on balanced account calcu­ typical indexes against which anylations. and all composites are normally judged by respective clients. Thus,11. Balanced account compos­ a manager's equity com lusiteites should include only those ac­ which includes accounts with bothcounts where the manager has large and small capitalization equi­ties of comparable weighted size
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VIII. Formation and presentation of composite 
performance results by managers, Paragraph A. 
Number 13. (Continued)to the S&P 500 should be com­pared against the S&P 500, while a small-to-medium capitalization stock composite should be com­pared against NASDAQ, Russell 3000, etc. An account with, for example, 50% of its total in small- to-medium capitalization stocks and 50% in large capitalization stocks should be compared against similar-weighted separate indexes, rather than against either one of the two.

14. Composites should follow the same treatment of returns with and without cash as indicated in Section V., Paragraph F.
15. Presentation of risk meas­urements such as Alpha, Beta and Standard deviation for individ­ual account returns within any composite is encouraged.
16. Other pertinent infonna- tion for use in performance analy­sis should be added to composite presentations. For example, man­agers are encouraged to include (for each period) average market capitalization of stocks held, aver­age quality and duration of bond holdings, etc.

B. Table 11 provides a sample rec­ommended format for composite per­formance presentation to client pros­pects and consultants. Table II should accompany the specific performance re­sults as presetted in Table I.IX. Verification of composites.A. Audited compositeand other per­formance figures are encouraged. At the very least, managers presenting performance data should make a posi­tive written statement that full disclo-* sure of rssets included and excluded has been made and that calculations conform to FAF standards. Any demo­tions from these FAF standards should be specifically stated.B. The principles of these FAF per­formance presentation standards should apply to all individuals and organiza­tions serving investment management functions. Consultants are likewise encouraged to adopt similar standards and principles in reporting perform­ance data.X. Table III is a checklist for managers andclients—to assure proper conformance to the standards presented above.



T A B L E IX Y Z  Capital Management: Actual nnd Annualized Equity Performance Versus S&P 500■Category of Accounts: Tax-Exempt Client Portfolios Annualized Percentage Returns for N Years Through Ycur X
A ctu a l 

S tu n d i ir d „ »  R e tu rn1.2% 10.725.24 14.3011.75 19.8018.05 15.5115.00 16.0716.47 17.4717.30 14.2813.82 17.5816.(X) 18.1916.29 17.3915.28 15.0613.03 15.08 15.44 13.90 15.55 12.7511.83 10.789.88 13.2510.42 12.2510.653.0% 17.9918.67 24.6225.04 17.1518.45 17.4419.46 18.8719.87 14.8915.33 18.5917.62 19.1617.75 18.1516.45 15.5113.84 15.4814.73 15.84 12.91 16.45 12.41 10.7910.21 11.8410.78 12.3511.001.9% 31.6131.75 16.7318.34 17.2619.72 19.0920.18 14.2814.66 18.7017.45 19.3217.61 18.1716.18 15.2313.32 15.2414.34 15.6416.25 12.50 • 10.25 11.90 9.59 ’11.4110.24 11.9910.503.0. 3.546.29 10.6814.13 15.1816.55 10.3110.75 16.2734.78 17.4015.42 16.3614.11 13.3411.21 13.5512.55 14.1714.31 10.9110.25 8.64 9.99 7.92 8.73 10.709.122.8% 18.3222.55 21.4922.05 12.6712.28 19.6917.01 20.3817.34 18.6615.48 14.8011.92 14.8613.36 15.4015.79 11.6710.66 9.118.07 10.55 11.27 8.94 9.346.8% 24.7521.54 9.947.47 20.1515.21 20.9016.07 18.7214.11 14.2410.25 14.2712.10 15.0414.98 10.959.41 8.236.72 9.877.78 10.708.313.5% - 3.10- 4.97 17.9212.18 19.6514.29 17.2612.32 12.248.12 12.7410.61 13.7234.06 9.347.98 6.545.19 8.486.49 9.517.184.4% 43.5032.42 32.9625.35 24.9518.75 16.4411.66 16.2014.02 16.8017.60 11.249.96 7.816.53 9.857.85 10.868.483.1% 23.1918.65 16.6012.46 8.615.29 10.239.83 12.0814.83 6.636.61 3.493.27 6.245.12 7.726.102.4% 10.376.59 1.98- 0.53 6.227.04 9.4713.90 3.594.36 0.530.91 4.023.31 5.934.632.4%2.5% - sn- 7.1715.2423.94
4.217.2617.5130.42

9.1716.444.677.74
1.963.80-0.191.64

-1.33-0.194.844.89
2.992.787.296.40

5.314.35 X Y Z  C A P IT A L  M ANAGEM ENT CO M PO SITE O F A L L  C LIE N T S (HOLD)S&P 500 INDEX2.9% 19.8237.23 - 0.240.46 - 4.85- 4.87 2.390.60 5.7 6 3.21 Cliuructerislic IJne^10̂3.0%2.7% -16.94-26.46-13.45-14.69
-15.21-20.805.100.75

-2.83- 9.289.965.08
2.51-3.89 Beta = .89Annual Alpha = +2.6% R2 = 903%3.2% 27.6219.00 23.9416.623.1% 20.3714.30

This performance presentation of XYZCapilal Management confomu (o the standaMs Kl by (he Financial Analysts Federation (standards dated ,19 )
In addition to (he informalionpreKnleu herein, such standards include:

1) Kclumi from all cash reserves and equivalents and/or bondi used by Ihe manager in place of equities ore included in performance calculations.
2) Figure* include aceuuiu under our management from (heir reipeclivc inception dales, including I hose clients no longer with Ihe firm.
3) No selective periods of performs nee have been Uiliied. Results fruro ill accounts have been continuous from their inception to (lie present or to Ihe cessation of Ihedient relationship with the firm.
4) The composite calculation tus been appropriately weighted for the size of each account.
5) Results are presented before management and related custodial feet. XYZCapital Tee schedule it attached.
6) Convertible securities have been included in these equity results.
7) No alterations of compuiilct at presented here have occurred due to changes in personnel or other reasons at any lime.
8) have been audilcd as of 3/3/88 (statement altachcd)
9) Ap( I /rely thirds of all pnnfuliiv< had returns equal to Ihe composite ’actual relum’  ■*/• one standard dcvr ’

10) The f •ctcrialic lane it a regression of manager composite performance versus S t  I1 5(0 over lire full pcrtinn.a, .lory (17 years)



TA BLE  I IX Y Z  Capital Management Equity Account Summary Category: Tax-Exempt Client Portfolios
Year
1987

1986

1985

1984

1983

1982

1981

1980

1979

1978

1977

1976

1975

1974

1973

1972

1971

Composite Assets ($000) Reg. Yr. Yr. End % Equiv, % X Y Z ’s Total Equity EquitiesAssets ^  Managed #ofClients Average Account Size ($000) Median Account Size ($000))
5,506,550

4,456,012

3,463,639

3,253,627

2,486,902

1,840,726

1,749,541

1,133,875

850,993

645,561

677,257

540,736

343,959

317,764

179,007

78,626

28,205

5,881,173

5,506,550

4,464,521

3,439,790

3,253,627

2,480,4d5

1,840,726

1,749,541

1,133,875

850,993

645,561

677,257

540,736

343,959

317,764

179,007

78,626

100% 96% 65 80,580 40,813

100 90 62 77,557 28,726

100 92 57 65,655 38,975

100 93 55 52,118 25,926

100 . 91 56 48,562 20,608

100 89 52 42,042 20,933

100 90 , 51 31,737 19,262

100 91 45 35,705 26,285

liX) 92 42 23,622 12,882

100 90 41 18,500 11,268

100 85 42 14,345 7,510

100 87 44 13,82*, 7,588

100 88 43 11,265 6,058

100 90 40 8,000 4,801

100 98 33 8,362 6,795

100 98 21 7,459 1,997

100 98 14 4,914 927

Thil cun petite prrtenlatian ofXYZ Cap'lil Management conformi totheitamiirdi tel by Ihe Financial Analyst* Federation (itandarJi tilled ,19 ).
In addition lo Ihe information pte tented herein, nub 1L4nJ.ml1 incloJc:
1) All ca»h niervct end equivalent* enjjor bend* utcd by the marugcr in place or equities are included in cumpucilc preaentaliora.
2) Figure* include account* under in* management Crora their rcipeclive inception dale*, including thute client* no longer with llie firm.
i )  No *cieclivc period* for prctcntation have been utilized. Ojta from all account* have been continuum from llicir inception lo Ihe prricnt or (0 Ihe ceuation of the client relatioruhip with the (inn.
4) The compotite calculation hat been apprqiriately weiglilcd Tor Ihe *izc of each account.
5) Kctulu arc pretenled before management anj related autodial fee*. The average fee charged for each period appear* in Ihe prcientalion.
6) Convcniblc iccuritici have been included in Iheic equity cunpotitei.
7) No alteration* of compotite* a* presented liere have occurred due tochange* in penonncl or other rcatons at any lime.
8) The dila have been audited a* of 3/3/bd (ilatcmcnl altaclicd)
9J Percentage of 'equivalent* equity utcU means Ihe umount (%) of account* repmentcd which th.irc very comparable invcslmcnl guideline* art! riikj.



FAF Investment Manager Performance Presentation Standards ChecklistFollowing is a checklist for investment man­agers, their clients and prospects, and for con­sultants—to assure proper conformance to the Financial Analyst Federation "Perform­ance Presentation Standards of January 12, 1989I. Performance calculations.□  A. Performance results havebeen calculated on a time-weighted basis.
□ ?>. Returns combine incomeand current market valuations (thus, presenting so-called total returns).
□  C. Manager fee levels havebeen disclosed along with performance records so that after-fee results can be measured.
□  D. Performance results ofbroad security classes such as equities or fixed income have been calculated with cash r* substitute securities in­cluded. If cash has been excluded in the calculations,returns with cash have also been presented, along with the state­ment that FAF standards consider performance with cash as most repre- sentativeof managerial resultsand most representativefor comparisons with other managers.

Table I I I □ E. All exclusions from per­formance calculations and presentation by manager have been disclosed.
□ F. The method of linking in­terim performance results (daily, monthly, quarterly) has been explained. (FAF standard is for monthly linking.)
□ G. Balanced account perform­ance.

□ 1. Manager has as­signed cash and substitute secu­rities to the specific asset cate­gory to which it belongs, thereby allowing a clear division of the performance record for each asset managed.
□ 2. If cash and substi­tute securities are not assigned to a separate asset, comparisons should not be made against other managers' performance figures for assets where cash returns have beat included.
□ 3. Manager has sup­plied information on risk, volatil­ity and/or other measures which allow for reasonable performance evaluation.

-38- Table III - page 1
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□ H. Convertible securities havebeen consistently assigned to either equi­ties or fixed income, and have not been shifted without notice being given to clients concurrent or prior to such shift.
□ J. Managers have provided theindexes against which their submitted performance records have normally been compared.
□  K. If managers' assets havebeen leveraged, and performance re­turns calculated on this basis, results on an all-cash (unleveraged) basis have been provided.

II. Investment manager composites of performance results.□ A. Manager has submitted acomposite of all accounts managed for each period submitted; the composite includes results from any and all ac­counts no longer clients of the firm.
□ B. Ifa manager has separatecomposites, all have been submitted. A prospect should be able to account for the performance of all of the manager's assets managed.
□ C. Composites are not "sur­vivors only" compilations; they include results of all accounts ever managed, including those of clients no longer with the firm.

i%. f';' -'VI I v

□ D. Allperformanceresults con­tained in the composite include cash and substitutable securities, as per ID. above.
□ E. All individual years andcumulative performance results for all periods have been supplied. The com­posite covers every year of the past 10 years, along with longer term re­sults if the manager has been in busi­ness this long.□ F. Compound annualized re­turns have also been provided for all pe­riods. *
□ G. Aclear statementfrom man­ager indicates that no selectivity of ac­count results for partial periods exists.
□ H. Composite or other data havenot been altered for reasons of personnel changes or any other reasons.
□  I. Composite results are:□ 1. Weighted for the dol­lars under management (the FAF standard). ■ *

□ 2. Presented on a me­dian (unweighted) basis (recom­mended only as additional infor­mation, not as the primary disclo­sure).

veSm

-39- Table III- page 2



---------------------- —___________________;_______- .  ̂ /' ‘ 1 1 ;; ■□ J. Data includes: □ N. Other information pro­vided:□ 1. Number of client re­lationships in the composite. ■□  2: Assets under man­agement for each period. III. Verification of performance data.
□  3.- Average and median □ A. Results have beat auditedsize of accounts in the composite by reputable auditors.have been presented. □ B. Results are not audited, but□ 4. Assets included in the include statements that calculations andcomposite presented are shown as presentation of individual accounts anda percentage of the manager's total composites conform to FAF perform­accounts which share very com­ ance presentation standards.parable investment guidelines andrisks; and as a percentage of the □ C. Neither of A. or B. above.manager's totalfunds under man­agement. All clients and relatedperformance data for this asset. type can be accounted for. -□ K. Fee information is clear, sothat pre- and post-fee results can be de­termined.

□ L. Composites include typicalindexes against which manager has beenjudged.
□ M. Alpha, Beta, StandardDeviation of Returns and other meas­ures of risk, quality, variability, etc.within the composite for each year havebeen indicated.

Table III - page 3
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l i t l iW IL L IA M  M .
M E R C E R  M E ID IN G E R  H A N S E N
in c o r p o r m id

F e b ru a ry  2 1 , 1989
M r. Jam es R . W ils o n  S ta te m e n t In v e s tm e n t O f f i c e r  S t a t e  o f  A la s k a  D ep artm en t o f  R evenue T r e a s u r y  D iv i s io n  P .O . Box SB Ju n e a u , AK 99811R e: PERS and TRS F in a n c ia l  P r o je c t io n sD ear J i m :E n c lo s e d  yo u  w i l l  f i n d  o u r  a c t u a r i a l  p r o j e c t i o n s  o f  f i n a n c i a l  r e s u l t sf o r  b o th  PERS and TRS f o r  t h e  n e x t  15 y e a r s .  As a lw a y s , c a r e  s h o u ldbe e x e r c is e d  in  u s in g  t h e s e  lo n g -te r m  f i n a n c i a l  p r o j e c t i o n s .F o r  b o th  PERS and T R S, we p r o v id e  p r o j e c t i o n s  b ased  upon fo u rd i f f e r e n t  s e t s  o f  a c t u a r i a l  a s s u m p tio n s . The f i r s t  t a b l e  f o r  eachr e t ir e m e n t  sy ste m  i s  b ased  upon t h e  c u r r e n t  a c t u a r i a l  a ssu m p tio n  w h ich  assum es an in v e s tm e n t r e tu r n  r a t e  o f  9% p e r  y e a r  and s a l a r y  i n c r e a s e s  o f  6.5%  f o r  th e  f i r s t  f i v e  y e a r s  o f  em ploym ent and 5.5% f o r  l a t e r  y e a r s  o f  em ploym ent. T hen, f o r  e ach  r e t ir e m e n t  s y s te m , we p r o v id e  t h r e e  a d d it io n a l  p r o j e c t i o n s .  The f i r s t  one assum es a 1% h ig h e r  in v e s tm e n t r e tu r n  w ith  no c h a n g e  in  t h e  s a la r y  in c r e a s e  a s s u m p tio n ; th e  seco n d  one assum es no ch an g e  in  th e  in v e s tm e n t a ssu m p tio n  b u t a 1% low er r a t e  o f  s a l a r y  in c r e a s e  a ss u m p tio n ; th e  l a s t  o n e , w hich p r o v id e s  t h e  m ost o p t i m i s t i c  s c e n a r i o , b a s e s  i t s  p r o j e c t i o n s  upon a 1% h ig h e r  r a t e  o f  in v e s tm e n t r e tu r n  w ith  th e  1% lo w e r s a l a r y  in c r e a s e  a s s u m p tio n .F o r  b o th  PERS and T R S, t h e r e  w ere a c t u a r i a l  l o s s e s  d u r in g  FY88.T h e se  lo s s e s  le d  t o  low er fu n d in g  r a t i o s  and in c r e a s e s  in  em ployer c o n t r ib u t io n  r a t e s .  T h ere  w ere t h r e e  m a jo r  d e v ia t io n s  from  a c t u a r i a l  a s s u m p tio n s  d u r in g  th e  y e a r .  O f g r e a t e s t  im p o rta n ce  was th e  s u b s t a n t i a l  in c r e a s e  in  t h e  m o n th ly  premiums f o r  r e t i r e e  m e d ica l in s u r a n c e . The m o n th ly  r a t e  i s  c u r r e n t ly  $250 p er month p e r  b e n e f i t  r e c i p i e n t .  A f t e r  a few  y e a r s  o f  d e c l i n i n g  r e t i r e e  m e d ic a l in s u r a n c e  prem iu m s, t h e  r a t e s  have o n ce  a g a in  s h o t  sk y w ard .T h e re  w ere a c t u a r i a l  lo s s e s  from  l e s s - t h a n - a n t i c i p a t e d  in v e s tm e n t r e t u r n  r a t e s  d u r in g  th e  y e a r .  Even w ith  th e  t h r e e - y e a r  sm o oth in g ap p ro a ch  u sed on v a lu a t io n  a s s e t s ,  t h e  d r a m a tic  drop in  e q u it y  v a lu e s  on O c to b e r  1 9 , 1987 s t i l l  had an a f f e c t  on th e  t o t a l  in v e s tm e n t p e rfo rm a n c e  f o r  t h e  y e a r .  Based upon v a lu a t io n  a s s e t s ,  b o th  PERS and TRS had in v e s tm e n t p e rfo rm a n ce  r a t e s  d u r in g  t h e  y e a r  w hich were a b o u t 3% l e s s  th a n  o u r  9% i n t e r e s t  a s s u m p tio n .- 4 4 -1A M.v-h {. Mclrnnan Cnn:pan\One Union Squa/e • 600 llniverjity Street, Suite 3200 • Seattle, Washington 98101-3117 •



P a r t i a l l y  dam pening t h e  a f f e c t s  o f  th e s e  tw o a c t u a r i a l  l o s s e s  w ere th e  l e s s - t h a n - a n t i c i p a t e d  s a l a r y  in c r e a s e s  d u r in g  th e  y e a r .  Both PERS and TRS e x p e r ie n c e d  a c t u a r i a l  g a in s  in  t h i s  a r e a -The p r o j e c t i o n s  t h i s  y e a r ,  when com pared w ith  l a s t  y e a r ' s  p r o j e c t i o n s ,  a l l  show s l i g h t l y  lo w e r fu n d in g  r a t i o s  and s l i g h t l y  h ig h e r  e m p lo y e r  c o n t r ib u t io n s  a t  a l l  d u r a t i o n s .  More th a n  a n y th in g  e l s e ,  t h i s  r e f l e c t s  t h e  im p act o f  th e  h ig h e r  c o s t  o f  p o s t - r e t ir e m e n t  m e d ic a l i n s u r a n c e . A l s o ,  t h i s  y e a r 's  p r o je c t i o n s  in c lu d e  a d d it io n a l  e m p lo y e r  c o n t r ib u t io n s  f o r  th e  R e tire m e n t I n c e n t i v e  P ro gram .
D e s p u e  a c t u a r i a l  g a in s  fro m  l e s s - t h a n - a n t i c i p a t e d  s a l a r y  in c r e a s e s  d u r in g  FY 8 8, a c t u a r i a l  lo s s e s  from  a d r a m a tic  r i s e  in  r e t i r e e  m e d ic a l in s u r a n c e  p rem ium s, a s  w e ll a s  l e s s - t h a n - a n t i c i p a t e d  in v e s tm e n t p e r fo r m a n c e , le d  t o  a d e c r e a s e  in  fu n d in g  r a t i o s  f o r  b o th  PERS and T R S. N e v e r t h e le s s , b o th  p la n s  a re  s t i l l  e x tr e m e ly  w e ll fun d ed and a r e  p r o je c t e d  t o  rem ain  so i n  th e  e n s u r in g  y e a r s .S i n c e r e l y ,
R o b e rt F . R ic h a r d s o n , A SA , EA, MAAA P r i n c i p a lR F R :js



Investment Return 9.00V. (nominal) Salary Incruases 6.04V. (6.5/5.3 assumed)•o m m , .  ■ My- ;
As of Total Accrued Surplus* Total r.mnl over Employee Total Benef i t Net
June 30 Assets Liability (Deficit) Salaries Contri be Conti- lbs Contrib-i Payments Contribs

1988 1-. 331.905 1.340.677 (16,7/2) 413.556 59,004 37,885 96,839 70,902 17,987
1909 11475.967 1,482,362 (6,395) 438,530 bV,519 39,723 99,242 C3.548 15,694
1990 1.631,182 1,628.457 2,725 465,022 57.697 38,667 96.564 811.385 0,179
1991 1,793,142 1,784.918 8,224 493,110 57,715 3/.723 95,438 93.429 2,009
1992 1,963,887 1,952.792 11,094 522,893 60.979 39,897 100,876 98.692 2,183
1993 2,150.872 2,136.494 14,378 554,476 64,410 42.196 106,614 104,192 2,421
1994 2,355,692 2,337.571 18.121 587,967 68,040 4 4,627 112,667 109,945 2.722
1995 2,5B0.089 2,b57,VH 22,370 623,480 71,855 •17,197 119,052 114,812 4,240
1996 2,827,177 2,799,971 27,206 661,138 75,870 49,916 125,786 125,013 773
1997 3,093,880 3,061,206 32,675 701,071 80,095 52,791 132,886 129,756 3,130
1998 3,383,130 3,349,291 38.039 743,415 84,542 55.830 140,372 138.434 1,938
1999 3,70B,B10 3,663,024 45,786 788,318 89,218 59,124 148.342 146,321 2,021
2000 4,039,735 4,006,144 53,591 835,932 94,136 62,695 156,831 151,330 5,501
2001 4,447,302 4,384.959 62,343 886,422 99,307 66,482 165,789 155,844 9,944
2002 4,875,962 4,e03,B04 72,158 939,962 104,740 70,497 175,237 165,218 10,019
2003

|
5,345,017 5,261,848 83,169 996,736 110,445 74,755 185,200 172,835 12,366

CO * Surpluses reduce employer contributions over 5 years
*

' a
Deficits increase- employer contributions over 25 years

Endlon 
Investment Asset
Earninns Valuation

126,O/S 
139,521 
153,701 
160,735 
184.802 
202,398 
221,675 
242,048 
265,931 
291,120 
318,741 
348,904 
382,066 
418,716 
459,035 
503,255

1,475,967
1,631,18?
1,793,142
1,963,887
2,150,072
2,355,692
2.5110.089
2.827,1/7
3,093,880
3,388,130
3,708,810
4,059,735
4,447,302
4,875,96?
5,345,017
5,860,638

PERCENTAGE RATIO RELATIONSHIPS OF ADOVE DATA 

----   A= V. of Salaries— ----  —  — As V. of Assets—
As of Fundinq Employer Employee Total Benef i t. Net Investment
June 30 Ratio Contribs Ccintri bs Contribs Payments Contribs Earninqs.

1988 98.8 14.27*/. 9. 167. 23.43*/. 19.087. 1.287 9.007.
1989 99.6 13.57*/. 9.06*/. 22.637 19.037 1.017 9.007
1990 100.2 12.457. 8.327. 20.777. 19.017 0.487. 9.007.
1991 100.5 11.707. 7.657 19.357 18.957 0.117. 9.007.
1992 100.6 11.66*/. 7.637. 19.29*/. 18.07*/. 0. 117 9.007.
1993 • 100.7 11.627. 7.617. 19.23/. 18.797. 0.117 9.007.
1994 100.8 11.37*/. 7.597. 19.167 18.707. 0. 117. 9.007
1993 100.9 11.527. 7.57*/. 19.097 18.417 0.16*/. 9. 007.
1996 101.0 11.487. 7.537. 19.03’/. 18.917. 0.037. 9. 00%
1997 101. 1 11.427. 7.537 18.957. 10.517 0. 107 9.007.
1998 101.2 11.377. 7.517. 18.887. 18.627. 0.057 9.007.
1999 101.2 11.327. 7.50’/. 18.827 18.567 0.057 9.007.
2000 101.3 11.267. 7.50*/. 18.767. 18.107 0. 137. 9.007
2001 101.4 11.207 7.507 18.707 17.587. 0.217 9.007.
2002 101.5 11.147. 7.507. 1U.647 17.587. 0. 207 9.007.
2003 101.6 11.087. 7.507. 18.587 17.347 0.227. 9.007



a-'V •••
T ab le  2

SI»il i. of Alaska IRS 
Financial Prniectians < " »  omitted)

Investment Return 10.007. (nominal) ' ' .. *• *' J i . Salarv Increases 6.047. (6.5/5.5 assumed)

— Valuation Amounts on July 1 — ----Flow Amounts During Following 12 Months— — ..... • Endinq
As of Total Accrued Surplus* Total Employer Emp)oyue Total Benefit Net Investment Asset
June 30 Assets Liability (Deficit) Salaries Contribs Cuntribs Contribs Payments Contribs Earnings Valuation

1988 l'«331.903 1,348,677 (16.772) 413,556 59,004 37,885 96,889 78,902 17,987 140,749 1,490,641
1989 1 ,*490,641 1,482,362 8,279 438,535 57,237 39,723 96.960 83,548 13,413 157,188 1.661,242
1990 1,661,242 1,628,457 32,785 465,022 55,090 33,667 93,757 88,385 5,372 174,699 1,841,313
1991 1,841,313 1,704.918 56.394 493.110 53,216 37,723 90,939 93,429 (2,490) 193,213 2,032,036
1992 2,032.036 1,952.792 79,244 522,893 54,614 39,897 94.511 98,692 (4,181) 213,155 2,241,009
1993 2,241,009 2,136.mV4 104.515 534,476 56,000 42,196 98.195 104,192 (5,997) 235,006 2,470.018
1994 2,470.018 2,337.571 132.448 5B7.967 57,o63 4«t,627 101,989 109.945 (7,956) 258,954 2,721.016
1995 2,721,016 2,357.711 163,306 623,400 58,692 47,197 105,890 114,812 (8.922) 285,261 2,997,355
1996 2,997,355 2,799,771 197,384 661,138 59,976 49.916 109,892 125,013 (15,122) 313,966 3,296,199
1997 3,296,199 3,061.206 234,994 701.071 61,199 32.791 113.990 129,756 (15,766) 345,313 3,625,746
1998 3,625,746 3,349.291 276.455 743.415 62.349 55,830 118.180 138,434 (20,254) 379.691 3,985,182
1999 3,985,182 3,663.024 322,159 780.31B 63,406 59,124 122,530 146,321 (23,791) 417,255 4,378,646
2000 4.378,646 4,006.144 372,501 835,932 64,351 62,695 127,046 151,330 (24,284) 458.544 4,812,905
2001 4,812,905 4,384.759 427,946 886,422 65,161 66.482 131,643 155,044 (24,202) 504,145 5,292.840
2002 5.292,848 4,803,804 489,044 939,962 65,804 70.497 136,302 • 165,218 (28,917) 554,303 5,8)8,235
2003 5.818,235 5,261,848 556,386 996,736 66,248 74.755 141,003 172,835 (31,831) 609,323 6,395,726

* Surpluses reduce employer' contributions over 5 vears
* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA 

-As 7 of Salaries-— --------------- — As 7 of Assets—
As of Funding Employer Emplovee Total 'Benefit Net Investment
June 30 Ratio Contribs Contribs Contribs Payments Contribs Earnings

1988 98.8 14.277. 9.167. 23.437 19.087 1.287. 10.007
1989 100.6 13.057. 9.067. 22.117. 19.057 0.857. 10.007
1990 102.0 11.857. 8.327. 20. 167. 19.017 0.317. 10.007
1991 • 103.2 10.797. 7.657. 18.447. 18.957 -0.137 10.007
1992 104.1 10.447. 7.637. 18.07% 18.877. -0.207 10.007
1993 . 104.9 10. 107. 7.617. 17.717. 18.797 -0.267. 10.007
1994 105.7 9.767. 7.597. 17.357. 18.707 -0.317 10.007.
1995 106.4 9.417. 7.577. 16.987 18.417 -0.317 10.007
1996 ic;.o 9.077. 7.557. 16.627 18.917 -0. 487. 10.007.
1997 107.7 8.737. 7.537. 16.267. 18.517. -0.467 10.007.
1998 108.3 8.397. 7.517. 15.907 18.627. -0.537 10.007.
1999 108.8 8.047. 7.507. 15.547. 18.567. -0.577 10.007.
2000 109.3 7.707. 7.507. 15.207. 18.107. -0.537. 10.007.
2001 109. B 7.357. 7.007. 14.857 17.587 -0.487 10.007
2002 110.2 7.007. /.507. 14.507 17.587. -0.527 10.007.
2003 110.6 6.657. 7.507. 14. 157. 17.347 -0.527 10.007



St Mu of AlanLa TRS 
Financial Protections C000 omitted)

Investment Return 9.00" (nominal) Salary Increases 5.047. (5.5/4.5 assumed)

— Valuation Amounts on Julv 1—  — ---------Flow Amounts Purina Following 12 Months—

I
inI

As of 
June 30

1903
1909
1990
1991
1992
1993
1994
1995
1996
1997 
199B
19992000 2001 2002 
2003

Total Accrued Surplus* Total Emplover Employee Total Benef i t Net
Assets Liability (Deficit) Salaries Contribs Contribs Contribs Payments Contribs

1,331,905 1,348,677 (16,772l 409,656 58.S41 37.584 96,126 73.590 17,536
1‘,475,495 1,476,121 (626) 430,303 57.181 39,090 96,272 82,889 13,383
1,628,251 1,614,564 13,687 451,990 55,323 37,668 92,995 87.343 5,653
1,787,295 1,761,762 25,532 4/4,770 53,923 36,320 90,243 91,961 (1,718)
1,953,594 1,918,539 35,056 498,699 55,872 38,051 93,922 96.757 (2,834)
2.134,368 2,089,059 45,309 523,833 57,895 39,064 97,759 101,741 (3,982)
2.330,944 2,274,591 56,353 550,234 59,995 41,763 101,757 106,927 (5,169)
2.544,767 2,47o,514 68,252 577,966 62,172 43,752 105,924 111,171 (5,247)
2,778,619 2,697,541 81,078 607,096 64,429 45,836 110.265 120,690 (10,425)
3,029,054 2,934,142 94,912 637,693 66,766 48,018 114,784 124,686 (9,901)
3,303,589 3,193,767 109,822 669,833 69,185 50,304 119.490 132,547 (13,057)
3,600,647 3,474.741 125,906 703,592 71,687 52,769 124,456 139,543 (15,087)
3,923,522 3,780.270 143,252 739,053 74.272 55,429 129,701 143,580 .(13,879)
4,278,026 4,116,064 161,962 776,302 76,943 58,223 135,165 147,035 (11,869)
4,667,971 4,4B5,809 182,162 815,427 79,696 61,157 140,853 155.255 (14,402)
5,091,944 4,887,949 203,995 856,525 82,531 64,239 146,771 161,616 (14,847)

Investment
Ending
Asset

Earninns Valuation

126.055 1 .475.495
139,373 1,628.251
153,391 1.787,295
168,018 1,953,594
183.608 2,134,368
200,558 2,330,944
218,993 2,544.767
239,099 2,778,6)9
260,860 3,029,054
284,437 3,303,589
310.115 3,600,647
337,962 3,923,522
368,303 4,278,026
401,814 4,667,971
438,375 5,091,944
478,229 5,555,326

* Surpluses reduce employer contributions over 5 vears 
a Deficits increase employer contributions over 25 years

Ioo<ri
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

----  — — As 7. of Salaries— ---- —  — As * of Assets—
As of Funding Employer Employee Total Bwnef i t Net Investment
June 30 Ratio Contribs Contribs Contribs Payments Contribs Earnings

1988 98.8 14.297. 9. 177. 23.467. 19.187. 1.257. 9.007.
1989 100.0 13.297. 9.0B7. 22.377. 19.267. 0.867. 9.007.
1990 100,8 12.247. 0. 337. 20.577. 19.327. 0.337. 9.007.
1991 101.4 11. 367. 7.657. 19.017. 19.377. -0.097. 9.00*
1992 101.8 11.207. ' 7.637. 18.837. 1°. 407. -0.147. 9.007.
1993 102.2 11.057. 7.617. 18.667. 19.427. -0. 187. 9.007.
1994 102.5 10.907. 7.597. 18.497. 19.437. -0.217. 9.007.
1995 102.8 10.767. 7.577. 18.337. 19.237. -0.207. 9.007.
1996 103.0 10.617. 7.557. 18.167. 19.BB7. -0.367. 9.007.
1997 103.2 10.477. 7.537. 18.007. 19.557. -0.317. 9.007.
1998 103.4 10.337. 7.517. 17.847. 19.797. -0.387. 9.007.
1999 103.6 10.197. 7.507. 17.697. 19. 837. -0.407. 9.007.
2000 103.8 10.057. 7.507. 17.557. 19.437. -0.347. 9.007.
2001 103.9 9.917. 7.507. 17.41* 18.947. -0.277. 9.007.
2002 104.1 9.777. 7.507. 17.277. 19.047. -0.307. 9.007.
2003 104.2 9.647. 7. 507. 17. 147. 18.877. -0.28* 9.007.
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Table 4
State of Au-ta TRS 

Financial Projection-.* fOOO omitted)

Investment Return 10.007. (nominal) Salary Increases 5.047. (5.5/4.5 assumed)

— Valuation Amounts on Julv 1— -----------FI OH Amounts During Following 12 Months---— --- ------------------------- Endinq
A* of Total Accrued Surplus* Total F ihdI oyei Employee Total Benefit Net Investment. Astet
June 30 Assets Liability (Deficit) Salaries Contrib-., Contribs Contribs Pavinents Contribs Earnings Valuation

198B i., 331,905 1,340.677 (16,772) 409,656 58,541 37,584 96,126 78.590 17,536 140,727 1 ,490,167
1989 1,490.167 1,4/6,121 14,046 430,303 55,722 39,090 94,812 82,889 11,923 157,064 1,659,155
1990 1,659,155 1,614,564 44,590 451.990 52,441 37,668 90.109- 87,343 2,766 174,350 1,836,270
1991. 1,836,270 1,761.762 74,508 474,770 49,349 36,320 85,669 91,961 (6,293) 192,494 2,022,472
1992 2,022,472 1,918,539 103,933 <98,699 49.439 38,OSl 87,4B9 96,757 (9,267) 211,896 2,225,101
1993 2,225,101 2,009,059 136,042 523,033 49.421 39,864■ 89.284 101.741 (12,456) 233,013 2,445.657
1994 2,445,657 2,274,591 171,066 550,234 49,281 41,763 91,044 106,927 (15,883) 256,000 2,685,773
1995 2.605,773 2,476,514 209,259 577.906 49,003 43,752 92,755 111,171 (18,417) 281,085 2,940,442
1996 2,94B,442 2,697,541 250,901 607,096 48,568 45,836 94,404 120,690 (26,286) 308,272 3,230,428
1997 3,230,42B 2,934,142 296,286 637,693* 47,958 43,018 95,976 124,686 (28,709) 337,760 3,539.479
199B 3,539,479 3,193,767 345,711 669,833 47,154 50.304 97,458 132,547 (35,089) 369,891 3,874,781
1999 3,874,281 3,474,741 399,540 703,592 46, 13<-> 52,769 98,900 139,543 (40,643) 404,767 4,238,405
2000 4,230,405 3,780,270 458.135 739,053 44,86 > 55,429 100.292 143,580 (43,288) 442,B68 4,637,985
2001 4,637,985 4,116,064 521,921 776,302 43.324 58,223 101,546 147,035 (45,488) 484,714 5,077,211
2002 5,077.211 4,485,809 591,402 815,427 41,475 61 ,157 102,632 155,255 (52,624) 530,476 5,555,063
2003 5,555,063 4,887,949 667,114 856,525 39.277 64,239 103,517 161,618 (58,101) 580,377 6,077,339

• Surpluses reduce employer contributions over 5 years
* Deficits increaso employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

Ac of 
June 30

Funding
Ratio

------ ---As 7. of Salaries--- — --
Employer Employee Total Benefit 
Contribs Contribs Contribs Payments

— As 7. of Assets—  
Net Investment 

Contribs Earnings

1988 98.8 14.297. 9. 177. 23.467. 19.187. 1.25% 10.007.
19B9 101.0 12.957. 9. 087. 22.037. 19.267. 0.767. 10.00%
1990 102.8 11.607. 8.337. 19.947. 19.327. 0.16% 10.00%
1991 104.2 10.397. • 7.657. IB. 047. 19.377. -0.33% 10.007.
1992 . 105.4 9.917. 7. 637. 17.547. 19.407. -0.44% 10.007.
1993 106.5 9.437. 7.617. 17.047. 19.427. -0.53% 10.007.
1994 107.5 8.967. 7.597. 16.557. 19.437. -0.62% 10.00%
1995 108.4 8.407. 7. 572 16.057. 19.237. -0.667. 10.00%
1996 109.3 8.007. 7.557. 15.557. 19.0B7. -0.857. 10.007.
1997 110.1 7.527. 7.537. 15.057. 19.557. -0.857. 10.007.
1998 110.8 7.047. 7.517. 14.557. 19.797. -0.95% 10.007.
1999 111.5 6.567. 7.507. 14.067. 19.837. -1.007. 10.00%
2000 112.1 6.077. 7.507. 13.577. 19.437. -0.987. 10.007.
2001 112.7 5. 507. 7.507. 13.087. 18.947. -0.947. 10.007.

- 2002 113.2 5.097. 7.507. 12.597. 17.047. -0.997. 10.007.
2003 113.6 4.597. 7.507. 12.097. 10.877. - 1. 007. 10.007.



Investment Return

State of Alaska PERS 
Financial Projections ('000 omitted)

"■ M .
9.00% (nominal) Salary Increases 6.04% (6.5/S.5 assumed)

As of
June 30 Assets

1988 2,088,428
I9B9 2,384,364
1990 2,700,764
1991 3,038,378
1992 3,401,411
1993 3,795,378
1994 4,222,172
1995 4,685,224
1996 3,186,899
1997 5,730,253
1998 6,319,122
1999 6,958,102
2000 7,653,758
2001 8,408,636

• 2002 9,227,292
-•vj 2003 
1

10,115,290

— Valuation Amounts on July 1—  
Accrued Surplus* 

Liability (Deficit)
Total Employer Employee

2,246,583 
2,511,963 
2,801,804 
3,11(3,259 
3,464,631 
3,843,567 
4,256,607 
4,706,881 
5,196,490 
5,728,256 
6,305,512 
6,931,281 
7,611,981 
8,349,986 
9,149,673 
10,016,415

(158,155) 
(127,599) 
(101,039) 
(79,881) 
(63,221) 
(4B,189) 
(34,433) 
(21,658) 
(9,591) 
1,997 
13,610 
26,820 
41,776 
58,650 
77,619 
98,874

945,136 1,002,222 
1,062,756 
1,126,946 
1,195,014 
1,267,193 
1,343,731 
1,424,893 
1,310,956 
1,602,218 
1,698,992 
1,801,611 
1,910,428 
2,025,818 
2,148,178 
2,277,928

12B,539
126,601
123,924
122,838
125,211
12B,32B
132,148
136,626
141,724
147,698
155,546
163,784
172,431
181,505
191,027
201,018

64,553
68,452
72,5B6
76,970
81,619
86,549
91,777
97,320
103,198
109,431
116,041
123,030
130,482
138,363
146,721
155,582

* Surpluses reduce employer contributions over 5 years
* Deficits increase employer contributions over 25 years

Total

193,092
195,053
196,510
199,829
206,831
214,877
223,925
233,946
244,922
257,130
271,587
2B6,834
302,913
319,869
337,748
356,601

ollowing 12 Months-— — ——— Ending
Benefit Net Investment Asset
Payments Contribs. Earnings Valuation

97,839 93,233 200,702 2,384,364
106,870 88,183 22B,218 2,700,764
116,504 80,006 257,607 3,038,378
125,8B3 73,946 289,0B7 3,40i,411
135,955 70,875 323,092 3,793,378
14B,046 66,832 359,963 4,222,172 '
160,809 63,116 399,936 4,685,224
175,544 58,402 443,273 5,186,899
191,787 53,135 490,219 5,730,253
209,342 47,788 541,081 6,319,122
228,844 42,743 596,237 6,938,102
247,363 39,471 636,186 7,633,738
269,379 33,534 721,345 8,408,636
293,243 26,625 792,030 9,227,292
318,446 19,302 868,693 10,115,290
344,013 12,587 951,909 11,079,787 I

otni
PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of 
June 30

Fundi ng 
Ratio

1988 93.0
1989 94.9
1990 96.4
1991 97.4
1992 9B.2
1993 98.7
1994 99.2
1995 99.5
1996 99.8
1997 100.0
1998 100.2
1999 100.4
2000 100.5
2001 100.7
2002 100.8

--------As % of Salaries---------   As % of Assets—
Employer Employee Total Benefit Net Investment
Contribs Contribs Contribs Payments Contribs Earnings

13.607. 6.837. 20.43% 10.357. 4.27% 9.007.
12.637. 6.837. 19.467. 10.667. 3.487. 9.007.
11.667. 6.83% 18.497. 10.967. • 2.80% 9.00%
10.907. 6.83% 17.737. 11.177. • 2.30% 9.007.
10.487. 6.837. 17.31% 11.38% 1.977. 9.00%
10. 137. 6.83% 16.967. 11.68% 1.67% 9.007.
9.837. 6.837. 16.667. 11.97% 1.42% 9.007.
9.597. 6.83% 16.427. 12.32% 1.19% 9.007.
9.387. 6.837. 16.217. 12.69% 0.987. 9.00%
9.227. 6.837. 16.057. 13.077. 0.797. 9.00%
9. 167. 6.837. 15.997. 13.477. 0.657. 9.00%
9.097. 6. 837. 15.92% 13.73% 0.54% 9.007.
9.037. 6.83% 15.867. 14.10% 0.42% 9.007.
8. 96% 6.837. 15.797. 14.487. 0.307. 9. 0i 7.
8.89% 6.837. 15.727. 14.827. 0.207. 9. 0u%
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Table 6 

State of Alaska PERS 
Financial Projections (*000 omitted)

10.007. (nominal)Investment Return

— Valuation Amounts on July 1— — --  Flow Amounts During Following 12 Months--—------- Ending
As of Accrued Surplus# Total Employer Employee Total Benefit Net (Investment Asset
June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribs Payments Contribs Earnings Valuation

1988 2,088,428 2,246,583 (158,155) 945,136 128,539 64,553 193,092 97,859 95,233 224,047 2,407,708
1989 2,407,708 2,511,963 (104,255) 1,002,222 121,095 68,452 189,547 .106,870 82,677 256,943 2,747,32B
1990 2,747,328 2,801,804 (54,475) 1,062,756 112,941 72,586 185,527 116,504 69,024 291,921 3,108,273
1991 3,108,273 3,118,259 (9,987) 1,126,946 106,373 76,970 183,343 125,883 57,460 329,242 3,494,974
1992 3,494,974 3,464,631 30,343 1,195,014 107,466 81,619 189,085 135,953 53,130 369,629 3,917,733
1993 3,917,733 3,843,567 74,166 1,267,193 110,035 86,349 196,584 148,046 4B.539 413,789 4,380,060
1994 4,380,060 4,256,607 123,453 1,343,731 112,496 91,777 204,273 160,B09 43,464 462,080 4,885,604
1995 4,BB5,604 4,706,881 178,722 1,424,893 114,826 97,320 212,146 175,544 36,602 514,816 5,437,024
1996 5,437,024 5,196,490 240,533 1,510,956 116,996 103,198 220,195 191,787 28,408 572,308 6,037,739
1997 6,037,739 5,728,256 309,483 1,602,218 118,980 109,431 22B,411 209,342 19,070 634,916 6,691,725
1998 6,691,725 6,305,512 386,213 1,69B,992 120,746 116,041 236,787 22B,B44 7,943 703,028 7,402,696
1999 7,402,696 6,931,281 471,415 1,801,611 122,260 123,050 245,310 247,363 (2,053) 777,180 8,177,824
2000 8,177,824 7,611,981 565,842 1,910,428 123,485 130,4B2 253,967 269,379 (15,412) 857,901 9,07.0,312
2001 9,020,312 8,349,986 670,326 2,025,818 124,377 138,363 262,740 293,243 (30,503) 945,608 9,935,417
2002 9,935,417 9,149,673 785,743 2,148,178 124,891 146,721 271,611 318,446 (46,834)1,040,877 10,929,459
2003 10,929,459 10,016,415 913,044 2,277,92B 124,977 155,382 2B0.560 344,013 (63,454)1,144,421 12,010,426

* Surpluses reduce employer contributions over 5 years 
a Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of 
June 30

Funding
Ratio

198B 93.0
1989 95.8
1990 98.1
1991 99.7
1992 100.9
1993 101.9
1994 102.9
1995 103.8
1996 104.6
1997 103.4
199B 106.1
1999 106.8
2000 107.4
2001 10B.0
2002 108.6

Employer 
Contribs 1

-As 7. of Salaries— ----—
Employee Total Benefit 
Contribs Contribs Payments

--As 7. of Assets--
Net Investment 

Contribs Earnings

13.607. 6.837. 20. 437. 10.357. 4.257. 10.007.
12.087. 6.837. 18.917. 10.667. 3.227. 10.007.
10.637. 6.837. 17.467. 10.967. 2.367. 10.007.
9.447. 6.837. 16.277. 11. 177. 1.757. 10.007.
8.997. 6.837. 15.827. 11. 387. 1.44y. 10.007.
8.687. 6.837. 13.517. 11.687. 1. 177. 10.007.
8.377. 6.837. 15.207. 11.977. 0.947. 10.007.
8.067. 6.837. 14.897. 12.327. 0.717. 10.007.
7.747. 6.837. 14.577. 12.697. 0.507. 10.007.
7.437. 6.037. 14.267. 13.077. 0.307. 10.007.
7. 117. 6.837. 13.947. 13.477. 0.117. 10.007.
6.797. 6.837. 13.627. 13.737. -0.037. 10.007.
6.467. 6.837. 13.297. 14.107. -0.187. 10.007.
6.147. 6.037. 12.977. 14.407. -0.327. 10.007.
5.817. 6.837. 12.647. 14.827. -0. 457. 10.007.



m m e m *________■
Table 7

State of Alaska PERS 
Financial Projections (*000 omitted)

Investment Return 9.007. (nominal) Salary Increases 5.047. <5.5/4.5 assumed)

— Valuation Amounts an July 1—   ------ -— Flow Amounts During Following IS! Months— — — — —
InvestmentAs of . Accrued Surplus* Total Employer Employee Total Benef i t Net

June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribs Payments Contribs

1988 2,088,428 2,246,583 (158,155) 936,223 127,717 63,944 191,661 97,302 94,159
19B9 2,303,240 2,497,660 (114,428) 983,400 121,75B 67,167 108,925 106,06! 82,864
1990 2,693,977 2,770,007 (76,030/ 1,032,972 115,276 70,552 185,828 115,134 70,694
1991 3,021,221 3,065,357 (44,136) 1,005,034 110,559 74,108 184,666 123,829 60,B37
1992 3,360,942 3,386,506 (17,645) 1,139,719 109,350 77,043 107,201 133,080 54,121
1993 3,742,347 3,735,B67 6,480 1,197,161 109,093 81,766 191,639 144,194 47,465
1994 4,143,915 4,114,220 29,696 1,257,498 113,294 85,887 199,181 153,808 43,373
1995 4,378,975 4,524,205 54,770 1,320,876 116,B02 90,216 207,017 169,199 37,818
1996 5,049,148 4,967,303 B1,845 1,387,448 120,417 94,763 215,180 183,882 31,298
1997 5,336,726 5,445,658 111,069 1,457,376 124,142 99,539 223,681 199,637 24,044
1993 6,104,462 5,961,862 142,600 1,530,-027 127,977 104,356 232,532 217,073 13,460
1999 6,694,743 6,518,133 176,608 1,607,981 131,922 109,823 241,747 233,228 B,519
2000 7,333,205 7,120,015 213,270 1,689,023 135,978 115,360 251,338 252,553 (1,214)
2001 8,021,712 7,760,923 252,789 1,774,150 140,144 121,174 261,319 273,361 (12,043)
2002 8,763,570 8,468,197 295,372 1,663,567 144,420 127,282 271,702 295,10B (23,406)
2003 9,363,325 9,222,083 341,242 1,957,491 148,806 133,697 282,502 316,776 (34,274)

Ending
Asset

200,654 
227,B73 
256,550 
2B6,QB4 
319,204 
354,104 
391,687 
432,354 
476,201 
523,692 
574,020 
630,024 
609,641 
733,900 
023,160 
097,088

2,303,240
2,693,977
3,021,221
3,360,942
3,742,347
4,145,915
4,570,975
5,049,148
3,556,726
6,104,462
6,694,743
7,333,203
8,021,712
8,763,5709 .5 6 3 .3 2 5

* Surpluses reduce employer contributions over 5 years
* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

— —----—-As 7. of !Salaries-'-— ---- --As 7. Of Assets—
As of Funding Employer 1Employee Total Benef i t Net Investment
June 30 Ratio Contribs 1Contribs IContribs Payments Contribs Earnings

1980 93.0 13.64*/. 6.837. 20.477. 10.417. 4.22X 9.007.
1989 95.4 .. 12.387. 6.837. 19.217. 10.797. 3.27X 9.007.
1990 97.3 11. 167. 6.837. 17.997. 11. 157. ‘ 2.4BX 

*•* 1.91X
9.007.

1991 98.6 10. 197. 6.037. 17.027. 11.417. 9.007.
1992 99.5 9.607. 6.037. 16.437. 11. 687. 1.537. 9.007.
1993 100.2 9. 187. 6.837. 16.017. 12.047. 1.217. 9.007.
1994 100.7 9.017. 6.837. 15.847. 12.397. 1.007. 9.007.
1993 101.2 8.847. 6.837. 15.677. 12.817. 0.797. 9.007.
1996 101.6 8.687. 6.837. 15.517. 13.257. 0.597. 9.007.
1997 102.0 8.577. 6.837. 15.357. 13.707. 0.417. 9.007.
1998 102.4 8.367. 6.837. 15, 197. 14. 187. 0. 247. 9.007.
1999 102.7 8.207. 6.837. 15.037. 14.507. 0.127. 9.007.
2000 103.0 8.057. 6.037. 14.887. 14.957. -0.027. 9.007.
2001 103.3 7.907. 6.037. 14.737. 15.417. -0. 147. 9.007.
2f'02 103.5 7.757. 6.837. 14.5B7. 15.847. -0.267. 9.007.
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Table 8 

State of Alaska PERS 
Financial Projections ('000 omitted)

Investment Return 10.00'/. (nominal) Salary Increases 5.047. (3.5/4.5 assumed)

Fundinq 
' Ratio, »«•</>,<. . . S— ‘ \?V,.

?3-0 . .
'  9 6 ’ .  4

9 B . 9  100. B 
1 0 2 . 3  
1 0 3 . 7
1 0 5 . 0  10b. 1
1 0 7 .  I
1 0 8 .  1
1 0 9 . 0  
1 0 9 . BiuM2'6t„ m .3
1 1 1 . 9

—  ----- As '/. of Salaries—  —   As 7 .  of Assets—
Employer Employee Total Eienefit Net Investment;.*/1**',-'!
..Contribs C.orvfcr.ibs Contribs Payments''’r.Cantribs Earninqs ‘

• e - . — .  —  i .  —  . J ________________    —  - -  —  «P —
1 3 . 6 4 7 .  6  J £33'/. 2 0 . 4 7 7 .
1 1 . B 2 7 .  „  6 . 0 3 ' / . '  I B . 6 5 7 .
1 0 . 1 0 7 .  6 . 8 3 7 .  rt'  1 6 . 9 3 7 .

9 . 0 1 7 .  6 . B 3 7 .  1 3 . 8 4 7 .
B . 5 8 7 .  6 . 8 3 7 .  * *  1 5 . 4 1 7 .
B .  1 5 7 .  6 . 8 3 / i  ! 1 4 . 9 8 7 .
7 . 7 1 7 .  6 . B 3 7 ; ’  ' 1 4 . 5 4 7 .
7 .  2 B 7 .  6 . 0 3 7 . . .  “  1 4 . 1 1 7 .
6 . B 4 7 .  6 . 0 3 2  1 3 . 6 7 7 .
6 .  4 0 7 .  6 . 8 3 7 ,  1 3 . 2 3 7 .
5 . 9 6 7 .  6 . 8 3 7 , ^  (  1 2 . 7 9 7 .
5 . 5 1 7 .  6 . 8 3 7 .  \ - ) , 2 . 3 4 7 .

s . t t w 5 . 0 / 7 v  .  . . £ . 0 3 7 ,  ,  .  1 . 1 . 9 0 7 . , u  
4 . 6 2 7 .  6 . 8 3 7 .  1 1 . 4 5 7 .
4 . 1 6 7 .  6 . 0 3 7 .  1 0 . 9 9 7 .

10;‘417. 4.20X’ 10.007.
1 0.797. 3.05*/. • ' l6J 002'
11.137. 2.057. 10.002
11.417. 1.477. 10.002
11.687. 1.167. 10.007.
12.047. 0.867. 10.002
12.397. 0.607. 10.007.
12.817. 0.347. 10.007.
13.237. 0.107. 10.002
13.707. -0. 117. 10.007.
14. 187. -0.317. 10.002
14.507. -0.467. 10.002
4-4-952... .  .  63̂ ,> .,,,4 0 .0 0 2
15.417. -0.787. 10.007.
15.847. -0.917. 10.002

* Surpluses redtTce employer contributions over 5 years
* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of? 
June 30

1988 ‘
1989
1990
1991
1992
1993
1994
1995 
1976
1997
1998
1999 2 £>00I 2002

12 Months— —   Ending
Net Investment Asset

Contribs Earnings Valuation

94,159 223,993 2,406,379
77,359 236,539 2,740,497
59,722 290,738 3,090,957
48,036 326,952 3,465,946
42,347 366,052 3,374,544
35,118 408,583 4,318,246
27,091 454,770 4,800,107
17,165 504,369 3,322,142
5,801 559,115 5,887,05B
(6,808) 617,801 6,498,050
(21,300) 681,230 7,157,981
(34,746) 749,851 7 ,B73,0B5
(51,630) 824,092 8,645,548
(70,307) 904,267 9,479,508
(90,272) 990,835 10,380,071
(110,536)1,084,380 11,353,895

— Valuation Amounts on July 1—
As of Accrued Surplus*
June 30 Assets Liability (Deficit)

1988 2,088,428 2,246,583 (15B,155)
'989 2,406,579 2,497,668 (91,089)
1990 2,740,497 2,770,007 (29,509)
1991 3,090,957 3,065,357 25,601
1992 3,465,946 3,386,586 79,360
1993 3,874,544 3,735,867 138,678
1994 4,318,246 4,114,220 204,026
1995 4,800,107 4,524,203 275,902
1996 5,322,142 4,967,303 354,838
1997 3,BB7,05B 3,445,658 441,400
1998 6,498,050 5,961,862 536,IBB
1999 7,157,981 6,518,135 639,846
2000 7,873,085 7,120,015 753,070
2001 8,645,548 7,768,923 876,625
2002 9,479,508 8,468,197 1,011,311
2003 10,380,071 9,222,083 1,157,988

------------Fit3H Amount'i During frollowing
Total Employer Employee Total Benefi t

Salaries Contribs Contribs Contribs Payments

936,223 127,717 63,944 191,661 97,502
983,408 116,253 67,167 183,420 106,061

1,032,972 104,304 70,552 174,856 115,134
1,085,034 97,758 74,108 171,865 123,829
1,139,719 97,784 77,843 175,627 133,080
1,197,161 97,546 81,766 179,312 144,194
1,257,498 97,012 85,887 182,899 155,808
1,320,876 96,149 90,216 186,364 169,199
1,387,448 94,921 94,763 189,683 183,882
1,457,376 93,290 99,539 192,829 199,637
1,530,827 91,217 104,556 195,773 217,073
1,607,981 88,657 109,825 198,482 233,228
1,689,023 85,562 115,360 200,923 252,553
1,774,150 81,BB0 121,174 203,055 273,361
1,863,567 77,554 127,2132 204,836 293,108
1,957,491 72,524 133,697 206,221 316,776
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TOTAL FUND: RATES OF RETURN BY ASSET SIZE

UNGER $10 MILLION 
$10 TO 5S0 MLUON 
OVER $50 MILLION

UNDER $ 10 MILLION 
$10 TO $50 MAUON 
OVER $50 MALIGN

AI77C*057A1GW

FOR PERIODS ENCHNG DECEMBER 31

1979

...A
3ft o

1980 1981 1982 1983 1984 1985 1986 1987
BARS REPRESENT THE RANGE OF RETURNS BETWEEN THE FIRST AND THIRD QUARHLE

ANNUAL MEDIAN ~‘ETURNS

EXHIBIT 7

1988

(X ) 11.7 17.5 3 0 24.4 14.9 6 6 25.1 15.0 3.2 10.5
( a ) 12.9 196 1.7 25.0 15.1 7.3 2 56 15.2 46 12.0
( o 1 12.5 18.5 2.8 25.2 14.9 8.3 25.8 16 1 3 7 11.7

ANNUALIZED LINKED MEDIAN RETURNS

1979-88 19B0-BS 1981-88 1992-88 1983-88 1984-88 1985-88 19S6-88 1987-88 1988

12.9 13 1 12.5 14.0 12.3 11.8 13.2 9.4 68 10.5
13.6 13 7 13.0 147 13.1 12.7 14.1 10.5 8 2 120
ia 7 138 13 3 14.8 13.2 129 14.0 10.4 7.6 11.7



E n d - o f- p e r io d  v a lu a t i o n  r e p o r t s  i n  in v e s tm e n t a c c o u n t in g  a r e  com puted b a se d  on r e p o r t e d  m a rk e t v a lu e s  f o r  m a r k e ta b le  s e c u r i t i e s .  I f  th e  in v e s tm e n ts  and th e  d o m ic i le  o f  th e  i n v e s t o r  a r e  in  th e  same c o u n tr y  ( a n d , t h e r e f o r e ,  denom inated i n  th e  same c u r r e n c y ) , th e n  th e  books o f  a c c o u n t a r e  p r o b a b ly  k e p t in  th e  c o u n t r y ’ s  c u r r e n c y . H ow ever, i f  th e  in v e s tm e n ts  a r e  l o c a t e d  in  a n o th e r  c o u n tr y  and a r e  den o m in ated  and tr a d e d  in  a f o r e i g n  c u r r e n c y , th e n  th e  m arket v a lu a t i o n  a t  th e  end o f  a  p e r io d  i s  den o m in ated  i n  th e  f o r e ig n  c u r r e n c y . In  o r d e r  to  p r o v id e  a v a lu a t i o n  r e p o r t  i n  term s o f  th e  i n v e s t o r 's  d o m e s tic  c u r r e n c y  and b o o ks o f  a c c o u n t , th e  f o r e ig n  d en o m in ated  v a lu e  i s  c o n v e r te d  to  d o m e s tic  v a lu e  b y  a p p ly in g  th e  momentary f o r e i g n  e x ch a n g e  r a t e  p r e v a i l i n g  a t  th e  end o f  th e  p e r io d  betw een th e  d o m e s tic  c u r r e n c y  and th e  f o r e ig n  c u r r e n c y . T h is  i s  an e n t i r e l y  a p p r o p r ia t e  m eth o d o lo gy  f o r  v a lu a t i o n  r e p o r t s ,  b u t i t  i s  n o t  a p p r o p r ia t e  f o r  r e p o r t in g  f o r e ig n  in v e s tm e n t a c t i v i t y  o r  f o r  r e c o r d in g  f o r e ig n  in v e s tm e n t t r a n s a c t i o n s  on th e  i n v e s t o r ' s  d o m e s tic  b ooks o f  a c c o u n t .I f  in v e s tm e n ts  a r e  made in  d i f f e r e n t  c o u n t r ie s  h a v in g  d i f f e r e n t  c u r r e n c i e s ,  th e n  p u r c h a s e s , s a l e s ,  g a i n s ,  l o s s e s ,  and incom e t r a n s a c t i o n s  s h o u ld  n o t  be c o n v e r te d  i n t o  U .S .  d o l l a r  books o f  a c c o u n t . The v a lu e  i s  n o t  f i x e d  i n  term s o f  U .S .  d o l l a r s  and w i l l  n o t  become f i x e d  u n t i l  th e  f o r e ig n  c u r r e n c y  i s  s o ld  and th e  p r o c e e d s  a r e  u sed  to  buy U .S .  d o l l a r s  w h ich  a r e  r e p a t r i a t e d .  When th e  U .S .  d o l l a r s  a r e  r e p a t r i a t e d ,  t h a t  i s  when e v e n ts  s h o u ld  b e r e c o g n iz e d  on th e  U .S .  d o l l a r  b o o ks o f  a c c o u n t .O v er th e  l a s t  .c i v e  y e a r s  th e  r e t ir e m e n t  fu n d s  h a v e  b een  i n v e s t i n g  in  f o r e ig n  m a rk e ts  th r o u g h  o u r two c o n t r a c t  m a n a g ers, C i t i b a n k  and M organ G u a r a n ty , b o th  o f  L o n d o n , E n g la n d . The fu n d s ' d o m e s tic  book v a lu e s  s h o u ld  r e f l e c t  th e  amount o f  U . S .  d o l l a r s  we ad van ced  to  th e  m anagers f o r  in v e s tm e n t p u rp o se s  and n o t f o r e i g n  t r a n s a c t i o n s  w hich arc- a r b i t r a r i l y  v a lu e d  a t  a  p re su m a b ly  a p p r o p r ia t e  e x ch a n g e  r a t e  somewhere n e a r  t h a t  p o in t  in  t im e . By a tte m p tin g  to  c o n v e r t  a l l  f o r e ig n  in v e s tm e n t a c t i v i t y  i n t o  r e c o r d a b le  U .S .  d o l l a r  e q u i v a l e n t s ,  we a re  e s s e n t i a l l y  m a rk in g  up th e  fu n d s ’ book v a lu e s  to  m a rk e t v a lu e s  ( a l b e i t  on a l a g g i n g  b a s i s ) .  Su ch  a c t io n s  d e s tr o y  th e  h i s t o r i c a l  n a tu r e  o f  book v a lu e  in  k e e p in g  t r a c k  o f  th e  n e t  U .S .  d o l l a r  amount w h ich  was in v e s t e d  i n  th e  s e c u r i t i e s ,  c r e a t e s  a book v a lu e  w h ich  i s  i n c o n s i s t e n t  w ith  th e  o th e r  book v a lu e s  on th e  d o m e s tic  b ooks o f  a c c o u n t , and m is le a d s  u s e r s  o f  th e  d a t a .The f o r e ig n  i n v e s t i n g  th ro u g h  m anagers i s  a n a lo g o u s  to  b u y in g  s t o c k  in  a s i n g l e  f o r e ig n  company o r  a m u tu al fu n d . The book v a lu e  i s  th e  U .S .  d o l l a r s  u se d  to  a c q u ir e  th e  s t o c k . I f  th e  company o r  m u tu a l fu n d  bu ys o r  s e l l s  some
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Even d iv id e n d  o r  i n t e r e s t  incom e e arn e d  i n  f o r e i g n  c u r r e n c ie s  s h o u ld  n o t  be a s c r ib e d  a s  U . S .  d o l l a r  in co m e . As lo n g  a s  th e  in com e re m a in s  in  f o r e ig n  c u r r e n c y  in v e s t m e n t s , i t s  amount in  U .S .  d o l l a r  te rm s i s  n o t  f i x e d  and v a r i e s  w ith  e a c h  t r a n s i t o r y  c h a n g e  in  th e  e x ch a n g e  r a t e s .  I f  th e  incom e i s  r e m itte d  i n  U .S .  d o l l a r s ,  th e n  i t s  amount i s  f i x e d  and th e n  we ca n  r e c o g n iz e  i t  a s  U .S .  d o l l a r  incom e on a c c o u n t in g  r e p o r t s .A t ta c h e d  i s  C h a p te r  16 o f  th e  H i l l e r  C o m p re h en sive  GAA.? G u id e  1988 w hich d is c u s s e s  F A S B -5 2 , th e  s ta te m e n t  o f  th e  F i n a n c i a l  A c c o u n tin g  S ta n d a rd s  Board t h a t  e s t a b l i s h e s  g e n e r a l l y  a c c e p te d  a c c o u n t in g  p r i n c i p l e s  f o r  f o r e ig n  o p e r a t io n s  and e x c h a n g e . FA SB -52 r e q u ir e s  r e c o g n i t i o n  i n  U .S .  d o l l a r s  o f  th e  book v a lu e  o f  th e  in c o m e , g a i n s ,  and l o s s e s  r e a l i z e d  i n  f o r e ig n  c u r r e n c ie s  b u t n o t  c o n v e r te d  i n t o  U .S .  d o l l a r s .T h e re  a r e  s e v e r a l  a s p e c t s  o f  FA/.B-52 t h a t  s u g g e s t  t h i s  i s  a l e s s  th an  s a t i s f a c t o r y  tr e a tm e n t  o f  t h e  a c c o u n t in g  p ro b le m .1 . F o r  one t h i n g ,  FASB-52 was h i g h l y  c o n t r o v e r s i a l  and was a d o p te d  by o n ly  a 4 -3  v o t e .2 .  S i g n i f i c a n t l y ,  an y  f o r e i g n  c u r r e n c y  e x ch a n g e  g a in  o r  l o s s  t h a t  r e s u l t s  fro m  t r a n s l a t i n g  ( b u t n o t  c o n v e r t in g )  in c o m e , g a i n s ,  and lo s s e s  r e a l i z e d  . . i n  f o r e i g n  c u r r e n c ie s  i n t o  U . S .  d o l l a r s  i s  n o t  r e c o rd e d  a s  incom e on th e  U .S .  d o l l a r  books o f  a c c o u n t , b u t i s  in s t e a d  t o  be p o s te d  d i r e c t l y  to  a s e p a ra te - com ponent o f  s h a r e h o ld e r  e q u it y  and r e a l i z e d  a s  incom e o n ly  on p a r t i a l  o r  c o m p le te  l i q u i d a t i o n  o f  th e  f o r e i g n  in v e s tm e n t . T h is  seems r a t h e r  a r b i t r a r y  s in c e  n o t  o n ly  th e  g a in  o r  l o s s  com ponent b u t  a ls o  th e  o r i g i n a l  b o o k  v a lu e  o f  th e  in v e s tm e n t i s  j u s t  a s  much a t  r i s k  to  f l u c t u a t i o n s  in  f o r e i g n  e x ch a n g e  r a t e s .3 . A lo n g  th e s e  l i n e s ,  i t  i s  i n t e r e s t i n g  to  n o te  t h a t  on p a g e  22 M i l l e rs u g g e s t s  t h a t  i f  i t  i s  n o t  p o s s i b l e  to  com pute m e a n in g fu l e x ch a n g e  r a t e s  ( i n  h i s  e x a m p le s , ow ing to  f o r e i g n  s t r i f e  o r  e x ch a n g e  r e s t r i c t i o n s ) ,  " i t  i s  b e s t  to  in c lu d e  e a r n in g s  o f  a f o r e ig n  o p e r a t io n  o n ly  to  th e  e x t e n t  t h a t  c a s h  h a s  b een  r e c e iv e d  in  u n r e s t r i c t e d  f u n d s .”  S i m i l a r l y ,  on p age 24 H i l l e r  s t a t e s  " d i s c l o s u r e  o f  e x ch a n g e  r a t e  c h a n g e s . .  . t h a t  o c c u r  s u b s e q u e n t t o  th e  b a la n c e  s h e e t  d a te  s h o u ld  b e  d i s c l o s e d ,  i f  th e  e f f e c t s  a r e  m a t e r i a l . "  G iv e n  t h a t  th e  r e t ir e m e n t  fu n d s  in v e s tm e n ts  a r e  o f  a

o f  i t s  a s s e t s ,  i t  d o es n o t  a f f e c t  book v a l u e .  I f  th e  company o r  m u tu al fund r e t a i n s  incom e f o r  in v e s tm e n t i n  th e  b u s in e s s  o r  fu n d  o r  u s e s  i t  to  buy o th e r  a s s e t s ,  i t  d o e s  n o t  ch an g e  book v a lu e .  The o n ly  t h i n g s  w h ich  c o u ld  change book v a lu e  w ou ld  be i n v e s t i n g  more U .S .  d o l l a r s  t o  buy more o f  th e  s t o c k  o r s e l l i n g  some o f  th e  s t o c k  f o r  f o r e i g n  c u r r e n c y  an d th e n  e x c h a n g in g  th e  f o r e ig n  c u r r e n c y  f o r  U . S .  d o l l a r s .  The f a c t  t h a t  th e  b o o k v a lu e  o f  th e  com pany’ s a s s e t s  a r e  i n c r e a s i n g  o r  d e c r e a s in g  d o e s n o t  ch a n g e  th e  book v a lu e  o f  th e  r e t ir e m e n t  f u n d s ’ in v e s t m e n t . I t  d o e s , h o w ev e r, ch a n g e  th e  m arket v a lu e s .



lo n g -t e r m  n a tu r e ., th e  e x ch a n g e  r a t e  a s  o f  th e  b a la n c e  s h e e t  d a te  i s  n o t m e a n in g f u l . P a r t i a l  o r  co m p le te  l i q u i d a t i o n s  o f  th e s e  f o r e ig n  in v e s tm e n ts  a r e  h i g h l y  i n f r e q u e n t .P e rh a p s  th e  b a s i c  p ro b lem  i s  t h a t  FASB-52 i s  o r ie n t e d  tow ard b u s in e s s  a c t i v i t i e s  i n  f o r e i g n  c o u n t r ie s  t h a t  g e n e r a te  l i a b i l i t i e s  i n  f o r e ig n  c u r r e n c i e s .  (The seco n d  m odel w h ich  FASB-52 a d d r e s s e s  (p age  4 ) ,  a  b u s in e s s  w h ich  c o n d u c ts  o p e r a t io n s  i n  U .S .  d o l l a r s ,  i s  c e r t a i n l y  n o t r e l e v a n t .)  The r e t ir e m e n t  s y s te m s  a r e  a  m i s f i t  i n  t h a t  th e y  o p e r a te  i n  f o r e ig n  c u r r e n c ie s  y e t  a l l  t h e i r  l i a b i l i t i e s  a r e  i n  U .S .  d o l l a r s .  In d e e d , t h i s  w ould be tr u e  o f  any f o r e ig n  in v e s t m e n t , a s  o p posed to  b u s in e s s , a c t i v i t y .  The e x am p les and la n g u a g e  o f  FA SB -52 do n o t  e x p l i c i t l y  a d d r e s s  in v e s tm e n t a c t i v i t i e s .MBB/gbA tta c h m e n ts
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v-vf^dMW HHANNUAL RATES OF RETURN (a)ON EXTERNALLY MANAGED EQ U ITIES OF ALASKA RETIREMENT FUNDS
in c e p t i o nt o0 6 -3 0 -8 9MANAGER AND INCEPTION DATE R .E .  E q u ity  M a n a ge rs:A e tn a  (0 9 -3 0 -8 0 )Hancock (0 9 -3 0 -8 0 )E q u it a b le  (1 2 -3 1 -8 0 )S e n t i n e l  (03-0 5-84)JMB (0 4 -1 2 -8 4 )Morgan (0 6 -0 1 -8 4 )K a r s te n ____________________ ( 12-2 6-84)

MANAGER R o f  R MANAGER R O f  R MANAGER R O f R

D o m estic  E q u ity  M anagersA lg e rIn v e s c oLehman
IDSL o o m is, s a y l e s  M i l l e r  A nderson U n ite d  C a p i t a lA c t iv e  Group A v e ra g e

D o m estic  Group A v erag eI n t e r n a t i o n a l  E q u ity  M anagers C i t i c o r p  (1 1 -0 1 -8 3 )Morgan G u a ra n ty  (1 1 -0 1 -8 3 )Group A verage
ALL EQUITY MANAGER AVERAGE

Not n e t o f  f e e s  o f a p p r o x im a te ly  .31%.Pure i n t e r n a l  r a t e  o f  r e tu r n  w e igh ted  by amount and d a te  o f  d e p o s it s  Used 0 3 -3 1-89 v a lu e  b e ca u se  0 6 -3 0 -8 9  was n o t a v a i l a b l e .
P o r t f o l i o  M anagem ent, T re a s u r y  D iv i s io n  A u gu st 1 6 , 1989



ANNUAL RATES OP RETURN (a)ON INTERNALLY MANAGED FIXED INCOME INVESTMENTS AND ON THE TOTAL FUNDS OF ALASKA RETIREMENT FUNDS F i s c a l  Y e a r s  1985 t h r o u g h  J u n e  3 0 ,  1989 *»' F i s c a l  Y e a r  1985T h rou ghF i s c a l  Year 1989 F i s c a l  Y ear 1988 F i s c a l  Y e a r  1987 F i s c a l  Y ear 1986 F i s c a l  Year 1985 J u n e  3 0 ,  1989R a t e s  o f  Return a t  R a te s  o f  R e tu rn  a t  R a t e s  o f  R e t u r n  a t  R a t e s  o f  R e tu rn  a t  R a t e s  o f  R e t u r n  a t  R a t e s  o f  R e t u r n  a tC o s t  (c) Market C o s t  (c) Market C o s t  (c) Market C o s t  (c) M arket C o s t  (c) M a rk et C o s t  (c) M a rk e tR .  E . M ortgages 9.08% 11.81% 10.63% 8.60% 13.38% 4.05% 11.74% 17.96% 13.05% 26.61% 12.07% 16.45%Bonds and R e s e r v e s  (b) 9 .68 15.04 9.48 7.67 10.43 4 .8 7 11.61 2 3 .2 4 9 .7 5 2 9 .6 5 1 0.1 4 1 5 .1 8T o t a l F ix e d  Income 9.62% 14.72% 9.63% 7.79% 10.98% 4.71% 11.64% 21.67% 10.83% 28.62% 10.55% 15.44%T o t a l  E q u i t i e s 14.55% 14.55% -5.12% -5.12% 20.39% 20.39% 37.80% 37.80% 21.54% 21.54% 15.08% 15.08%TOTAL FUND 11.58% 14.65% 2.73% 1.93% 14.94% 10.90% 19.74% 26.59% 13.27% 26.84% 12.14% 15.31%

a -  i n t e r n a l  r a t e s  o f  r e t u r n  under s i m p l i f y i n g  assu m p tion  o f  m id-m onth f l o w s  f o r  f i x e d  income in v e s t m e n t s ,  b -  Net o f  g a i n s ,  l o s s e s ,  and a m o r t i z a t i o n s .c  -  c o s t  r e t u r n s  f o r  f i x e d  income in v e s t m e n t s ;  but m arket r e t u r n s  on e q u i t i e s .  The r e t u r n s  f o r  t o t a l  fu nd a p p ro x im a te  a c t u a r y ' s  c a l c u l a t i o n  o f  r e t u r n s .
P o r t f o l i o  Management,  T r e a s u r y  D i v i s i o n  A u gu st 18, 1989





r e q u e s t :R e v i s i o n  D a t e :_________________________________T i t l e :  Management and in v e s tm e n t o f  c e r t a i n  S t a t e  fu n d s ____________________________
A gency A f f e c t e d :  D ep artm en t o f  R evenue BRU: T re a s u r y ____________________________________________

S p o n s o r : House F in a n c e Co m po n en ts:.R e q u e s t o r : House S t a t e  A f f a i r s  ______EXPENDITURES/REVENUES: (T h o u san ds o f  D o lla r s )FY 91 I FY 92 i FY 93 I FY 94 I FY 95 I FY 96OPERATING I I 1 I 1| PERSONAL SERVICES | 0 1 o 1 0 1 o ! 0 1 0i TRAVEL 1 0 ! o i 0 1 o I 0 1 0| CONTRACTUAL j 120.7 | 313.9 | 502.3 1 733.7 | 1028.8 1 1285.3| SU P PLIES 1 0 i o ! o 1 0 I 0 1 0| EQUIPMENT 1 0 1 o 1 o 1 0 i 0 1 0| LANDS & STRUCTURES | 0 ! o 1 0 1 0 ! 0 1 0| GRANTS, CLAIMS | 0 I o I 0 1 o ! 0 1 01 MISCELLANEOUS I 0 1 0 i 0 1 o I 0 1 01 TOTAL OPERATING 1 120.7 | 313.9 | 502.3 1 733.7 | 1028.8 1 1285.3I CAPITAL 1 0 1 o 1 o 1 o 1 0 1 01 REVENUE 1 0 1 o 1 o 1 o 1 0 1 0FUNDING: (T housands o f  D o l la r s )| GENERAL FUND ! 0 1 o 1 o 1 o 1 0 ! 0| FEDERAL FUNDS | 0 ! o 1 o 1 0 1 0 1 0j OTHER (SBS) I 120.7 | 313.9 | 502.3 1 733.7 | 1028.8 1 1285.31 TOTAL 1 120.7 | 313.9 | 502.3 1 733.7 | 1028.8 1 1285.3
P O SIT IO N S:| FULL-TIM E I 0 1 o 1 o 1 o 1 0 1 0| PART-TIM E | 0 i 0 1 o 1 0 ! 0 1 01 TEMPORARY I 0 1 0 1 o 1 o 1 0 1 0
A N A L Y S IS: F i s c a l  y e a r  1990 e f f e c t  i s  z e r o . S e e  a t t a c h e d  a n a ly s i sP r e p a r e d  B y : H i l t  B a rk e r  D i v i s i o n s  T r e a s u r y P h o n e : 465-2350
A p p roved by C o m m issio n er^A g e n c y : D ep artm en t o f^ lfe v e n u eD i s t r i b u t i o n  (by p r e p a r e r ) :  L e g i s l a t i v e  F in a n c e  L e g i s l a t i v e  S p o n so r R e q u e s to rO f f i c e  o f  Management and B u d get Im p acted  A g e n c y ( ie s )

D a t e :  M arch 2 0 . 15
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HB 580SDS Investment Management Costs(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)(i Millions) (£000)Beginning Ending Stock PerformanceFiscal Liquid GIC tiet Average Investment Liquid Management Custodian Audit MeasurementYear Balance Maturities contributions Balance Earnings Balance Fees Pees Pecs PeesFY91 0 151.1 50.0 100.5 9.0 210.1 93.5 5.2 10.0 12.0FY92 210.1 118.9 55.0 297.1 26.7 410.7 276.3 15.6 10.0 12.0FY93 410.7 96.3 60.0 488.8 44.0 610.9 454 .6 25.7 10.0 12.0FY94 610.9 202.9 65.0 744.8 67.0 945.8 692.6 39.1 10,0 12.0FY95 945.8 128.7 7C.0 1045.1 94.1 1238.6 971.9 54.9 10.0 12.0FY96 1238.6 60.0 75.0 1306.1 117.5 1491.1 1214.7 68.6 10.0 12.0
TotalPees120.7 313.9 502.3733.7 1028.8 1285.3

HB 
580 

No. 
1 

H
O
U
S
E
 

3
/
3
0
/
9
0



FARTHER

DATE TURNED IN'
SHB 58J  (Finance) amThe F in a n ce  Com m ittee Investm ent o f  s t a t e  funds

and recommended:[ ^ J^ r e p la c e  w ith  [ ] o r  ad o p t _____[ ] a tta c h e d  amendment(s)C ] ___________________________________[ ] do p a ss  [ ] do n o t p a ss  [ ] no recom m endation [ ] in d iv id u a l  recom m endations [ ] fu r t h e r  r e f e r r a l  to  __________

, _ ✓ . ^ [ - " f ^ a m e  t i t l e^ C S  :S///3  [ ] nevr t i t l eC S _____________________________________ [ ] t e c h n ic a lt i t l e  changel e t t e r  o f  in t e n t  adopted

ATTACHES NEW FISCA L NOTE(S):D ep t/D ate:[* -3 " 'fis c a l n o te (s)  _________3t* <£/poes. -g '[ ] ze ro  f i s c a l  n o te (s)  ______________
APPROVES PREVIOUS: [ • ^ T 'fis c a l n o te (s)

(HB only)

D ept/D ate:
[ ] ze ro  f i s c a )  n o te (s)
OTHER RECOMMENDATIONS:[ ] a p p r o p r ia t io n -n o  f i s c a l  n o te  DO p a s s :



P u b lis h  D atetTIVE SESSION FISCAL NOTE
A gency A f f e c t e d :  AdministrationR e v is io n  D a t e :__________________________________  ______________________________T i t l e :  An Act relating to management and BRU: Centralized Administrative Services

Investment of certain State funds_______S p o n so r: F in a n c e  C o m m ittee__________
Requestor: Sf-ate Affairs

C o m p o n e n t s : Finance

EXPENDITURES/REVENUES: (T h o u san d s o fOPERATING F Y 9 1 FY 92
PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

CRANTS, CLAIMS

MISCELLANEOUSTOTAL OPERATINGCAPITAL 0 0 I 0 0 I o ! 0REVENUE 0 0 I 0 0 0 0FUNDING: (T housands o f
GENERAL FUND 

FEDERAL FUNDS 

OTHER 

TOTAL

FULL-TIME

PART-TIME

TEMPORARYAN ALYSIS: ( A t ta c h  a s e p a r a t e  p ag e  i f  n e c e s s a r y )
HB 580 does not appear to have any Impact on the Division of Finance in Its present form. The 

primary changes appear to be wherever In the Statutes it formerly had "Commissioner of Revenue" 

itmill now have "State Investment Board" and a new section of the statutes has been added ta 

establish a State Investment Board in the Department of Revenue. The board is to manage and 

invest State funds with the assistance of the Department of Revenue. From discussions with the 

Department of Revenue, they will be preparing^  fiscal note for .the^ impact to them.P rep ared  by.^ K c i t h  Busch. Director ' ^ 0h n n O !D iv i s io n :  ^Finance ran k Bax
phone: 465-2240 Date:Approved b y C om m ission __________________A g e n cy : D ep a rtm en t o f  A d m in is t r a t io nD i s t r i b u t i o n  (by p r e p a r e r ) :Changes in  sxo (F i n )have no f i s c a l  im p a c t.T h is  f i s c a l  n ote i s  a p p r o p r ia te .

Rev: 11/89

D a te :
v k ju l u  eu u um uts u u -u u g u  r ^ u .
C h a n g e s  i n  )h a v e  n o  f i s c a l  i m p a c t .T h i s  f i s c a l  n o t e  i s
a p p r o p r i a t e .  ^  ] of

V3K2/031501-0/142

PO SITION S:



B i l l  Version: scs HB 580 (s a ) (b) P u b lis h  Date: A/30/90____________STATE OF ALASKA 1990 LEGISLA TIVE SESSION riDUiu rjuic.REQUEST:R e v is io n  D a t e :_______________________________T i t l e :  E s t a b l i s h i n g  A la s k a  S t a t eIn v e s tm e n t C o r p o r a t io n ________________S p o n s o r : S e n a te  S t a t e  A f f a i r s  R e q u e s to r : S e n a te  S t a t e  A f f a i r s
A g en cy  A f f e c t e d :  A la s k a  S t a t e  In v e s tm e n t Core BRU:_____________________________________________________________________C om ponents: _________________________________________________________

EXPENDITURES/REVENUES: (Thousands o f  D o lla r s )OPERATING 1 FY 91 FY 92 1 FY 93 i FY 94 I FY 95 1 FY 961 1 1 1 1PERSONAL SERVICES | 4 9 4 .6 9 8 9 .3  | 9 8 9 .3  | 9 8 9 .3  | 9 8 9 .3  J 9 8 9 .3TRAVEL 1 o o 1 o ! 0 1 0 | 0CONTRACTUAL | 7 2 0 0 .9 1 4 4 7 4 .4 | 1 4 6 6 2 .8 | 1 4 8 94.2| 1 5 1 8 9 .3 |1 5 4 4 5 .8SUPPLIES ' o o 1 0 i o 1 0 | 0EQUIPMENT 1 0 0 I 0 i o 1 0 | 0LANDS & STRUCTURES 1 0 o 1 0 1 o 1 0 | 0GRANTS. CLAIMS 1 0 1 o 1 o ! o 1 0 | 0MISCELLANEOUS 1 0 o 1 0 1 o 1 0 | 0TOTAL OPERATING 1 7 6 9 5 .5  | 1 5 4 63.7| 1 5 6 5 2 .1 | 1 5 8 83.5| 1 6 1 7 8 .6 |1 6 4 3 5 .1CAPITALREVENUEFUNDING: (Thousands o f  D o l la r s )| GENERAL FUND j FEDERAL FUNDS I OTHER TOTAL
I 0 1 0 | 0 | 0 |I 0 | 0 | 0 | 0 || 7695.5 | 15463.7| 15652-1j 15883.5| j 7695.5 j 15463.7j 15652.11 15883.5|

0 I 00 j 016178.6|16435-1 16178.6116435.1P O SIT IO N S:FULL-TIM EPART-TIMETEMPORARY 000 I 000 I 000 I 000 000 I 000A N ALYSIS: a t t a c h  a s e p a r a te  p age  f o r  a n a l y s i s .  F i s c a l  y e a r  1990 e f f e c t  i s  z e r o .F i s c a l  y e a r s  1991-1996 a r e  th e  sum o f  th e  am ounts d e le t e d  from  th e  T r e a s u r y  b u d g e t on th e  a t t a c h e d  f i s c a l  n o te  p lu s  e s t im a t e d  common s t o c k  management f e e s  f o r  SBS shown on th e  a t t a c h e d  s c h e d u le .P re p a re d  B y : M i l t  B a rk e r m B P h o n e: 465-2350D i v i s i o n :  T re a s u r yApproved by C o m m iss io n e r : i£ rA g e n cy : D ep artm en t o f  R evenue________________________________________
D a t e :  A p r i l  30, 1990D a t e :

D i s t r i b u t i o n  (by p r e p a r e r ) :  L e g i s l a t i v e  F in a n c e  L e g i s l a t i v e  S p o n so r R e q u e s to rO f f i c e  o f  Management and Budget Im p a cte d  A g e n c y ( ie s )
Changes in j y j *  esssrj stQ  (F in ) have no f i s c a l  im p a ct.T h is  f i s c a l  note i s  a p p r o p r ia te . ________
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